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Preface

Accountability is a multi-dimensional concept. Maghply put, it involves decision
makers being held responsible for the decisiong tidlee. This simple definition raises
many questions: who should be involved in the decimaking process, how should
decisions be taken, and who should hold decisidkensao account? Other questions
include: what degree of transparency should thenefarding decisions taken, against
what criteria should decision makers be judged,veimat mechanisms and processes are
needed to facilitate holding decision makers tamaot? The intent of this volume is to
further inform the debate on some of these issueslation to the accountability of the
International Monetary Fund (IMF) to its varioualgtholders.

The Executive Board



One of the central failings of the IMF's currentgmance structure is the lack of
effective participation by many of the developirmyintries, Sub-Saharan African
countries in particular, in the decision makinggasses of the Executive Board. As
Rustomjee reveals in Chapter 1, the skewed allmtati votes and board seats in favour
of the richest countries undermines consensusidaaisaking. Little opportunity is
provided for the developing countries to put tlegincerns on to the board's agenda or to
get their views taken into account during board@uksions. The implication is that the
priorities of the IMF do not necessarily reflecbsle of the majority of the institution's
clients, that is, those members who borrow fromiig, and that decisions taken may
not be optimal because they do not consider bom&weeds or capacities. This lack of
understanding leads to a loss of ownership andngsts of poor policy and program
design, and ultimately can lead to policy and paogfailure.

Furthermore, developing country Executive Direc{&®s) assume a disproportionate
share of the workload since they typically représeore members who are engaged in
IMF programs. Relatively speaking, developing copDs are less well resourced,
have less institutional memory and face greateaiobnstituency political and
coordination challenges, all of which further limtheir ability to engage optimally in the
board.

Rustomjee's proposed solution is firstly to ingiatdialogue on the issue of developing
country representation, either by: 1) establisl@m@mmittee of the Executive Board
reporting to the governors; 2) establishing a cottemiof the Board of Governors; or 3)
carrying out an external review.

Secondly, he proposes several options for incrgabkim voting share of all or a subset of
developing countries, while maintaining an assumethot excessive majority of the
voting power for creditor countries. Options inctudeallocating votes between
developed and developing countries, increasingpéisec vote, and using purchasing
power parity (PPP) as a means of calculating gitossestic product (GDP) in the quota
formula.

Thirdly, Rustomjee calls for the creation of ondwo additional seats for Sub-Saharan
African countries and possibly an additional Assaat, either by increasing the size of
the board, or reducing the number of seats heBurgpean countries.

Finally, he proposes to increase the length of $fonelected EDs to be between three
and five years to address the challenge of ingiitat memory constraints, and to
increase the number of staff in their offices toamt for the relative intensity of their
workload.

The Role of National Parliaments
Eggers, Florini, and Woods find in Chapter 2 therlipments are paying more attention

to the activities of the IMF through oversight mantsms and by influencing policy
decisions. In some developing countries, parliasbate rejected IMF reform



proposals, leading the IMF to put much more efiftid consulting and persuading
program country parliaments. Some developing cquudrliaments are also looking to
finds ways to systematically become proactive,aathan merely reacting to IMF-
Executive Branch agreements post hoc.

Parliamentary engagement with the IMF will remamited unless both the IMF and
national governments at least permit, if not féaié or require, parliaments to get
involved. Although parliaments ought to be amorgkhy stakeholders included in the
Poverty Reduction Strategy process, the IMF's hgiof Agreement limit its negotiating
remit to the finance ministry and central bank gawes. There is an obvious role for the
IMF to play in informing, explaining and communiiceg information about economic
policy to parliaments. However, currently therenisch scepticism among
parliamentarians about the impartiality of the Faredforts in this regard.

The IMF's effort to improve transparency is a védp towards democratic
accountability and needs to be further encoural@érliaments are effectively to hold
the IMF to account, it is vital that they know whet it is the board or the management
and staff they should be holding to account foadipular decision or policy. This
demands greater transparency and duty to disctdke &oard level. One option is to
require a formal vote on all issues and to keeppauadish the voting record.

Enhancing Learning and Policy Accountability

In Chapter 3, Wood argues that since individual I84&f or board members cannot be
held accountable for policy outcomes, it is nottletate for the IMF to impose policy
choices on government institutions through condaly. Governments should be
responsible for policy choices, have ownershigheft, and therefore be accountable to
their electorates for their outcomes. However |HE continues to have an important
advisory role to play since developing countriesxded a good and reliable source of
macroeconomic advice.

The quality of the IMF's advice is not always aghhas it should be since it has neglected
to develop effective monitoring and evaluation eyst to facilitate evidence-based

policy making. As a result there is an absenceleéming culture in the IMF which

leads to instances of poor policy advice.

Wood advocates the introduction of a participagystematic learning process based on
prior assessment of anticipated policy outcomesrskd, monitoring of intermediate
outcomes during implementation, and evaluationctdia — in relation to anticipated —
outcomes on completion. Such a system needs tahbgparent and complemented with
performance-related staff incentives. Transpareocyd be improved by making public
the IMF's database on the monitoring of arranges@ONA) and producing an annual
report on program performance.

Staff incentives should be reoriented to discouragéd department switching, and to
reward staff for developing country-based knowledgé for improvements in policy



outcome forecasting. The Policy Development andé¥edepartment’'s screening of
program content should be reoriented so as nastmdrage policy innovation. When
hiring staff, greater priority should be given endidates with experience in policy
application.

Operational Policies and Procedures, and an Ombudsam

Bradlow, in Chapter 4, argues that the number ande of actors with which the IMF is
engaged has grown beyond the point where its apgrptactices can be kept informal
and known only by a relatively small number of expeConsequently, it needs to
develop a set of operational policies and procedltorguide its interactions with a
broader range of stakeholders and to guide itsaegcmaking. Indeed, the IMF is
unusual in that it has not already done so.

The benefits include: providing effective guidafoestaff when conducting their work;
predictability in the conduct of IMF operationsartisparency in IMF decision making and
action; promotion of accountability; and facilitdtkearning. The costs include: increased
bureaucratisation; loss of flexibility; and possillisincentives to innovation. However,
on balance, the benefits are greater. Such proesdut allow outside stakeholders to
engage more effectively with the IMF, public undansling of the IMF's operations will
be improved, they will promote accountability, antérnal governance will be improved.

In order for operational policies and procedureldaeffective, they need to be supported
by a mechanism capable of monitoring and promatorgpliance with them. Bradlow
concludes that the mechanism best suited to thei$hdiR independent ombudsman with
the authority to investigate complaints from dihgetffected people and groups about
staff and management non-compliance with the msieind procedures.
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The International Monetary Fund's (IMF) growinglirgihce and role in developing
countries has generated demands for greater aadnlityt Moreover, as a larger number
of people have become affected by its policy adudeenands have grown for the IMF to
consult with and be more accountable to a widegeast stakeholders, both inside and
outside governments.

Accountability means that decisions taken shoulgredictable, equitable, based on
sound judgement, follow clear and enforceable pioces, and have clear mechanisms
for reporting. Those responsible for taking decisishould be answerable for them to
clearly defined authorities. The problem for theAl that although its role and policy
reach, the potential impact of its policies, asdcitent base has changed considerably
since it was founded, the mechanisms by which aewssare taken and who takes them
have not. In addition there is considerable muigsres to who should be responsible for
these decisions and to whom. As a result, the IMWis accountability does not reach the
standards of transparency and good governancé tteahands of its members.

The IMF's transformation has been rapid since 8¥)4 when the collapse of the Gold
Standard fixed exchange rate system gave wayxibleexchange rates and ended the
IMF's original purpose of maintaining exchange aignment. By the mid 1980s the
IMF had turned its attention to addressing therLAtnerican debt problems through
structural adjustment. In the early 1990s it waisghinto the role of helping to develop
market-based economies in the countries of the &o8uviet Union, and by the end of
the decade it was dealing with financial sectoom&fand systemic financial crises.
Today, in the poorest countries, it is engagedstaldishing the macroeconomic
conditions for poverty reduction. The changing ral¢he institution has led it deeper
into more areas of domestic policy making. It haseasingly focused on restructuring
borrowing countries' economic systems and latjeulylic institutions as well.

As the IMF's role has changed, so too has itstchiaee. The membership has increased
from the original 45 to 184 countries today. Thaflects the change in the political
landscape as developing countries have achievegp@mtience from former colonial
rulers and the Soviet Union has been dismantledsd&mew clients are more
economically diverse and have a wider range of se@ed priorities than the original
membership.

While previously the IMF operated as a credit unieith all members likely to borrow
from it from time to time, today the IMF has st creditors and structural debtors.
The creditors, the developed countries, are highlikely to actually borrow from the
IMF, and prefer to borrow directly from private rkats free from the policy interference
of the IMF. The debtors, the developing countriesome cases borrow almost
continuously from the IMF and must submit to itdipodemands. Today, the IMF's
program work is wholly conducted in the developamgl emerging market countries.

Despite these significant changes, the systemshighvthe IMF is governed and
decisions taken have not evolved and continue tmalsed on original divisions of power.
Many of the poorest countries, which are most radyin discussion with the IMF about



debt relief and structural adjustment programsparely represented in the IMF's
decision making structures — the Executive Boadlthr International Monetary and
Finance Committee. A larger proportion of boardseae held by developed countries
than developing countries. The distribution of wpt&hich is allocated according to a
country's strength in the world economy, is alsavilg skewed in favour of the richest
countries.

This means that the developed countries can doenbrd decision making and it is
almost impossible for developing countries to it priorities on to the IMF's agenda,
which the principal shareholders continue to sstaAonsequence, a yawning gap has
developed between the institution's stakeholdedsshareholders, and those who are
affected by decisions and those who should be atable for them. The problem is that
the developed country decision makers are largedffacted by the decisions they take.
This not only undermines the legitimacy of the dexis taken, it potentially affects their
guality. The implication is that because the depiglg countries' views are not taken into
consideration, the board's decisions are somefieseghan optimal.

Similarly, a lack of engagement between the IM stad a broad range of national
stakeholders has the potential to negatively atfeequality of the IMF's advice to
governments. Despite the depth of the IMF's infageim domestic policy making, the
IMF's engagement with national stakeholders sithains largely confined to the finance
minister, central bank governor and sometimes #aal lof government. This lack of
participation and open discussion undermines ti@esy. Furthermore, finance
ministers are increasingly entering into agreemetitts the IMF about policy choices
beyond the finance ministry's remit and outsidecinntry's political process. This
means that they cannot effectively be held accdlmiat the national level. Since the
IMF holds the purse strings and access to IMF nessus often vital, the tendency has
been for the finance ministry to listen and be aotable to the IMF rather than to its
fellow ministers and citizens.

Within the IMF, identifying who should be held tocunt, for what and by whom, is not
always immediately clear. There are several lagedecision making and many voices
in the decision making process. When deciding agram content and policy advice,
the staffs technical judgements may be mixed wighltoard's political concerns. The
IMF's institutional priorities and responsibilitiase decided by a small group of
governors, overseen by the Executive Board, amikdaout by the staff.

The IMF's hierarchy is clear: IMF staff and manageatrare accountable to the Managing
Director, who is appointed by and accountable éoERecutive Board, which in turn is
appointed by and accountable to the Board of Garsrnwhich is appointed by and is
ultimately accountable to the member states. Beretlare problems at every level, which
impedes the effectiveness of oversight.

Firstly, the staff and management have far suparformation than the Executive
Board, which is supposed to oversee the day-tortyagement of the IMF. Therefore,
the staff has relative autonomy, except perhapslation to the largest shareholders.



There is a tendency for the board to simply ‘ruldt@mp’ programs presented to them by
the management. Moreover, since the distributionmoaird votes is heavily skewed in
favour of a handful of creditor countries, staftlananagement accountability tends to be
biased towards the preferences of these counfiesfact that the Managing Director is
chosen by the European members and the Deputy ManBgector by the US
government is also likely to reinforce this tendenc

Secondly, at the board level most countries aragd into constituencies. In some
constituencies the appointment of the Executive®@ar (ED), who makes decisions on
the constituency's behalf at the board, is rotatedngst the membership and in others
the country with the largest number of votes aptsdine ED. Unless a government
actually has the chair and gets to appoint its B®nin most cases it has relatively little
influence over the positions taken by the ED anamy large it has little means to hold
the ED and therefore the staff and managementciaouat.

Thirdly, while the buck should finally come to regth the Board of Governors, which is
comprised mostly of finance ministers and in soaes central bank governors, it has
little ability to effectively oversee the institati's activities. The governors' engagement
in the IMF is only partial. They meet only onceeay, and except for those who are
elected to the International Monetary and Finanom@ittee (membership of the
committee is based on the same constituency syageihre Executive Board), which
meets only twice a year, their role is largely cesm

Fourthly, there is the question of who holds timarfice minister or central bank governor
to account and how accountability at this level barmetered out. Ideally, this should be
the responsibility of parliaments. At present, jganentarians, especially in developing
countries, typically have little knowledge of thdH and little access to information
about the governor and ED's engagement in it. Tiseaa absence of formal, recorded
voting procedures and vital information about Efsitions regarding board decisions is
not made public. Moreover, in the case of manyheffioorest countries, their ED has so
little influence in the decision making process thhecomes almost meaningless to try
to hold him/her to account. Yet parliamentariandeéweloping countries have no means
of holding other board members or governors to aetdNor can IMF staff or
management be held accountable at the nationdldew@ as members of an
international institution they have legal immunréilyd cannot be held accountable even by
a national court of law. Given the usually indiriks to the IMF's decision making
structures, there may be few incentives for membgeparliament to involve themselves
in overseeing the IMF's activities.

This accountability void may be filled in part bpmgovernmental organisations, which
often seek accountability directly from the IMFVe®y aside the parliamentary process,
but there are no formal mechanisms for doing sthAigh individual staff and EDs have
made significant effort to engage more with ciaitety, this engagement is typically ad
hoc and expectations are unclear. The result isaftan, civil society organisations

remain unsatisfied with the outcome of interactiovereover, for civil society in the

developing countries a lack of resources, a ladkfofmation, or an inability to organise



can limit their capacity to exercise informal ovghg, although capacity is improving.
Ultimately this means that there is no requirenientMF staff or management to be
directly accountable to citizens in program cow#rinor is there much likelihood that the
governor or ED will be held accountable either.

While the crux of the accountability problem liestihe inadequate representation of
members on the Executive Board, particularly thgmeernments who borrow from the
IMF, and the distance of the board from those wiecedfected by IMF policies, there is
also a lack of mechanisms through which oversighdtaccountability takes place.

Internally, review and accountability is confinedthe Office of Internal Audit and
Inspection (OlA) and the Policy Development and iBewdepartment (PDR). The OIA's
remit is confined to reviewing the IMF's organisatl and operational effectiveness and
auditing the Fund's accounts. Reports are madeetbdard, but are not published. PDR
is responsible for ensuring consistency betweegrpros and countries' equitable
treatment, although no formal procedures existpalicy and operational documents,
program related documents, mission briefs and tepand surveillance reports pass
through PDR for clearance before they are submitiedpproval by the Managing
Director, and finally by the board. PDR also condigporadic evaluations of policies
and program outcomes in relation to objectivestihese are not linked to any
mechanism of accountability and are not necessawdlgle public. There is potentially a
moral hazard problem in that PDR staff both essfiels policies and programs and
reviews them without any external input into theqass. There is no systematic
monitoring or reporting of program outcomes, unktehe World Bank where all
completed projects are reviewed by its Operatioraation Department and an annual
report is published. Neither is staff performananitored nor are staff incentives linked
to performance in relation to core IMF objectives.

Although there is much missing in terms of a cohesgystem of accountability, the IMF
has made efforts in recent years, some considetabdeldress some of its critics'
concerns. Since 1999, the IMF has produced a fewoperational policies and
guidelines for staff. Most notable perhaps aredhbat were the culmination of the
conditionality streamlining process embarked upp@001. The process called for
greater transparency and clarity as to what canssitconditionality but also called for a
scaling back of the number of conditions and tleaato which conditionality would be
applied. However, operational policies and guidedinemain few, covering only a small
area of the staffs work. Apart from reports to bloard prepared by the staff there is as
yet no formal mechanism to regularly monitor coraptie or allow external stakeholders
to raise complaints where non-compliance is susplect

In 2001 the IMF established the Independent Evalndffice (IEO), which undertakes
ad hoc evaluations and reports directly to the Httee Board. Its reports, which are
made public, have proved useful for prompting iten and operational change in the
IMF, although it does not operate explicitly asamaountability mechanism (preferring
to focus on learning) and it is not a vehicle tlgiowhich external stakeholders can
participate or pursue complaints.



Since 1999 there has been a marked increase spasency, which makes accountability
to external stakeholders more effective, as wethaking it clearer what the IMF can be
held accountable for. The IMF has revised its pedion making program and
surveillance documents, staff reports, and itsigeshpublic. There is now a much
stronger presumption of publication although gt# not yet mandatory. Nor are internal
reviews automatically made public. More importandithough the introduction of
Chairman's Summaries and Public Information Notszeemarising board discussions
on country programs, surveillance reports, anddpmdicy issues is welcome, the lack
of transparency surrounding board decision maknththe positions taken by individual
board members continues to impede accountabilitggmber states and citizens.

Finally, in 1999 the IMF established a committeegwew its quota formula, which
determines how much each country must pay intoNtieand therefore each country's
allocation of votes. In 2000 the IMF establishgdiat committee with the World Bank

to examine the processes by which the IMF ManaBimgctor and World Bank

President are selected. Revealingly, both of theseesses were conducted under a very
limited remit and to no substantive effect.

Although these steps towards improved transparen@juation and ownership are
welcome, they are only the first towards a cohesgatem of accountability. By
themselves they do not create accountability, ley bffer a useful foundation from
which to build better structures and processess diisicussion makes clear that there are
many aspects of IMF accountability that need tadd@dressed and the complex relations
require clarification and simplification. New syste need to be introduced and old
governance structures need to be modified. Sortteeadpparently most pressing issues,
such as voting and board reform, may be the méstudt to address since they will
require the willing surrender of power. This repaoes not try to address all of the issues
raised here. Rather, a pragmatic approach is takieok at several key issues that could
be practically implemented within current consttsin

One of the most urgent issues is how to achieviebetpresentation of developing
countries on the Executive Board. The inabilitydefreloping country EDs to adequately
represent the views of their constituency membetiseaboard is explored in Chapter 1.
Cyrus Rustomjee shows how a lack of voting powehiiits developing country
governments from putting forward their opinionghe board. The result is weaker, and
sometimes inappropriate, board decisions whichhaamnper progress in developing
countries. At best developing country governmeatslwe reactive to the agendas of the
developed countries but they have almost no oppibytto propose their own agenda.
The inability of developing country EDs to be privae is further undermined by the
burden of work they shoulder in terms of representheir clients, an issue starkly
demonstrated by the case of the two Sub-SaharaceAfEDs. Rustomjee considers
several options for increasing developing countdapacity to engage more fully and
effectively in board discussions.

There is very clearly an extremely weak link betwe®st member governments, the
Executive Board and the IMF management and staiffiréw Eggers, Ann Florini and



Ngaire Woods explore in Chapter 2 what optionslanidations there are for
parliamentarians to become more involved in ovétsid the Executive Board as the
legitimate interlocutor between civil society aragrnment.

In Chapter 3, Angela Wood argues that the demangréater accountability arises from
the perceived failure of the IMF to learn frompiglicy shortcomings and to take account
of the risks to full policy implementation. Woodpares the limitations for holding the
IMF staff directly to account for the outcomes tsfpolicy advice. She suggests that it
would be more productive to focus less on appairigpblame and to pay more attention
to adopting mechanisms to improve policy advice amoance staff learning. Wood
argues that accountability can be effectively destrated by putting lessons learned into
practice. Wood outlines the core components andgsoof a systematic learning
mechanism and argues that for such a processusdsel, it needs to be complemented
with appropriate incentive structures and trangparenechanisms.

Staff and management are not held directly acctlmfar the outcomes of their policy
advice. Daniel Bradlow makes the case in Chapfer formal operational policies and
procedures. With these, affected peoples can heldMF staff to account for how they
conduct their work and go about making decisionmethanism to investigate claims of
non-compliance is necessary. Bradlow comparesufrert relative lack of operational
policies and procedures, and mechanisms for emigttiem at the IMF with the situation
in the multilateral development banks. He evalutttedeasibility of establishing a
comprehensive set of operational policies and ghaess, and considers the case for
establishing a mechanism for holding the staff mnacthagement accountable for
compliance with them. Finally, he identifies theyKeatures of a compliance mechanism.

Chapter 1
Improving Southern Voice on the IMF Board: Quo
Vadis Shareholders?

Cyrus Rustomjek
Introduction

There is a growing and persuasive body of litemtarsuggest that the voice of
developing countries in the International Monetamd (IMF) should be significantly
improved. Several of these studies focus on theawgments which can be made to the
internal functioning of the institution, in waysatifavour the interests of developing
countries2 Others focus more directly on the options for ioying developing countries'
representation, or voice, in the IMF Executive Rbigself3 Yet however clear the
argument, the obstacles to achieving these obgsctive very significant indeed.
Meaningful changes can only be made with the cdnsfethe industrial countries, which
hold a majority of the voting power in the IMF Exgiwe Board and of course in the IMF
Board of Governors. And these members currentlyigkebenefit in changing the status
qguo. This, in turn, presents an additional chakeng identify processes which can



unlock the current impasse between developing rathasstrial countries - largely
represented by debtors and creditors respectigalihe issue of improved developing
country influence in the decision making procesddebe IMF Executive Board.

This chapter focuses on the challenge of improtiegvoice of developing countries on
the IMF board, given their inadequate represemaiitie presumption is that creditors in
the IMF Executive Board should, particularly in aeg to financing decisions, maintain
an assured majority of the voting power. It exarmiseme of the recent literature on
developing country representation in the

1 The author would wish to thank the Ford Foundatasrthe grant which made it
possible for the paper to be produced; and theessity of Natal, South Africa, where
the author is an Honorary Research Fellow, fodifees provided.

2 See for example Evans and Finnemore (2001), whnige a detailed treatment of
potential organisational reforms which could sigmaihtly strengthen the voice of
developing countries in the IMF. These proposalstlgrtouch on options to increase the
voice of developing countries in the IMF ExecutBeard itself, but also focus on other
options, including rebalancing resources and obbga in area departments;
decentralising staffing; increasing mid-careermugrio attract staff with direct experience
in developing countries; and sub-contracting redety developing country researchers.

3 See for example Buira (2002); Bradlow (2001); &whammed (2002).

board and seeks to identify some options for imp@guch representation. This
literature points broadly to the presence and depdning of two parallel challenges
which currently confront the collective membersbighe institution.

The first challenge is a decline in the efficiemfyconduct of board work, focusing on
the long-term disadvantages of its imbalanced detimaking arrangements. The
argument is that inefficient representation arramgy@s are leading to less than optimal
decision making based on a failure to adequatelierstand the needs of the majority of
the institution's clients. The inadequate undeditanpleads to instances of poor policy
and program design; and ultimately in some instanagolicy and program failure. The
costs of this challenge are significant and direoth to the institution as a whole and to
the members concerned.

The second challenge is that the representatiamgements for developing countries in
the IMF Executive Board have now become so unbaldititat there is a substantive
claim that the overall representation process inger democratic and does not
promote the principles of consensus, cooperatioliglmoration and multilateralism upon
which the IMF was founded.

Change is solely the responsibility of the sharééd of the IMF. If there are to be
changes that improve the developing country reptatien, these cannot come from
IMF management and staff, but will need to occuodigh decisions taken by the



shareholders of the institution, in practice thitoagcisions of the Board of Governors.
Prima facie, this appears to make the task of addrg these challenges all the more
complex.

The recent conclusion of the Twelfth Quota Revigacpss resulted in a decision not to
increase quotas and hence passed up an oppotinigke corrections in the quota
arrangements — and therefore relative voting pomtre board. This decision highlights
the considerable inertia in the quota and votirggess and the reluctance of the largest
shareholders to make changes to quota and votiaggamentg. But as Buira and other
commentators note, there are now powerful econamicpolitical reasons for changes in
representation arrangements which favour developingtriess These arguments are
growing and it would be opportune to find mecharsisor open and detailed discussion
of the various options that could be considereahiy rearrangement of board
representation. Doing so will contribute to strém@gting governance, addressing the
concerns of a large segment of the IMF's memberahigh could reveal some options
which limit the adverse economic and political irofsaperceived by some creditors.

The second part of this chapter outlines the sobpiee challenge confronting
developing countries, in view of the current syst#mmeighted voting, coupled with the
current distribution of board seats among the mesfiye. The third part sets out a case
for improving the representation of developing does in the board. Developing
country interests are to a large extent

4 Refer to IMF (2003): Press Release No. 03/02: Bd&rd Recommends to Governors
Conclusion of Quota Review, IMF, Washington DC.

5 See Buira (2002).

homogeneous and their claims for strengthened septation are largely based on a
common set of arguments. This section outlinesetkey arguments for an early
improvement in the status of developing countmethe board. It also presents some of
the specific arguments raised by sub-groups amemxgldping countries. The third part
examines some of the arguments why developing desrdre currently in so
unfavourable a position, and concludes with somerg@l considerations that could
point to a way forward.

The fourth part of the chapter illustrates the gaheaim for stronger developing

country representation by focusing on the repregiemt arrangements for one large
section of the IMF's membership, Sub-Saharan Afrmauntries (SSA) — one quarter of
the IMF's member countries - the most significaaffgcted by the imbalanced
representation arrangements in the Executive Bddre fifth part suggests a range of
options and proposals for change in representati@angements that can begin to address
the twin challenges of strengthening efficiency atréngthening of democratic process.
Part six concludes.

Voting Share and Board Presence - the Status Quo



The magnitude of the challenge confronting develgmiountries in seeking to improve
their status in the IMF Executive Board is formit#aldhere are two basic benchmarks
for assessing the legitimacy of developing coustgims for a stronger voice relative

to their power in the board. Firstly, voting shaaad secondly the share of board seats. In
combination, they present an accurate reflectiah@influence of developing countries

in the Executive Board.

Determining Relative Voting Share - Two Approaches

One approach assigns the voting shares of eachidndi member to a specific category
(for example emerging market, Heavily Indebted Roountries (HIPC), transitional and
other countries) and aggregates the voting shareadh category. The second approach
examines voting share on a constituency basisdbaséhe current distribution of
Executive Board seats. Each approach has advardagedisadvantages. The category-
based approach provides an accurate reflectidmegbttecise voting share of categories
such as emerging markets, or of developing coumésea whole. However, it does not
take account of the fact that Executive Directoesraot permitted to split their votes and
to cast separate votes for each of the membergdipegsent. Instead, they are required
to cast a single block vote for all of their menthérhe second approach, which focuses
on the constituencies as a whole, recognises #iiyref board voting practice, but
masks the fact that some constituencies, whicheaded by creditor members, may also
represent debtor countries.

A comprehensive example of the former approaciasiged in Evans and Finnemore
(2001). This approach reveals that developing cas)tcomprising the emerging market
economies, HIPC and Non-HIPC Poverty Reduction @ndvacility (PRGF) countries,
India, China and a number of other developing aoesithold approximately 30.3 per
cent of the voting share in the Executive Boarduher 8.2 per cent is held by the
transitional and other countries, including, in Bvand Finnemore's methodology, the
Russian Federation. By contrast, the G-7, the Nigtheés, Belgium and Sweden hold a
majority of 51.5 per cent. When combined with aiey OECD countries, the creditor
members of the institution hold a majority of 61pHs cent of the total vote.

A second approach to assessing relative votinggtinds to examine voting based on the
current constituencies in the board. The collectivéng strength of the Executive
Directors from developing countries, together wite number of developing country
Executive Directors is illustrated in Table 1.1eTlable highlights the fact that, based on
the current configuration of the Executive Boalare are eleven Executive Directors
whose constituencies are headed by developing igoon@mbers, almost all of whom are
debtors. Ten of the available 24 board seats angpied by developing countries and
collectively these members hold 26.2 per cent eiibting share. Note that the number
of developing country board seats rises to eleeatssavhen the constituency currently
headed by Spain is chaired by Mexico or VenezGela.

On the above analysis of voting power, if joinedihy Russian Federation, a single
country constituency which has been an importabtatenember in recent years, the



developing country group holds a voting share sf under 29 per cent. This aggregate
falls considerably short of a simple majority o thoting power, which is the minimum
required for any decision of the Executive Boamt. #leveloping countries to be able to
carry a decision in their favour, they must builliaaces with creditor members.

Table 1.1 IMF Executive Board: voting share and disibution of board
seats
Total Constituency

Country/Constituency Voting Share (%)
1. Chairs Headed By Creditor Members

us 17.10
Japan 6.14
Germany 6.00
France 4.95

UK 4.95

Italy 4.19
Canada 3.71

Total G-7 47.04

6 Each constituency has its internal rules, amanqigmbers, for board representation.
In the case of the seat currently chaired by Sgaiofation arrangement is in place
which enables Mexico, Spain and Venezuela to rateteonstituency chair.

Total Constituency

Country/Constituency Voting Share (%)
Belgium 5.14
Netherlands 4.85
Iceland 3.51
Total G-10 60.54
Spain 4.28
Australia 3.33
Switzerland 2.85
Total Creditor Group 71.00

2. Chairs Headed By Developing
Country Members

Saudi Arabia 3.23
Indonesia 3.18
Nigeria 3.18
Egypt 2.95
China 2.94

Brazil 2.46



Iran 2.45

India 2.40
Chile 2.00
Equatorial Guinea 1.41
Total Developing Country Group 26.20
Russian Federation 2.75
Total Debtor Group 28.95

Source:IMF Voting Shares - IMF Websitevww.imf.org.
The Influence of Mixed Constituencies

In addition to the ten constituencies almost elyticemprised of developing country
debtors, there are also currently eight mixed d¢tugsicies, containing both creditor and
debtor members. These comprise the constituenaresntly headed by Italy, Canada,
Belgium, the Netherlands, Iceland, Spain, Austrafid Switzerland. Of these, all of the
above-cited countries, except Iceland and Spammaeaently head their constituencies,
with Iceland rotating its constituency chair witsraall group of Nordic members and
Spain rotating its constituency chair with Veneaushd Mexico. For these mixed
constituencies, one proxy to assess the likelyegety which a particular constituency
would support a developing country position in pinecess of decision making is the
relative share of voting power among debtors aeditars within each mixed
constituencyZ Using this approach, the following table illusesithe creditor share of the
total voting power in each of these constituencies.

Table 1.2 Creditor/debtor voting share in mixed costituencies
Creditor Share of Total

Mixed Constituency Headed By Constituency Vote (%)

Italy 96.9
Canada 90.0
Iceland 94.6
Belgium 61.1
Netherlands 58.3
Australia 57.7
Switzerland 56.3
Spain 33.1

Source:Data From IMF Voting Shares, IMF Websitevw.imf.org, May 2003.

The table illustrates that in seven of the eightedicreditor/debtor constituencies, the
majority of voting power resides with creditors.the cases of the constituencies chaired
by Italy, Canada, and Iceland, creditors are inotberwhelming majority by voting

power. This means that even if all five remaininged constituencies were to favour a



position supported by developing countries, andhefvthe Russian Federation opted to
join this decision, these members would not be ttblauster a simple majority of voting
power.

Among the remaining five mixed constituencies, ¢hisrvarying scope for building
alliances with developing countries. Clearly, dftaé mixed constituencies, the
constituency currently chaired by Spain is congdanost likely to cast its vote in favour
of developing countries. With its cooperation, plagential voting power of developing
countries as a whole increases to 33.2 per ceAtdfralia, which represents a series of
Asia-Pacific countries, were to also cast its untavour of developing countries, the
potential voting power of developing countries aghale would increase to 36.6 per
cent8 This again

7 This is a useful general proxy, although it shdagdhoted that on many occasions,
particularly in regard to country matters, eaclhef eight mixed constituencies have at
times taken positions favoring developing countries

8 In practice, the extent of such cooperation wakiedoping countries, by the mixed
constituencies containing both debtor and creditembers, hinges on the nature of the
policy or financing program under discussion. Tagesurs particularly in the case of
country programs.

remains well short of a simple majority of the wotipower. For all these reasons, it
seems clear that on an issue on which creditorglahtbrs are significantly divided, it is
likely, based on the above analysis, that seveheogight mixed constituencies would
vote in favour of creditor interests.

Conclusion: Relative Voting Share

The tables above indicate that developing counbt@@® a minority of seats in the IMF
board and hold approximately 29 per cent of thégoshare. Chairs represented by
creditors currently enjoy approximately 71 per cafrthe voting share. There are eight
mixed constituencies, with varying degrees of d¢ofiebtor mix. If some of these
mixed constituencies opt to vote in favour of depalg country interests, the share of
the vote in favour of developing country positigises accordingly. There are indeed
numerous examples of individual mixed constituemembers 'breaking rank' and voting
in favour of a debtor position in the board. Howetke large bulk of these occur in
regard to the details of country-specific prograraraed not in respect of policy issues;
and almost never by means of a collective shiftate by all mixed constituencies. With
creditor interests dominant in three of the eightad constituencies, there is no realistic
prospect of developing countries assembling aaralk of board members in favour of
an explicitly debtor position.

The aggregates in Table 1.1 also reveal a furtiv@ienge for developing countries:
whereas the aggregate voting share of creditor reesnib 61.45 per cent (per the
methodology used by Evans and Finnemore, 2001)dtieg share which creditor



members can muster, because of the practice afgras an entire constituency, can rise
to 66.7 per cer. This is in excess of the aggregate voting shaeeafitor members.

Additional Challengesfor Developing Countries

Aside from the consequences of the current deiioeatf constituencies in the IMF
Executive Board for relative voting power, there ather additional consequences of the
current delineation which favour creditor memb@ifge first of these is that developing
country Executive Directors tend to assume a dgmtonately large share of the
workload associated with the representation funatiathe board; not only do they
represent on average several more members tharcred#br members, but they
represent members with financing programmes wighithi=, which many of the creditor
members do not. The contrast is most clearly Haistl in comparing the respective
responsibilities of the single-country creditor stituencies, particularly five of the G-7:
the USA,

9 This excludes the votes cast by the Spanish ExecDirector. If the latter
constituency were to cast its vote in favour ofed@or position, the share of voting
power which creditors could muster increases tpéticent.

Japan, Germany, France and the United KingdomofAtese countries are single
country constituencies with some large developimgntry constituencies, which
represent over twenty members, a large proportiavhech have IMF-funded
programmes.

The challenge of a disproportionate workload is pounded by two further factors.
Firstly, the large industrial members are betteoueced and generally better informed.
This decisively influences the representation fiomctDeveloping country members,
because of their broader country representatiqroresbilities, are obliged to spread
resources more thinly. They do not enjoy the extengstitutional support provided by
their constituency member countries; and as thesesent several members, they are
obliged to address coordination and intra-congstityepolitical challenges which the
single country creditor constituencies do not.

The second factor is that the mechanism which baght to address these different
challenges among the membership - the procesaffihgt Executive Directors' offices -
has tended not to keep pace with the expansidmedMF's role in developing countries.
Staffing arrangements do offer some compensatiptinking the number of staff in
constituency offices with the number of countriegresented. However this approach
should be bolstered for three reasons:

* Firstly, staff arrangements take no account efitttensity of programme relationships,

for example whether a member has a financing progra or not; whether the member's
programme is in difficulty; whether particular retans attach, for example the fact that a
member may be a large emerging market economyr éittoe about to enter into a crisis,



or the fact that a member may, in addition to hg@@rPRGF arrangement, also be an
HIPC-eligible member.

» Secondly, staffing arrangements have also tendéetb take account of the significant
diseconomies of scale which arise with constitueepyesentation in the case of large
multi-country constituencies, particularly thoseéhwiarge numbers of IMF-supported
programmes.

* Thirdly, the expansion of the IMF's work in demeing countries in recent decades has
significantly outstripped the staffing resourcesvitled to the constituency offices.

A further challenge for developing country ExecatDirectors focuses on the term of
office. This has tended to favour, albeit inadvettie the creditor members and
particularly the appointed Executive Directors. Tinglti-country nature of constituency
representation has meant that in some instanceslogeng country Executive Directors
have tended to remain for shorter periods in thechttve Board, being obliged to yield
the chair to other members of the constituencyalr this has been attributable to
internal rules within constituencies; and in pais thas been attributable to the fact that
Executive Directors' elections take place every years. A lengthening of the terms of
service of Executive Directors, for example by lddelections every three or four
years, would tend to favour the elective constitiesy by strengthening institutional
memory in these constituencies and enabling dewreapuntry Executive Directors to
have a strengthened influence on decision makiyngnbbling these individuals to
benefit from greater familiarity with board polisiand procedures because of their
longer terms of service.

Arguments for Improving Developing Country Voice
Common Concerns of All Developing Countries

There are three equally forceful sets of arguméitstly, the need for strengthened
voting share and board presence due to the inatéesel of involvement of the IMF in
developing countries in recent decad®dndeed, the claims of developing countries for
strengthened representation have grown in recamsya tandem with the growing
influence in the global economy of the large emagygnarket economies and the
transition economies and with the IMF's signifidamcreased role in low-income
countries. Secondly, the need to restore what @esrbe a significant departure from the
principle of effective consensus-based decisioninga&nd a drift toward simple

majority decision making. And thirdly, decision nady in respect of the interests of
developing countries has tended to become unnedggszor and unbalanced.

(i) Increased level of involvement of the IMF in developing countries

The IMF's work in developing countries has expansigdificantly in each of the last
three decades, to the extent that developing desniow account for by far the largest
client base of the institution. Developing courdrage the focus of the significant



majority of the IMF's policies, the entirety of thestitution's financing, almost all of its
technical assistance and a large part of IMF slianeie activity. The quantum of
resources now provided by the IMF to its membessdignificantly increased in recent
yearsll

10 Note that it has been nearly three decades sMEdihancial resources were used by
a large industrial country.

11 Successive IMF Annual Reports since 1995 revesilttie increase has taken place in
respect of the IMF's regular resources, as waha®RGF. The IMF Annual Report for
2002, for example, notes that in 2001, augmentatidrexisting arrangements and new
arrangements contributed to a sharp rise in new¢btimitments in the IMF's Financial
Year 2002, p. 57. The same report also noteshiediMF committed new PRGF loan
resources of US$2.7 billion and that a further catmant of US$2 billion could be
reached in 2002, particularly reflecting some langes arrangements, p. 46. The size of
individual financing packages has also significamtreased in recent years, both for the
regular use of Fund resources as well as for ttePPRp. 46-47.

(if) Need to improve cooperation, collaboration and consensus decision making

A further set of arguments for improved relativding share and a stronger board
presence focuses on the claim of developing casithat there has been a steady decline
in the application of key principles which have besed in the past for the conduct of
work in the IMF board. Since its inception, the tlwtbhas generally sought to conduct its
work in a cooperative, collaborative manner botloagithe diverse membership and of
course among the Executive Directors themselves.

In this context, it is often said that the boardkseto arrive at decisions based on a broad
consensus of the membership. This is certainlyritest of all Executive Directors, who
recognise the benefits not only of a congenial@ikbgial approach to the day-to-day
conduct of board work, but who also recognise tlaer of decision making based on the
broadest support among the membership. Howevéngioontext of the claim of
developing countries that their voice and represé@ort in the IMF Executive Board
warrants strengthening, it is important to undersgtaow the effort to build consensus is
achieved in practice.

There is no precise definition of consensus. Ogtyneonsensus comprises a unanimous
decision by all Executive Directors. Many boardidiens are indeed taken on this basis.
However, in instances where there are importaferdihces of view among the
membership, for example between debtor and crediterests, some departure from a
unanimous decision can and often does occur. Hew iththis latter form of consensus
arrived at? As Van Houtven notes, Rule C-10 ofilhE's Rules and Regulations
prescribes that the Chair shall 'ordinarily deterertihe sense of the meeting, in lieu of a
formal vote', with the 'sense of the meeting' repnéing the position supported by
Executive Directors who would have sufficient votesarry the question if a vote were
taken. On this basis, the Chair will seek to obthébroadest spectrum of support, in
terms of numbers of Executive Directors and voshgre, provided that if put to a vote,



there would be more than 50 per cent of the taihg share in favour of the decision.
On this basis, consensus could broadly be saidie heen achieved when a reasonable
majority of the board members, with a reasonabl@nty of the voting share, agree to a
particular decision. It is clear therefore thabasensus would not be considered to have
been reached if there were a clear majority of Hitee Directors in favour of a

particular decision, but the combined voting poakthese members was less than half
of the total voting power of the board.

On this basis, a consensus which on balance favioeisterests of developing countries
is very difficult indeed to achieve in the IMF Exgive Boardl3 Alliances need to be
made with a number of additional Directors fromsidg the developing country group.
To attain even a simple majority of the

12 See Van Houtven (2002) for an extensive treatroktite efforts which are made to
achieve this outcome.

13 Note that consensus does not mean favouring ngogaball, but rather finding a
formulation on a particular issue or a particulacidion which takes on board the
broadest possible spectrum of interests among #mhars. The outcome of such a
process could be consensus-based, yet favouriaypartsegment or set of interests
among the membership.

voting power, the ten Executive Directors represgnileveloping countries would then
need to assemble, aside from additional Directosipport of their position, and aside
from the combined votes of all eleven Executiveebiors representing developing
countries, at least a further 20 per cent of thenggower, drawn from members not
representing developing countries. In practice niesns attracting the support of at least
seven non G-7 colleagues, at least six of whonr duaistituencies in which creditors
hold a majority of the voting power. Based on tbeent distribution of voting power

and of board seats, building a consensus whichatanbe is in the interests of
developing countries is therefore a formidable aedr impossible challenge.

Furthermore, what happens if no consensus, basadorad majority of Directors and a
broad majority of the voting strength, emergegoBitions differ, as they inevitably do
given the wide range of issues under discussiamybne time, often on detail and
occasionally on principle, a basis for arrivingaatecision must be used. In practice, for
the bulk of day-to-day policy and programme dedaisjdhat basis is decision making
based on a simple majority of the voting strendtiembers. In these instances, simple
majority decision making supersedes consensus-loesasion making as the deciding
factor. With a combined 29 per cent of the votitrgrsgth, developing countries face a
significantly greater challenge in mobilising a pismmajority than the industrial country
members, particularly the advanced industrial coesit As can be seen from Table 1.1,
where no consensus can be reached and it becowessagy to secure a simple majority
of the voting power, this can quickly be achievgdilcollective agreement among the G-
7 chairs and a few other directd4.



Unless changes are agreed to the overall votirammgements among members, consensus
based decision making in the IMF Executive Boarllin@main a lop-sided form of
consensus, with declining credibililh Consensus in practice means developing
countries almost always have to join a consengtiated and built by the developed
country creditors and almost never by developinghtty debtors. This is despite the fact
that most decisions are made in respect of devedoguntry policies and programmes.

14 As can be seen from Table 1.1, a collective ages¢tmetween the G-7 members, who
hold 47 per cent of the total voting power and ang of five other creditor
constituencies, can quickly mobilise a 50 per sample majority. Hence, when
consensus cannot be reached, it is possible, ¢iecurrent distribution of voting share,
for eight Executive Directors to obtain a decisishen up to 16 Executive Directors are
opposed to that decision. In practice, this wowdab extreme outcome, which would
rarely occur. But it is illustrative of the exteotwhich weighted voting has now eroded
meaningful opportunities for consensus-buildingv&leping countries argue that the
extent of these imbalances are clearly not con@ucivcollaborative, consensus-based
decision making.

15 Many important decisions require special votingarnties. Van Houtven (2002) notes
that there are 40 categories of decisions whichire@ special majority of voting power
in the Executive Board. Of these, 16 require ap&bcent voting majority and most of
the remaining categories, which pertain to decsi@garding financing and operational
issues, require a 70 per cent voting majority.

(iii) Institutional inefficiency arising from lack of ownership

In practice, because decisions are always seem éortved at based at best on a
consensus centred on the interests of creditor remsmthere has been a growing loss of
ownership by the developing countries of boardgiedi. This loss of ownership has been
costly to the IMF as a whole and to individual memsb It has left scope for poor
decisions and inefficient decision making, oftesdzhprimarily on creditor vs. debtor
interests - decisions which are not necessaritiieroverall interests of the membership.
There is adequate evidence to demonstrate howfismymly the imbalance in
representation arrangements has affected theesflgiof decision making in the long
term. These are most vividly illustrated duringipés of crisis. For example, during the
Asian crisis in 1997-98, a host of commentatorsluiting several Asian member
countries themselves, argued that Fund programsigrdevas inappropriate and failed to
take account of specific circumstances of membeant@s. The quality of decision
making and in turn programme design and contentdvioave been far improved and the
prospects of success strengthened had the recipeambers had a stronger influence in
the decision making process. Similar argumentssandar criticisms are noted below in
respect of the PRSP initiative.

Similar arguments have also been advanced in reégahg IMF's policy on
conditionality. In the past, IMF conditionality heeen the subject of extensive criticism.
It has been an issue affecting all developing atestvith IMF programmes. Despite
clear and mounting evidence over many years tlogiramme conditionality had become



excessive, irrelevant and counter-productive tanterests of the programmes
themselves, decisions approved by the ExecutivedBoantinued, over several years, to
favour excessive conditionality in IMF-supportedgmrammes. This was despite repeated
and well-argued objections by the debtor couninidbe board, both to the IMF's policy
on conditionality and to the manner in which it vizesng implemented. Developing
countries argue that the lack of voting power tyctheir view resulted in substantive
failure of the IMF's conditionality policy, causednecessary damage to the institution's
reputation, and contributed to programme failurenamy cases. Fortunately, a
fundamental change in conditionality policy wasaflp agreed, after an extensive
consultative process, though only after many yeaggowing policy failurel6

The loss of ownership in policy making is most abuborne by the IMF's lowest-
income developing country member countries. Thesmbers, who are eligible for the
IMF's Poverty Reduction and Growth Facility (PRGF)

16 Objections to the severity of IMF conditionalitagde been widespread and persistent.
More recently, given clear evidence of the failafeonditionality policy, a new

approach to conditionality has been agreed byNtie Executive Board. The new
approach attaches value to parsimony of condititynahd the need for the IMF to focus
on conditionalities relevant to its core areasxegtise. The new approach has begun to
restore credibility to IMF conditionality policyhbugh only after over a decade of
mounting failure in conditionality policy and imnmgaable harm to the institution's
reputation. The cost of poor conditionality polioymember countries cannot easily be
measured but is considered to have been significant

programmes, are able to muster barely 6 per ceheofoting power in the IMF boadd’
They have little scope to influence policy and nma$y significantly on the persuasive
power of their representatives in the board antherconsensus-based style of decision
making. As we note below in the case of the Sulba&ahAfrican members of the board,
this makes it all the more important for these merslto enjoy an adequate presence, in
terms of numbers of seats, in the Executive BoEnéir minimal voting strength means
that they have no prospect of building a simpleamiiyj of the voting power, to generate
a decision explicitly in their favour.

There is a similar set of arguments in regard @RRSP and HIPC processes. For
example, lowest-income developing country membaised significant objections, on
grounds of both procedure and practice, when tHeFPiRitiative was launched in
December 1999. These included the lack of instihai capacity in their countries to
incorporate the new PRSP process and the conseggedfor longer timeframes for
implementation, the need for PRSPs to be condumteda period longer than three
years, the need for stronger support in linking PRSjectives to the budget process in
member countries, and the need for countries emgifigpbm conflict to be provided with
other means to develop poverty-reducing strategiesh would nevertheless enable
them to qualify for HIPC debt relief at an earkage. Although some objections were
incorporated at the inception of the PRSP, the btitkese were overridden because of
the overwhelmingly superior voting power of thediter group. The consequence was



that in almost all instances, the PRSP processuetexed precisely the challenges and
difficulties which developing countries and partanly the PRGF members had
predicted. Some of these were corrected duringn@oitant review of the PRSP process
in 2002, based again on evidence in the field aimiog and valid objections to aspects
of the process. But developing countries notettieege objections had been raised three
years earlier. The three-year delay unnecessaityagied the institution's reputation as
an agency seriously interested in poverty alleetaind resulted in significant and
unnecessary capacity constraints on low-incometepamembers. This group of the
membership continues to object to some aspectealdsign of PRGF programmes.
Given the current distribution of voting power gratticularly of board representation,
these members consider that there is little prasgaedress by relying on their direct
experience of the flaws in PRGF programme desigoabse of their limited voice at the
table.

The growing sense of lack of collective ownersHipecisions has had another
secondary, but serious, consequence for institaltiefficiency, by eroding the likelihood
of success of individual country programmes. It im@snt that in some - fortunately
limited - cases recalcitrant policy makers have &&aéndy excuse for not committing
themselves to sound policies, ever aware thatd¢hayay all fault at the Fund's door
because programme and policy decisions are perté&mMee decided by the creditor
members of the IMF.

17 See Evans and Finnemore (2001), who illustratéattethat HIPC members hold 2.29
per cent of voting share and the remaining non-HRGF members hold only a further
3.67 per cent.

Additional Concerns of Specific Groups of Developing Countries

As noted above, in their representation arrangesnarine IMF Executive Board,
developing countries share a host of common chgdiemand common grounds for
claiming improved voice in the board. While theeenains a strong degree of
homogeneity of interests among developing counttiese is also a range of specific
reasons which particular sub-groups among devejopauntries advance in favour of
strengthened voice. For analytical purposes,useful to identify at least three
significant strands within the developing countrgup in the IMF board. These include
the large emerging market economies, which geneealjoy access to international
capital markets, the transition economies anddheihcome members, broadly
comprising members eligible for the IMF's concesald?overty Reduction and Growth
Facility (PRGF).

Each of these sub-groups among developing courgngshasises specific reasons for
improving their voice:

* The large emerging market economies emphasigecthen on the grounds that they
are large and growing users of the IMF's resousoelsthat in some cases their
economies have grown very significantly in recezang. Their relative quota and hence



their relative voting share does not reflect thisese members focus their claims on the
methodology used to calculate members' quotas ancehtheir relative voting strength.
They argue that important changes are requireldemtethods used to determine
calculated quotas, to reflect their growing globabnomic influence. These include
changing the basis, in the quota formulae, for editvg GDP measured in domestic
currency, from a market-based exchange rate metbahke use of a purchasing power
parity (PPP) inde#8 In addition, they challenge the weights used wresa of the
variables included in the quota formulae. Some nemhlso assert that their actual
guotas are well below their calculated quotas. Bvigémout a change in the calculation
methodology, based on the existing rules for catoug quotas, their actual quotas
should be adjusted upward to more closely appraerieeir calculated quotas, thereby
improving their relative voting share.

18 These members note that PPP is used for calouwsaitiathe IMF's World Economic
Outlook assessments and in other internationaktepdoreover, market exchange rates
do not necessarily equalise the price of tradabtalg across countries, even after
allowances are made for quality and transport casid they note that the depreciation of
market exchange rates may erode or underestimat8@i growth of some countries in
relation to others. The issue of choice of mechmangsconvert domestic currency GDP
was extensively considered in 2000, in a repo# panel of experts to the Executive
Board. Refer to IMF (2000): Quota Formula Revievo@y, Report to the IMF Executive
Board, 2000, IMF, Washington DC.

* A similar case is made by the transition econsmho also argue that the IMF has
increased its attention and focus on this categbopuntries in recent years. Some
transition economies also emphasise the fact legttepresent a growing claim on the
use of Fund resources, as is the case with theggmgemarket economies.

» The low-income developing country members adbatttheir share in total voting
power and their presence in the board should beoweyl for several reasons: they
represent by far the largest proportion of coustviao are members of the IMF; they
argue that the principles of collaborative, mutélal and cooperative behaviour on
which the institution is supposed to operate ateoring adequately upheld given their
current minimal voting share and board presene#;gbverty reduction has become an
increasingly important and indeed a central obyectif the institution; and that the
approach to determining quotas is inappropriatés @toup of developing countries
shares some of the arguments of the emerging meckebmies and the transition
economies regarding the relative emphasis whichldime placed among the variables
used in the quota formulae. But they tend to gth&r; to suggest that the selection of the
variables themselves should be changed to retietoifs which more closely recognise
the institutions' focus on poverty reduction. Tépisup accordingly emphasises the need
to include a poverty index in the quota formulaepRsenting as they do the group on
which the IMF focuses a significant portion of baghoperational resources and staff
time for the purpose of contributing to global payealleviation, this group asserts that it
deserves a strengthened voting share and an intplevel of representation in the
board.



Accounting for the Low Aggregate Voting Power of Developing Countries

If the combination of the above three concerns comto all developing countries — the
increased role of the IMF in developing countreesteparture from collaborative,
participatory and consensus-based decision makmdjdeclining long-term efficiency
of the decision making process - as well as theiBpeange of concerns of the various
sub-groups among developing countries, are souguh@nts for increasing the
collective voting share and board presence of dgwad countries, why is it that this has
not occurred?

* Firstly, successive quota reviews have tendaddade a significant equi-proportionate
element, or have resulted in a decision not tceiaee quotas at all. This has resulted in
considerable stickiness in adjustments to relajivetas and therefore to relative voting
power.

» Secondly, there has been no recognition of tgaraents of developing countries, who
assert that variables such as a PPP-based methoaldalating GDP, as well as indices
which include factors such as population and depffoverty, should be included in the
formulae. This latter set of arguments is partidylapplicable to the low-income
developing countries, which can identify no elersesftthe current quota calculation
methodology which offer them any hope of an improeat in their relative quota share
and hence voting power.

* Thirdly, the relative importance of the basicesbias declined over time, from 11.3 per
cent of the total vote, to 2.1 per cent of theltetde at presert9This has resulted in
developing countries, which represent the largestlrer of countries in the IMF, losing
voting share to the creditor members.

* Fourthly, regarding increasing the number of digwag country board seats, there has
been no increase in the number of board seats/@rabdecade. This is despite the fact
that there has been a very significant expansidghammembership of the IMF. The
decision not to expand the size of the ExecutivarBas often justified on the grounds
that an increase in the size of the board will gateeinefficiency. Indeed, quite the
opposite effect may result from a modest increadmard size. At the establishment of
the IMF, the original 45 member states were reprieskby a 12-member Executive
Board. By 2003, the membership since the foundfrigeinstitution has increased by
139 members. At present, the current 184 membersaw represented by a board of
only 24 Executive Directors. Hence only 12 new dcsgats have been created, to
accommodate 139 new membges.

| sthere a Way Forward?

Creditor members clearly hold a clear majorityts voting power in the IMF board.
Two questions arise from this basic fact. Firstlypuld creditors continue to hold a
majority of the voting power? And if so, how largigould the size of this voting majority
be? In providing financing to its members, the Fapdrates on principles akin to a



credit union. Until such financing arrangementsaranged, for an institution which
relies significantly on the funding provided by @®ditor members, the presence of a
majority of voting power among creditors, particlifan respect of decisions which
require financing, can be argued to be logical gpgtopriate. Without an assured
majority, creditors would inevitably leave the

19 The implications of the systematic decline in ithiative contribution of the basic vote
in total voting power are extensively treated irrBf2002). Buira highlights, inter alia,
the fact that a restoration of the relative shdrh® basic vote in total voting share would
significantly increase the voting share of devaigptountries, while retaining a creditor
majority and preserving the US veto. Note alsocihaparative analysis provided by
Buira, highlighting the fact that other interna@bimstitutions have adjusted the level of
their basic votes to preserve the general prin@pkquality of states, while others have
enshrined this principle in their founding rules.

20 For a more detailed treatment of the impact orcktiee Board workload of the
comparatively small increase in Board size, seélBra(2001). See also Van Houtven
(2002), who notes that since the Second AmendnfehedArticles of Agreement in
1978, which specified a Board of 20 Executive Dineg, the size of the Board has
increased by four Directors, while 57 more cousthave joined the IMF.

institution and the financing which underpins aonaspect of the institution's work
would disappear. On this argument, at least inrcegafinancing decisions, creditors
should hold a majority of the voting power.

Turning to the second question - how large shcuklrajority be, or alternately, to what
extent can the creditor-debtor gap in relativengpghare be narrowed? The response to
this question hinges on a number of factors: firsti the extent of political will among
creditors to adjust downwards the aggregate cneddting share; secondly on the
guestion of whether all creditors or only a subedetreditors would experience a
downward adjustment; thirdly, if the former, whatlay adjustment would be shared
equally among all creditors - either equally in@bte terms or equally based on existing
relative share; fourthly, if only a sub-set of ates were to lose voting share, which
would these be and why; fifthly, the influence tfad the above factors on the ability of
the US to preserve its current veto on decisiogairiag an 85 per cent majority decision
of the board; and sixthly, the extent of impacthese decisions on the aggregate
European voting share.

While these are difficult questions to answer, gwngl the collective minds of the IMF
membership could generate important progress o sibmot all of these matters.
Options and proposals which seek to address thedleigges in a manner which takes
account of the concerns of both creditors and deptehile nevertheless achieving an
improved voting share for developing countries,@mesidered in part five of this
chapter.



The Special Case of Sub-Saharan African Representah in the IMF
Executive Board

Sub-Saharan African (SSA) members' voice and reptason capacity are stymied by
the effect of two issues: (i) the minimal votingasé of SSA members in the IMF
Executive Board; and (ii) the number of board saéfterded to members from SSA
SSA members argue that these factors have resaltedir marginalization from the
decision making processes of the institution. Taeue that both of these factors can be
corrected with minimal adjustment to the interedtthe overall membership, but with
significant benefits. Benefits would accrue to ith&itution as a whole, in terms of
improved efficiency through better quality of desrsmaking in regard to policies for
poverty reduction, a recovery of credibility regagithe consensus-based approach to
decision making and a significant restoration ef ¢oncept of uniformity of treatment
among members.

There are currently 45 SSA member countries irldfe This represents almost exactly
a quarter of the institution's 184 members. Ofe¢f&SA members, almost all (44) are
represented by two Executive Direct@&These two Directors hold a combined voting
share of merely 4.4 per cent. Hence nearly 25 @et af

21 Refer to Memorandum of African Governors to IMFiging Director, Special
Meeting of Africa Group 1 Constituency, Maputo, Mozbique, June 1999.

22 Note that one SSA member (Ghana) is also repreddaytthe constituency chaired by
Iran.

the combined IMF membership have 4.4 per centef/tting share; and have two of the
24 available board seats. Using any conceivablesuaneaf fairness or efficacy, SSA
members argue that this represents an almostiaieshare of both vote and seats.

The allocations do not resonate with the IMF's cioje of addressing the interests of
low-income developing countries. SSA's share ofngopower has remained consistently
low throughout successive quota reviews and inme@views has even declined. In the
early years of the Fund, this approach might haentexplained by the relatively small
share of the institution's human resources, tintefisancial resources allocated to its
SSA members and by the fact that there were faef&8A members of the institution in
earlier decades. But at precisely the time that'S§Aota and hence its relative voting
share has declined, the needs of its members anoléof the Fund in SSA have both
vastly increased. Unlike the IMF's role in earlieicades, in recent years there has been a
growing range of critical policy issues on whicle tlVMIF board now regularly decides,
which directly affect the interests of SSA memb@isof these policies have directly
influenced the IMF's work in SSA member count@8sThese include policy decisions
on:

» The HIPC Initiative: Decisions regarding the HIR(iative have occupied a
considerable portion of the board's time, partidulaince 1996. Aside from the regular



HIPC progress reviews, there have been importdidypdecisions in regard to tracking
Poverty Reducing Public Expenditure in HIPC mendmmtries (2002), and Debt
Sustainability in HIPC member countries (2002) ti@f twelve members eligible for
HIPC at 30 April 2002, but which had not yet reatki®e decision point, ten were from
SSA24

» On Poverty Reduction Strategy Paper (PRSP) gsliahd processes: there have been
several board discussions focusing on the PRSRding the extensive deliberations at
its launch and a major review of the program in 8ha2002. The majority of PRSP cases
are from SSA. A significant portion of the institart's resources now focuses on assisting
members develop sound PRSPs. The IMF has hostedasevajor international
conferences on the PRSP and sought to activelythi@PRSP process with the

objectives of the Millennium Development Goals.

23 A key impetus to the IMF's involvement in low-imae countries occurred in
December 1999, when the Executive Boards of the dié-the World Bank launched
the PRSP initiative; and in the same month, the BEcutive Board transformed the
former Extended Structural Adjustment Facility (HE9Anto the PRGF. The two
decisions also inter-linked the IMF's role in thE#*B initiative with both the PRSP and
the PRGF initiatives. The combination of these tlgaisions placed poverty reduction at
the centre of the IMF's work in low-income coundriand marked the beginning of a
significant increase in the institutional resour@swell as Executive Board time,
devoted to policies and programs in low-income toes. For a detailed outline of the
range of IMF initiatives to help reduce povertyferdo Chapter 5, IMF Annual Report,
2002.

24 Refer to Table 5.1, IMF Annual Report, 2002, p. 53

* On the Poverty Reduction and Growth Facility (FRGlmost all SSA members are
now pursuing PRGF programmes. Aside from the ektensvolvement of the board
during the process of transforming the ESAF in@RRGF there has been a significant
review of the PRGF in March 2002.

SSA experience looms large in board discussiorsiditionality, domestic ownership
of Fund programs, on support to countries emerfyorg conflict, and on the Fund's
policies in regard to arrears.

The Growing IMF Role in Low-income Countries: I mplications for Workload of SSA
Constituencies

Aside from the increase in policy work for low-ime countries, SSA members also
draw attention to the direct increase in worklaathie SSA constituencies, resulting

from the IMF's increased role in poverty reducti88A members in the Executive Board
argue that an improvement in both their voting shaard the number of board seats made
available to their members is warranted on the muisuhat a very substantial share of the



IMF's work on poverty reduction now focuses on SBlese members point to the fact
that SSA is now the focus of:

* the overwhelming bulk of the IMF's work on theaddy Indebted Poor Country
(HIPC) debt relief initiative25

* a very large share of the IMF's PRGF programmes;
* the large majority of its work on Post-Conflictgistanc&6
» and almost all of the IMF's protracted arrearsesa?

In addition, these members note that SSA represieatsrgest user, in comparison with
any other region, of PRGF resour@sSSA members also observe that in recent years
they have become increasingly reliant on the IMBras of their few remaining
significant sources of international financial atsnce. For member countries so reliant
on the resources of the institution, it is thereforappropriate that they should have so
negligible an influence on the policies which dihgaffect their interests.

25 Of 27 HIPC countries to which the IMF had comndttesources as at 30 April 2002,
no less than 23 were from SSA. Refer to Tablel®8, Annual Report, 2002, p. 62.

26 0On 30 April 2002, four of the six members recegvthe IMF's concessional post-
conflict emergency financing were from SSA. Retefrable 6.2., IMF Annual Report,
2002, p. 63.

27 Of seven IMF member countries in protracted aséathe IMF at 30 April 2002,
five were from SSA. These members had combinedautad arrears of SDR2.298
billion, representing 97.6 per cent of total proteal arrears to the IMF. Refer to Table
6.7, IMF Annual Report, 2002, p. 69.

28 The extent of IMF focus on Africa is highlightey the fact that by the end of April
2002, over two dozen SSA members were preparingPBR#Eh IMF assistance; and 23
members had qualified for HIPC debt relief.

Consequences of Declining Relative Voting Share of SSA Members

With an improved voice for SSA members, board efficy and effectiveness in regard
particularly to the IMF's work in low-income coumes could have been far more
effective. The absence of adequate voice has naedineéct and unnecessary cost to the
Fund's reputation and its ability to succeed iws objectives of reducing poverty, by
not adequately understanding and incorporatingies of a significant share of the
membership, on a set of issues which in fact affaanajority of the IMF's member
countries and on which these countries have thé imosive and direct experience and
knowledge. Clearly more voices speaking on beHaf®A would offer a greater
opportunity for representatives of the region ticatate the needs of SSA members and



much greater scope to forge a consensus on mahg afiatters of crucial interest to
these members.

SSA members contend that the PRSP framework, fomple, was established during a
key board meeting in December 1999, ignoring mdrh@concerns of the low-income
countries and many of the key objections raise&8j member29 Both the World

Bank and the IMF Executive Boards corrected sontbefiefects identified by low-
income countries in the PRSP process, but onlethears later and amid clear signs that
the approach contained significant def8dg. he weighted voting structure had muted
the voice of those members that knew most aboussiue, resulting in deficiencies in

the PRSP and unnecessary damage to the reputatiomiastitution and hence to all its
members.

The second important consequence of the combinafiannimum voting power and
minimum board presence has been to generate arssmygity-of-performance scenario.
The two SSA Executive Directors have at least dotid number of PGRF countries in
comparison with any other non-SSA constituencyaddition, most member countries
within the two SSA constituencies are also HIP@ible, adding considerably to the
workload. Furthermore, all of the remaining IMFears cases are now within the SSA
fold.

29 Concerns pertained to the process through whelPBSP would be initiated, rather
than the principle of a country developing a poyeeduction strategy. Relevant and
legitimate issues were raised regarding the pammigphasing of PRSPs, the need for
different approaches to PRSP preparation, thedaddiomestic capacity to prepare
PRSPs in many countries, the lack of fiscal resgsito give effect to the
recommendations which PRSPs were likely to genedatersion of policy-maker's
efforts from other crucial activities, includingeiih macro economic reform efforts and
their efforts to secure bilateral and multilatetabt relief. Only a few of these objections
were translated into amendments to the framewonkcaption.

30 Refer to Public Information Notice (PIN) No. 02/3IMF Executive Board Reviews
the Poverty Reduction Strategy Paper (PRSP) Appraglcich reviewed progress with
the PRSP. Many issues on which progress was madwdhis review were issues
which had been raised three years earlier by S®/fo#rer low-income country members
when the PRSP was conceptualised.

The third and very significant adverse consequendtee low voting share/low board
presence combination has been to erode - and lgtgrowth of SSA membership in the
Fund, to effectively remove - any realistic podgipthat these members can build a
consensus. For the SSA members consensus decialongias come to mean joining a
consensus already built by other members. Consémslaéng is immeasurably easier if
seven or eight members of the board hail from #mesregion and decide to join forces
on a particular issue or on a particular policy.abhieve a reasonable measure of
consensus in the board, these members would ngeadoade not much more than four
or five Executive Directors of their view and, lifety comprise the largest creditors and if



consensus were to be put beyond challenge, theldweed few if any additional votes
to achieve a simple majority. If the two large S®ambers, notwithstanding that they
represent a quarter of the members of the insiitutiecided to join forces equipped with
4.4 per cent of the vote, they would need to fingast ten other supporters in the board
and at least 45 per cent of the vote, to buildreseasug1

A fourth consequence of the absence of effectipessentation for SSA members has
been to contribute to progressively reducing merpbegramme ownership, thereby
undermining domestic commitment to reform.

Several commentators have begun to recognise theoedinary situation of the SSA
members in the IMF Executive Board. The most detiaidresentation of this issue thus
far is that of Evans and Finnemore (2001), whor aftdetailed assessment assert that ‘the
obvious remedy would be to divide the two Africamstituencies in half and add two
more African EDs'. As the authors note, this waubtl necessarily require changing
voting shares, and under certain circumstancestralgb not require increasing the size
of the board2 The issue of inadequate representation of SSAdbm@mbers has also
been noted inter alia by Bradlow (2001) and Mohanh(2©€02). Within the IMF itself,
there has been some recognition that the repreégentd SSA members has become an
important challeng83 In addition, a number of further papers have sstgge
considering a change in the rules, to enable angtituoency with a specified number of
members to elect an Executive Director; or setarmgiling on the number of member
countries represented by any one cBdir.

311t is hardly surprising that for these board mempthe incentive to actively build
consensus is muted and viewed as something of auldan and effectively Don
Quixotic challenge.

32 Refer to Evans and Finnemore (2001), pp. 13-14.

33 See Van Houtven (2002), who notes that 'The lotingastrength of the two sub-
Saharan constituencies, which together amount#tpér. cent, is among the issues of
concern in the size and structure of the Boardew\of the exceptionally large number
of member countries in the sub-Saharan groupsndfy of whom have policy programs
with the IMF and need technical assistance as,\elP2.

34 See for example Alberich and Martinez (2002). @bthors make a strong appeal for
open and transparent rules for the election andiappent of Executive Directors.

Options for Improving Representation of DevelopingCountries in the IMF
Executive Board

This section considers some potential optionsdtwrm of both the voting structure and
the distribution of Executive Board seats in thé=|M/hich would address the substantive
concerns of developing countries in the board,saguiificantly address the challenges of



loss of ownership of the decision making proceskatendant loss of efficiency in
decision making.

Several types of options are suggested: firsipallisive dialogue among shareholders,
and second, options which seek to address the ambalin voting power. These include
proposals based on a pre-determined creditor-debtorg structure and those focusing
on specific sub-groups among developing countiibsd, there are options addressing
the size of the board. Finally, additional propesaid options for improving developing
country voice in the Executive Board.

There are no simple options. The suggested opéicmsr most instances not mutually
exclusive. All options would require broad polificansensus among the membership.
Because of the zero-sum nature of aggregate vptagr, most options, though not all,
necessarily imply that there would be some losedsssme winners. Similarly, in
addressing the imbalance in representation bas#ukorurrent distribution of board
seats, most scenarios imply that there are likeelyet some winners and some losers.

A. Dialogue
Option 1: Establish a committee of the Executive Board

Directors could examine the key issues and repdhea Board of Governors. The report
could be either an extensive treatment of the jssuaining recommendations, or it
could constitute a brief statement of the key atspeicthe challenge. The advantage of
this approach would be that it would include thews of Executive Board members
themselves, thereby providing a direct overviewhefday-to-day challenges experienced
by Directors. A disadvantage could be that theessauld prove to be too contentious to
address at the level of the Executive Board, ptaamnecessary strain on the regular
conduct of board operations.

Option 2: Establish a committee of the Board of Governors

To initiate a broad shareholder dialogue, the Ba&i@overnors could establish a
committee representative of the membership, to e@the issue and to report back to
the Board of Governors. The advantage of this aagrovould be that the discussion
would be mandated at the highest level and woutddaa potentially disruptive process
from emerging in the Executive Board.

Option 3: External review

An external agency could initiate a process ofatjae among a broad cross-section of
the membership, to identify the key aspects otti@lenge of developing country
representation, to seek consensus and to ideméfsan which progress may be able to
be made; and to make recommendations to advancsstie The advantage of this
approach would be that a dialogue could beginivelgt promptly. A disadvantage
would be that the process would not have beeratedi by a wide cross-section of the
IMF's membership.



B. Adjustment of Voting Shares
Option 4: An agreement on raising voting share

There could be an understanding that the votingestiadeveloping countries, or more
precisely of IMF debtor countries, would be esti®id at some percentage below 50 per
cent, but considerably more than the current lédvetisions on how this increase was to
be allocated within the developing country groupldde left to developing countries.
Decisions as to how the corresponding decreasedwmrueffected from among the
developed countries would be taken at the timéefn-principle decision of the amount
of reallocation. It could be agreed to phase th@dementation of such a decision over a
medium-term cycle of 2-3 quota review periods, ¢hgrminimising potential for sudden
and large corrections.

What is feasible in terms of reallocation? At prasereditor members hold a very
significant majority of the voting power. As notedrlier, their voting share by country is
61.5 per cent; and by virtue of the current disiitn of Executive Board seats, creditors
are able to increase their voting power to 70 peat.dt would be reasonable to propose a
downward revision in overall creditor share whiekulted in creditors in the IMF
holding a voting majority, of approximately 52 memt. This would result in an
approximately 10 per cent reallocation of votingveo to debtor members. The retention
of a permanent creditor majority in the IMF coukldiructured to preserve the US veto
and could also be structured to retain a signifi€amopean voting share, including the
current European veto. In addition, depending emtiechanisms used to effect such a
revision, the relative ranking of voting strengthang the creditor group could be
preserved, either entirely or to a large extent.

If political agreement were unable to be achieweniprove the interests of all
developing country members, a further set of optMould be to agree to enable one or
more sub-sets within the debtor group to beneditnfian overall political agreement to
improve their voting status. These options include:

Option 5: Increase the basic vote

A similar option would be to increase the basievoy an agreed margst This option
would have the advantage of being applicable tmalinbers of the institution, would not
result in any reduction in voting share of any memsband would correct the significant
decline in the voting share of the smallest membétke IMF. Many authors have
proposed restoring the basic vote to its relathare in the total vote at the time of
establishment of the IMF, hence increasing theesbthe basic vote in total voting
share from 2.1 per cent to 11.3 per cent. The gpeateégree of adjustment would require
a political consensus among the membership. AssB@i002) shows, increasing the
basic vote to its relative share

35 Many commentators have recommended this optiomf@example Buira (2002).



of the total vote at the time of inception of th&H would preserve the US veto, maintain
an overall European member veto and maintain atoredajority in the total vote. It
would also increase the share of developing cowty to approximately 47 per cent,
thereby considerably narrowing the creditor-delip, while still maintaining a creditor
majority.

Option 6: Return the basic vote to original level of significance

The weakness of Option 5 is that the relative grilce of the larger developing countries
- typically the emerging market economies - wowglohe despite the fact that they
represent the largest users, in quantum of respuoféMF resources. A variant on the
Option 5 would be to agree to increase the badie vp a specified percentage - perhaps
some level less than the 11.3 per cent neededtiarecthe level set at the IMF's
establishment; and to combine this with a seledallacation to some developing
countries. The combined effect of the increaseasidvote and the selective increase to
specified developing countries could be pre-deteeahi resulting, for example, in a net
increase in developing country voting power equaato that which would occur had
the basic vote been restored to its level in 18440 any level agreed by the membership
as a whole6 This approach could also be used to address tieents of some Asian
members, that the influence of Asian members irgtbbal economy has grown and
merits an increase in relative quota and sharanmilF

Option 7: Migrate to a PPP approach

To address the strong preference among emergingetmegonomies, transition
economies and many low-income countries that a li#¥ed method of computing GDP
iS a more appropriate approach than the curremtagge rate-based approach, there
could be a gradual migration from the current apphoto the PPP method. The
migration to a PPP approach could be agreed toptiake in steps, over for example two
or three 5-yearly quota reviews. This would erdagiradual shift over a 10-15 year
period, thereby allaying the fears of some memtheastheir voting share would be
significantly adversely affected. An envisaged ffitime frame, for example 2018 or
2023 (15 or 20 years hence) could be agreed, bghithme a final approach would be
expected to be fully implemented. This option caalkb include the concept of a floor
on the downward adjustment of

36 The determination as to which developing countniesld benefit from the selective
portion of such an increase would depend on theatibps. Groups of members who
could justifiably benefit include the emerging metrieconomies, some transition
economies and the stronger performers among thd=RR@tries. A selective increase
could also be used to achieve certain politicabdldyes which might be perceived to be
in the interests of the overall membership, inatgdiacilitating some members, for
example SSA, from exercising a leadership roleiwithis group, in the IMF board. At
present, the presence of two SSA board seats vattbver twenty members, results in
the inability of even the largest members withiokegroup from exercising leadership on
behalf of the group. This situation would be furthecentuated in any scenario
increasing the basic vote.



37 The suggestion that an increase in basic votedvoegd to be re-balanced by some
selective increases to emerging market membeakéntup in Buira (2002).

voting share of members most significantly prejediby the change, in each round of
correction and on aggregate. In this manner, thesadent would not precipitate a
sudden pronounced correction in relative votingesiaHowever it would, over time,
correct a significant flaw in the methodology usedcomputing GDP. The approach
could also serve as an incentive for those countigich have not yet developed a PPP-
based measure of GDP, to do so within a reasomiaidérame. For countries which
currently do not have PPP-based data, the avereggeea of correction among all other
member countries could be applied, or some othsis mautually agreed by the collective
membership, in computing their quota share.

Option 8: Focus on income PRGF-€ligible members

There could be an agreement to increase the doteadting share of the low-income
PRGF-eligible members by a specified percentagédaaducting such share from all
other members. The deduction could be achieveeviaral ways: by deducting a fixed
number of votes from each non-PRGF member; by tfiigcdeductions based on existing
relative shareholding with the larger shareholdeliaquishing a comparatively larger
proportion of their voting share; or some other ownly agreed method. Depending on
what method was used to reallocate voting poweadsantage of this approach could be
that in relative terms, all non-PRGF members coetdin their relative ranking in voting
terms, while the PRGF members would increase #uggregate voting share.
Furthermore, because the relative share of PRGHumienm total voting share is
minimal, their relative shareholding could be sigaintly improved - for example
doubled or tripled -without a significant adjustrhénthe voting shares of the non-PRGF
members. This option would enable the IMF to giwvkestance to the claim that it is
willing to hear the views of its clients; and woulignificantly promote ownership of its
policies and programmes, by the institution's mesilddote that in preference to
‘deducting’ votes from some members, the same mgtcould be achieved by allocating
a selective quota increase to the PRGF members.

Option 9: Focus on SSA members

To address the low aggregate voting share of SSAbees, this option would consist of
a political agreement among the combined membetshifa) ensure that the combined
voting share of SSA members does not decline beigerdirrent level; and (b) to
allocate the SSA members a predefined share d@btakvoting power. This share would
be greater than the current level of 4.4 per acettih, any increase being drawn from an
agreed pool of non-SSA members. Since the ovegghemate increase would be likely to
be relatively small, perhaps an adjustment of betwtaree to four per cent, spread
among a large segment of the membership and ppssiidng all non-SSA members,
the adverse implications for each non-SSA memberdvoe negligible. In addition, the
current relative ranking of voting share amongribe-SSA members could be
maintained, by an agreement to this effect by aininers. The net effect of this option
would be to preserve the relative voting rankingpagall non-SSA members, while



increasing SSA's share in the total vote. This dallow for several benefits. Firstly, it
would address the acute imbalance which has des@lwpSSA's overall voting share.
Secondly, it could be structured to permit the togeof a third and possibly fourth SSA
Executive Board seat, each with a meaningful vosimgre (see Option 10 below).
Thirdly, it could be structured to benefit SSA marsselectively rather than
collectively, for example favouring those membelsvhave been high performers
within the group, those who can offer strong lealigr to the group and those for whom
a special case is warranted.

C. Size of the Board
Option 10: Add board seats

Establish one or two additional board seats for &®#nbers. The advantage of this
approach would be to eliminate the impossibilitypefformance which has in the past
characterised SSA board representation; to alldbatevork load among three or four
rather than two constituencies; and to enable S8/loers to achieve effective
representation in the IMF board. Note that a swisidin of the existing two seats into
three seats, with approximately 15 members per s@atid result in the three SSA
members continuing to have the largest workloadsmgnall 26 board members of a
reconstituted and enlarged bo&g&i.

A method of achieving the same outcome, withoutieitly favouring any specific
region, would be to set a ceiling which is représdioy an Executive Director. If the
ceiling on the number of countries were set antembers per constituency, this would
result in three more seats for SSA members, andidnadsio require some non-SSA
constituencies that represent more than ten memélarguishing some members. In
practice, a ceiling of 13-15 members would congian optimal outcome, ensuring that
SSA members secured at least one additional beatdand enabling all other
constituencies to remain intact, or to effect amtdry reshuffling if they considered it
desirable.

An ancillary challenge presented by this approachld/be determining how the
resulting three African constituencies would be pdased. Some reshuffling within the
current two constituencies would clearly be rediiite practice, this challenge would be
addressed internally among Sub-Saharan AfricantdesnThere are optimistic grounds
that a suitable arrangement could be establistsea ramber of key entities could be
utilised to help forge a broad Sub-Saharan Afriegreement on the composition of the
three African chairs. These could include the AfnidJnion, the NEPAD, as well as
contributions to this determination by key regiometitutions in East, West and
Southern Africa.

It is often suggested that the circumstances of 8®/bers can be adequately addressed
by assigning these members an additional AlterBaezutive Director position and/or

by increasing the number of staff in the Execubwectors' offices. Implementing these
suggestions would certainly



38 Even with one additional board seat, SSA membagsesented by three
constituencies would continue to have the largaestber of PRGF program countries,
members with PRSPs, HIPC members, members emdrgmgconflict and members in
arrears to the Fund. In practice, however, theeciiimpossibility of performance
engendered by a two-seat SSA representation indaed would be ameliorated.

ameliorate one aspect of the challenge confror&i®g members: the impossibility of
adequate performance given the large number of reenduntries represented in each of
the two current constituencies, the large numbg@rogramme, off-track, post-conflict
and arrears cases within them, as well as theestg®l of representing a very large share
of HIPC members. In this regard, a recent decibipthe Executive Boards of both the
IMF and the World Bank, to allocate three additiokdvisor (IMF) and Senior Advisor
(World Bank) positions to the constituency officepresents a significant step forward in
helping ameliorate the workload in the two officEle increase in staffing to the SSA
constituency offices, although an important improeat, is unable to address the work
in large intensive constituencies of more than tweountries, each with more than 17
programmes that are either active or in intensas@enode. It is unable to address the
challenge of diminished member country ownershifhédecision making process itself,
nor the challenge of enabling SSA members to haa@ningful opportunities to forge

and join a Board consensus.

To increase the board's size (an 85 per cent majeniequired), it is often argued that an
increase in size will contribute to decreased dpmnal efficiency. It should be noted,
however, that any such decrease, were it to oecurld be marginal, given the addition
of up to two more seats to the current 24. Anydesa efficiency would be likely to be
far more than compensated for by the benefits.

As regards the prospect of a decrease in the sibe doard, to enable one or two more
SSA seats to be created, this would clearly recurextraordinary political consensus
among the collective membership. In practice, asym@mmentators have noted, this
would most likely be achieved by reducing the nundi€european chairs in the IMF
board, from the current 7-8, to (if only SSA claitodurther board seats were to be
considered) 5-6 sead$ In this regard, the possibility of a union betwdle® French and
German seats has been considered; and a furth&bitibscould be to achieve
agreement among the remaining 5-6 European chaiesteduction in one further
European seat. In practice, unless there is agrgamenlarge the size of the Executive
Board, which appears unlikely given objections oy farge industrial countries and
particularly the USA, the resolution of the currantite minimisation of Africa's voice in
the IMF Executive Board will only be able to beak®d once the European chairs
determine how to reduce their representation, dioythe number of European board
seats, in the IMF Executive Board.

39 There are strong grounds for proposing a redu@tidhe number of Directors
representing European members: the region alreaslpy far the largest number of seats
in the Board in comparison with other regions, whis GNP is only 70 per cent larger
than that of the US which has a single chair; iditiah, increased regional integration in



Europe has rendered the region more akin to aesmghetary, economic and trading
bloc, suggesting the possibility of reducing thenber of board seats to a single seat.
This of course would be a radical change in reprtas®n arrangements and on balance
would not be in the interests of the collective rbenship of the IMF. However, some
reduction from the current 7-8 seats would be nealsle. For a discussion of some
options for reducing the number of European seatgedl as the aggregate European
vote, see, for example, Buira (2002).

Option 11: An additional Asian seat

An additional board seat would reflect the increlaseonomic strength of Asian member
countries. It would be perceived to address an lamg&, by recognising the growing
influence of Asian members in the world economypiactice, the creation of such a seat
would be likely to favour Korea, whose economicvgitohas been particularly
pronounced in recent years. Per the provisione@Becond Amendment of the Articles
of Agreement, this option would also require arp8b cent voting majority of the Board
of Governors. An important disadvantage of thisrapph is that it would tilt the overall
balance among the (non-SSA) developing countries/dwom the current perceived
approximate balance between Latin America, AsiataadMiddle East, toward a
stronger representation by Asian membEr§.or this reason, it is often argued that the
preferred approach to recognising the increasdgein€e of Asian economies is to
increase the relative quota of selected Asian mesnbe the basis suggested in Option 6
above.

D. Further Options and Proposals

Option 12; A further detailed set of options has been suggested by Kelkar et al. (2003)

These options, which would also require broad jalittonsensus, involve separating the
various functions served by quotas. Kelkaal. note that the basic problem of the quota
formulas has been a classic assignment problemglgammismatch between the number
of instruments and objectives. Currently, therenly one instrument, namely the quota
that is aimed at achieving multiple policy objeetwsuch as determination of members'
contribution to the Fund, their access to Fundueses and their influence in the
governance of the Fund through voting rights. Ketitaal. suggest that the number of
instruments should be not less than the numbeolafypobjectives. As there are three
policy objectives, at least three instruments aeded. To achieve this, quotas should be
confined principally to determining members' cdmitions to Fund resources; quotas
should be delinked from policy and a greater rbleutsd be assigned to the Westphalian
principle (one country one vote) in the determiitf voting rights. The proposals of
Kelkar et al. would represent a very significant departure fianrent practice.

Option 13: Increase ED terms and staff

This option would address the challenge of lacksfitutional memory and staffing
constraints of the developing country members. [€hgth of service of all elected
Executive Directors could be increased to betwhegetand five years. This would



enable developing country Executive Directors tguate@ greater influence, through the
ability to become more familiar with Fund policiasd

40 At present, Latin American and Caribbean membav lthree seats (headed by
Brazil, Argentina/Chile and Mexico/Venezuela, thadr except in two of every six
years, when Spain assumes the chair); Asian mendaisiding Japan, have three seats
(China, India, and Thailand/Indonesia) and onegmdtie position (Korea); and Middle
Eastern members have three seats (Egypt, Iranaundi Brabia).

practices, as well as board procedures. Regartafiing constraints, one option would
be to allocate additional staff on the basis ofrthenber of member countries in a
constituency with IMF-supported programmes. A speproposal would be to allocate
an additional Advisor position for every three me&mbountries supported by IMF
programmes. As the number of member countries Whsupported programmes in a
given constituency would vary over time, some histd averaging could be used to
determine the additional staff numbers to be assigrer constituency. Coupled with the
existing policy of allocating staff on the basisnofmber of countries represented, the
advantage of this approach would be that it recmghthe varying degrees of intensity of
workload.

Conclusion

Creditors in the IMF Executive Board should, partiaely in regard to financing

decisions, maintain an assured majority of thengppiower. But as this chapter has
argued, the current margin beyond that requireabssure a simple majority has become
illogical and excessive. Collectively, the excasphis of votes held by the creditor
group beyond a simply majority of votes strikeshat foundation of the principles of
collaboration and consensus decision making upaohnthe Fund operates, weakens the
institution, reduces operational efficiency, gnamsy at the institution's legitimacy,
erodes ownership of programmes and policies bgahective membership, has bred
understandable resentment by the debtor group fé&d mo tangible benefit to the
collective membership. In recent years the excegenity of voting power has also
precipitated a range of efforts by the more powetéltor members to find other
institutions and mechanisms to express their opsidll of these arguments suggest that
a narrowing of the extent to which creditors hokbéing majority in the IMF board

would be desirable and in the collective intere$the membership as a whole.

While the size of the Executive Board has evolveer dime to take account of the
growth of the membership, some important incons@és have developed in this
process - in particular the disproportionate nundd@onstituencies representing
European members; and the fact that accommodairagréwth in membership has been
made for all but the two large Sub-Saharan Africanstituencies. Correcting the second
inconsistency need not have a bearing on theclralienge, but requires a decision to
increase the size of the board.



Some innovative new proposals have been suggestiet ve-examine the multiple
functions of IMF quotas. Detailed examination aégb could yield options for progress
in correcting the imbalance which has developeggard to developing countries' voice
in the IMF Executive Board. It would be useful wigely find methods to discuss these
proposals.

The terms of duty of Executive Directors shoulddregthened, to improve the capacity
of developing country Executive Directors to cdmiite to policy and programme
discussions and to build institutional memory iaitftonstituencies; and staffing rules
would benefit from reforms which took account dateve intensity of workload. While
intensity is difficult to define, one useful proig/the number of countries in a
constituency with IMF-supported programmes. Supplaing the existing rules which
assign staff based on number of countries repredemith this approach, would help
alleviate the disproportionate burden on develogimgntry constituencies.

All potential options require political consensusang the membership and the
preservation of the factors to which creditorsattaignificant importance, including the

principle of creditor majority, the US and Europe@to power and relative ranking
among creditors. Mechanisms should be found t@ieitonsideration of these options.
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Chapter 2
Democratizing the IMF

Andrew Eggers, Ann Florini and Ngaire Wodds
Introduction

Calls for the IMF to democratize abound. The demsdndgreater participation in IMF
decision making are coming from many sources, oy non-governmental
organizations, trade unions, religious groups, @ags-roots groups. They have a
compelling case. First, like any organization wogkclosely to meet and further the
needs of its clients, the IMF needs constant fegddbvam its member countries and
peoples affected by its programs in order to kgetha quality and relevance of its own
policies and decisions. Second, IMF lending andittamality typically takes place
during a crisis when the IMF and finance ministffyotals of a country must make
decisions without time to engage in broad demac@ansultations. If the Fund's role is
not to be coercive, then the participation of thealder society must precede the crisis
and be part of the normal politics of engagemetwéen a country and the IMF. Finally,
globalization and its detractors have intensifiedisny of all international organizations
and the IMF, like all others, must demonstrate r@maforce its claim legitimately to set
standards and influence economic policies in iteniver countries.

Despite the clear need to democratize the Furtié, ligorous thought has been given to
how to make that happen. Obviously democracy mdbntext does not mean holding
popular elections for Fund officials. Instead, tjuestion is how to allow citizens



affected by Fund operations and policies to exeracountability over the relevant
decision makers and to have voice in the decisions.

There is no single answer, no one mechanism thamagically resolve the dilemmas of
global democracy. But there are several stepsatbald constitute real progress. One
would be to find meaningful ways to increase thalinement of parliamentarians, who
in most countries are intended to be the

1 Andrew Eggers is Senior Research Analyst at tlewBngs Institution. Ann Florini is
Senior Fellow at the Brookings Institution and autbf the recent bookhe Coming
Democracy: New Rules for Running a New Waxdaire Woods is Director of the
Global Economic Governance program at Universitilege, Oxford and author of a
forthcoming book on the politics of the IMF and Wverld Bank. The authors wish to
thank Chas Budnick for valuable research assist@amzbemany senior staff members and
country representatives at the IMF for their usefthments and suggestions on an
earlier draft of this chapter.

channel through which citizens have voice in natlalecisions. In a few, mostly rich,
countries, legislators already weigh in on IMF &subut most parliamentarians do not.
In this chapter, we describe and evaluate thesstdtparliamentary involvement to date,
and recommend how both parliamentarians and theiid&f can bring about more and
better parliamentary oversight.

A Changing Institution

Democratic process was not a priority when the VS first established. At the time,
the rules governing international organizationsentbiose of diplomacy, not democracy.
Protecting the confidentiality of negotiations tqmecedence over direct accountability
to citizens. The IMF had a mission of monitoring fregged exchange rate system. This
seemed to require oversight only by the most texttyi qualified components of
national governments, the Treasury/finance depantsrend central banks. Thus, it
seemed logical to have general oversight provided Board of Governors consisting of
such officials (usually the finance minister or thead of the central bank) from member
governments. Day-to-day direction of the Fund'svdies was, and is, provided by
Executive Directors who report to (and usually sekected by) the finance ministry or
central bank of the relevant membe#she Articles of Agreement provide that ‘each
member shall deal with the Fund only through itsaBury, central bank, stabilization
fund, or other similar fiscal agency, and the Fahdll deal only with or through the
same agencies'.

Since the collapse of the pegged exchange ratemsyistthe early 1970s and the debt
crisis in the 1980s, the Fund's activities havenged beyond recognition. It has evolved
into a key provider of development assistance.nlk@ny countries it is now also the
ultimate arbiter of whether international capitall we made available at all. The Fund's
use of conditionality has hugely expanded. Thesagés have led to a storm of



objections about the Fund's perceived usurpatigheoprerogatives of sovereign
governments.

2 The IMF website describes the role of the Boar@o¥ernors as follows: Thgoard of
Governors the highest decision making body of the IMF, d¢stssof one governor and
one alternate governor for each member country.gbvernor is appointed by the
member country and is usually the minister of foeor the governor of the central bank.
All powers of the IMF are vested in the Board ofv@mors. The Board of Governors
may delegate to the Executive Board all excepaaereserved powers. The Board of
Governors normally meets once a year.

It describes Executive Directors as follows: Theé&xive Board (the Board) is
responsible for conducting the day-to-day busiméske IMF. It is composed of 24
Directors, who are appointed or elected by membenties or by groups of countries,
and the Managing Director, who serves as its Clairrithe Board usually meets several
times each week. It carries out its work largelytloam basis of papers prepared by IMF
management and staff.

3 Article V(1).

In 2001, in response to growing criticism of theusiveness and political infeasibility of
many of its loan conditions, the IMF began revistsgoverarching philosophy on loan
conditionality. New conditionality guidelines welneralded as a way to signal the
institution's intention to reduce the scope andldepthe IMF's involvement in
fundamentally political matters. Subsequently, afienal guidelines have amplified how
this new philosophy should be put into pracdicEhe new approach entrenches four
principles that ideally ought to guide Fund offlslaapproach to conditionality: (1)
ownership, meaning that the IMF must interact ityswahich permit countries to take
the lead, and that Fund officials must continukitg and not walk away from
negotiations; (2) parsimony of goals; (3) focusconditions which clearly lead to
specified goals; and (4) clarity as to what is wt is not a condition of the loan. It
bears noting that the actual implementation oféhemswy guidelines will require serious
and active monitoring and enforcement not justdnjic management within the Fund
but also by its Executive Board — indeed, the matlifferent previous conditionality
guidelines were honoured more in breach.

These revisions, while welcome, will not by themsslresolve the democratic deficit in
the IMF. The Fund remains deeply involved in poéitimatters. In effect, as the IMF's
role has changed it has become part legislatucggidg or strongly influencing what
policies countries will adopt and how they will spgefunds, part executive branch,
heavily influencing how those policies will be irephented, and part agency of restraint
on governments, holding them to explicit targets palicy objectives and monitoring
their performance in achieving these goals. YeFined's governance structure has not
changed to reflect its new roles.

The Democracy Gap



At best, there is a tenuous link from the IMF tbzeins it affects. In a handful of rich-
country democracies, citizens elect politiciansne@f whom form a government that
appoints ministers who appoint an Executive Direatdho usually need not report to
anyone other than the minister. Some rich counsffiese Executive Directors, but the
largest shareholders each have their own and gdaceshim or her at any time — holding
him or her directly to account for his or her an@n the board. Contrast this to the lack
of accountability of Executive Directors to the dwping countries, all of whom are
grouped in constituencies represented by one meailiee board who cannot be
replaced at the whim of any one government. Consigeerson living in an
undemocratic country with no opportunity to elemtthrow out) his or her government.
The unelected government joins with other goverrtmesometimes similarly unelected,
to select, in a closed-door process, a single BxkecDirector who must represent all the
countries in that constituency.

4 www.imf.org/External/np/pdr/cond/2003/eng/050806ht

Other chapters in this volume address the isswehether the IMF's governance
structure should undergo fundamental reform thatld/oequire renegotiation of the
Articles of Agreement to change the relative vofagver of rich and poor IMF
members. This chapter examines a more immediapgliycable set of reforms: how
might citizens in all countries better hold the IMFaccount and exercise voice in its
decisions, much as they would expect to do witlr tnen governments, within the
existing structure and rules of the organization?

This chapter focuses particularly on the role afigaentarians as potentially the key
and most legitimate interlocutors between societrebgovernments. It describes a
situation very much in flux, with parliamentariamgn-governmental activists, and IMF
staff and Executive Directors already grapplingwdifficult questions about how best to
ensure adequate accountability and voice. It agse¢le existing role of parliamentarians
in holding the board accountable and in shapingifaiicies and programs. It concludes
with recommendations for enhancing that role.

Underscoring the analysis is the assumption, naswnlyprecognised by the IMF, that the
institution's effectiveness depends upon a gremtgagement with parliaments and
citizens within countries. Compliance with Fund4saged policies, even where they are
narrowed to a focused minimum of conditionalitynieat be achieved simply by
enhancing the Fund's public relations. Key groupbkiwcountries must be drawn into
the process of formulating, monitoring and impletimenpolicies. In the current jargon,
'local ownership' of policies is critical if the Vs work is to be successful. But this must
go beyond consultations as currently conductedbyund.

Why Focus on Parliaments?
To date parliamentarians have played relativellelpart in oversight of the IMF. An

array of non-governmental advocacy and campaigmiggnizations has attempted to fill
the gap. Spurred on by the growing influence oflIME on developing countries in the



1980s and 1990s, particularly the impact of stmattadjustment programs, many groups
came together to attempt to influence the IMF diyed@ hey have campaigned on a wide
range of issues, from labour rights to environnterdorruption. The largest efforts have
centred on poverty, debt relief, and the procestdecision making at the Fund. The
range of tactics reflects the range of groups asdéds: everything from street protests at
the Fund's annual meetings to correspondence aetinge with senior staff and
Executive Directors to engagement with member guvents and parliamenss.

5 For a detailed account of the role of civil sogigtoups at the IMF, see Robert O'Brien,
Anne Marie Goetz, Jan Aart Scholte, and Marc Witka 'The International Monetary
Fund and Social Movements',@ontesting Global Governance: Multilateral Economic
Institutions and Global Social Movemen@ambridge, Cambridge University Press,
2000, pp. 159-205.

There is no question that the efforts of NGOs Hawme fruit. Thanks in substantial part
to their demands, the Fund is a far more transparehless secretive organization than it
was a decade ago, and it pays at least some attéatsome of the substantive issues
raised by the campaigners. However, with a fewlsletaxceptions, non-governmental
organizations lack the sustained funding and eiggeneeded for concerted campaigns
on Fund issues.

Moreover, relying on civil society groups to seagethe channel for public voice into the
IMF is problematic. Which voices to include or exa¢ is often decided haphazardly, or
relies upon the Fund itself to act as a gatekeg@peking and choosing with whom it will
consulté Inevitably the best-funded, largest, and besttet&lGOs end up with
disproportionate attention. This magnifies the eaxt Northern citizens within the Fund
since they have more chance to influence both geirerful government representatives
in the institution as well as their home-grown NGIDsl their parliaments.

More philosophically, non-governmental organizasiomay lack the legitimacy that
accrues to members of parliaments when those memabeelected. In democracies,
parliamentarians channel and balance the sometiorapeting interests of various
elements of civil society. In exercising this raleey are held to account not only by
elections but by each other through parliamentalgsrand processes, by their political
parties, and by counter-balancing institutions@feggnment including the courts,
ombudsmen and such like. Non-governmental orgaoizafre not always held to
account. They need to attract members and fundiddghance they need media attention
and public support; but few are subject to any fofrmepresentative or democratic
accountability.

At the local level, the use of non-governmentakoigations as the sole way to link
citizens to the IMF risks eroding efforts to strdren democracy and accountable
government by sidestepping local representativitutions such as parliaments,
particularly in developing countries. This riskhisightened by the Fund's new propensity
to consult at local levels with non-governmentaugps in efforts to broaden support for
agreements it forges directly with executive braagbncies.



This is not to argue against the right of such gsoto engage the Fund and its member
governments however they (peacefully) can. Suchipahgagement is a crucial element
of good governance, whether at the national orajltgvel. But it cannot be the sole
mechanism for channelling citizen voices.

Fortunately, the engagement of civil society camaty strengthen the incentives and
possibilities for parliaments to hold the Fund ¢o@unt. Their monitoring and

publicizing of the IMF's activities has served taw attention to the IMF and not least to
generate parliamentary interest in and scrutinphefiMF, especially in Northern
legislatures.

6 The Fund has now published a guide to assististafinducting outreach which
outlines how they might build positive relationshignd how such outreach might assist
them. The guide can be accesseghatv.imf.org/external/np/cso/eng/2003/101003.htm

Overseeing the IMF in Northern Parliaments

Parliaments in the larger creditor countries offlned have always had at least nominal
power to oversee the Fund's business. As holddgheqiower of the purse, their assent is
necessary before the IMF can increase its finamegsdurces. Further, using their powers
to review, question, and legislate ministry of fica policy, they can technically exert
oversight and control over the actions of the gor@nt's Executive Director on the IMF
board? In practice, parliaments for most of the life loétFund have not taken up active
oversight roles. But in recent years, as the Fyna'giew has broadened and its activities
have become increasingly controversial, parliamenésnumber of creditor countries in
the North have become more active with regardedritnd. They have summoned,
questioned, and grilled officials from their mimsbf finance and the IMF itself. They
have rejected or threatened to reject IMF quoteeeses, and made approval contingent
on specific IMF reforms. They have passed legigtamandates requiring Executive
Directors to pursue certain policies at the ExeeuBoard.

While many national legislatures are capable oftexginfluence on IMF governance
and many legislatures have increasingly done solJth Congress has taken a far more
active oversight role than any parliament. Accagtiinour review of the record of
legislative oversight of the IMF is largely devotedevaluating and analyzing the
Congressional experience. The role of Congresap®itant not just because Congress
has been responsible for the bulk of legislativersight but because its forays into Fund
governance suggest some of the possibilities afallpiof further expanding
parliamentary oversight of the IMF. But while theaeple of Congress provides some
useful lessons for legislators around the world w&ek to increase their oversight role,
one of the key conclusions to be drawn from obsgr@ongress's experience with the
IMF is that no other parliament is likely to pro@ute kind of oversight, positive and
otherwise, held by Congress. Advocates of parlidergroversight have expressed the
hope that, if other legislatures would simply fallthe example of Congress, Fund
governance would become much more democratic. Otrere cautioned that Congress's
oversight has been politicized and misguided, aed=und would be damaged by more



such activism. A close look at the history of Carggional oversight and emerging
efforts in other legislatures suggests that botiserhopes and fears are overdrawn.

The Singular Case of the US Congress

Why has the US Congress been the torchbearerisfdége oversight? Since the US has
the largest share of votes on the IMF board (amol pewer on crucial matters such as
guota increases), Congress clearly has a largeniive to become

7 The power of parliaments to legislate internatidimancial policy varies, of course,
from political system to political system. Furthtris power is significantly smaller in
countries that share an Executive Director amohgratountries in a constituency and in
cases where the ED reports to an independent téatrk rather than the finance
ministry.

involved in IMF matters than do other legislativadies. Located on the other side of
Washington from the IMF's headquarters and bless@dgenerous staff and funding
resources, Congress also has fewer logistical diestto realizing that influence than do
other legislatures. But the overwhelming reasorCiongress's extraordinary role is that
the US political system provides Congress withaotilinary powers over the US
executive branch. The US has a system in whiclptégident can be, and often is, from a
different political party from the one that cong@ongress. Congress's most significant
Fund oversight efforts have taken place at mom@uoish as 1983 and 1998) when
Congress and the White House were at odds in vigsate impossible in the
parliamentary systems of the other major creditors.

Congress's oversight of the IMF is characterisetbby periods of neglect punctuated by
brief flurries of activity. Treasury provides Coregs with regular reports about IMF
business and committees in the House and Senateptto stay apprised of Fund
developments, but international financial issuesnarily occupy such a low place on the
political agenda that IMF business generally reeggivery little attention. On a number of
occasions in the past several decades, thouglicpbforces and economic events have
converged to put the Fund at the centre of legvgatontroversy. By examining two of
those episodes, in 1983 and 1998, we hope to fateithe circumstances that make
Congress the most active legislative overseerefMt . It should be clear that
Congressional oversight has often been driven fapmearrow domestic politics than by
the challenges of global economic governance.dukhalso be apparent that Congress is
an extraordinary case, and that no other legigatan be expected to play as dynamic an
oversight role on IMF matters. Still, Congress'’paience highlights some of

possibilities and limitations of using domesticigtures to democratize decision

making at the Fund.

Two Episodes of Focused Congressional Attention

In 1983, the IMF proposed a US$33 billion incressBMF quotas and an US$18.5
billion increase in the General Agreements to Beynewhich amounted to a roughly 50



per cent increase in the IMF's total resourcess @hamatic expansion came on the tail
end of the Latin American debt crisis that begaNexico in 1982. The Fund set a
deadline of 30 November 1983, for member countprayals, and the Reagan
administration put its support behind fulfillingetfyS commitment. According to US
law, expanding the quota requires Congressionabauiation, so the Republican
administration called on a split Congress (Demaca#ly-controlled House of
Representatives and Republican Senate) to act.

A fight ensued in the US Congress, which touchedsmes of legitimate concern (such
as moral hazard in international bailouts), butie end hinged on narrow domestic
political agendas. Democratic leaders in Congremdentheir support of the proposal
contingent on the administration's approval of asuee that would increase subsidies to
provide low-income housing. Meanwhile, Republicawinakers pushed for language
requiring the US to oppose IMF measures in comniwoigntries. Two privately-
organized right-wing anti-IMF campaigns used raatiwertisements and mailings to
claim that the IMF was turning Uncle Sam into 'Un8lucker’, financier of delinquent
borrowers and communist dictators in unsavourymegiin Irag, Laos, Tanzania, and
Mozambique8

A combined IMF-housing bill finally passed Congress18 November 1983. Along

with subsidies for low-income housing, it includammpromises on the substance of US
policy at the IMF. Instead of requiring the US Extree Director to automatically oppose
loans to communist countries and to South Afrisagritics had initially insisted, the

final bill required the Treasury Secretary to explany favourable US vote on such loans
and, if requested, appear before Congress toyuktfvoted The legislation also

included mandates requiring the US Executive Dmetdd pursue a set of policies
designed to reduce moral hazard in IMF lending;gase transparency, and promote free
tradel0

An even more dramatic collision between the IMF @mhgress took place in 1998,
when the IMF, recently stung by the Asian Finan€iastis of 1997, proposed a 45 per
cent quota increase. The Democratic Clinton Adniaieon asked a Republican-led
Congress to approve the jump in the US contributiothe ensuing debate, opponents
used politically popular isolationist themes busoa¢xpressed broader concerns
including: the moral hazard problems inherent iifigrout bankrupt regimes; qualms
about the IMF's excessive political influence irsporisis Asia; outrage that the IMF had
provided loans to ruthless regimes like Suhartol&ghment in Indonesia without
opposition from the US representative; and (fronmbDerats) misgivings about the
insufficient emphasis on social safety net progranmlabour standards in the IMF's
reform programs.

In the end, dissatisfaction with the IMF coalesaealind the issue of transparency. In the
legislation passed in October 1998 that finallyrappd the quota increase, Congress
imposed a new set of mandates requiring the USEx@dutive Director) to take on a
broad reform agenda at the IMF addressing transpgrexchange rate stability, sound
banking principles, good lending, and a dozen gphierities. Treasury was also required



to make more frequent and thorough reports to Gessgiincluding updates on the
progress of Congress's proposed reforms. Most irapily, Congress created a
commission chaired by Professor Allan Meltzer (viaol been on record arguing that the
IMF should be abolishdd) to investigate the functioning of the IMF andeth
international financial institutions and propos®rms. The Meltzer Commission
reported back in 2000 with a sharply critical seé proposals designed to limit the
scope of

8 Leonard Silk, 'The Campaign Against IMFhe New York Time49 October 1983,
D2.

9 Hobart Rowen, 'Massive IMF, Housing CompromisApproved by Senate, 67 to
30;Major Changes Seen in Lendinbthe Washington Pqsi8 November 1983, D8.

10U.S.C. 286z-gg, 30 November 1983. See GAO Repar0&401R, Treasury
Maintains a Formal Process to Advance U.S. Poligig¢ke International Monetary
Fund', February 2003.

11 Allan Meltzer, 'Why it is Time to Close Down thelfF', Financial Times16 June
1995, p. 21.

IMF activity and make the Fund more accountableatonal governments (especially
the US government).

While these are only two episodes in the story afi@ess's oversight of the IMF, the
dominant features of these episodes are typic@bofress's role in Fund governance.
One key point is that Congress was moved to aet tpyota increase proposal which it
had the authority to approve or reject. (And siandMF quota increase cannot take
place with the approval of members with 85 per cdémuotas, Congress has effective
veto power over the entire proposal.) The bulk oh@essional activism towards the
IMF has occurred at times when quota increases lb@®e under consideration. The
political stakes of these approval processes anewbat heightened by 'sticker-shock'.
The 1998 quota increase, for example, came to US#iah, and although raising the
quota by US$17 billion costs the US far less th&$L7 billion, this point was usually
lost in the course of Congressional debates.

Another important point is that these battles tplaice when Congress and the White
House were controlled by different political pasti©pposing the quota increase provides
Congress with a way of expending the Presidentisqab capital and exacting
concessions on unrelated partisan issues, as wasse with housing for the Democratic
House of Representatives in 1983. Less cynicatigstraining the US ED with

legislative mandates offers a means for Congresspose its partisan policies on the
executive branch.

Another central factor is that in both 1983 and8 8% IMF had recently gone through a
highly-publicized and criticized financial crisighe Latin American debt crisis in 1982



and the Asian Financial Crisis in 1997. These ej@selevated the importance of
international finance as a public policy issue mabito public pressure, particularly
channelled through NGOs, in favour of changingRhad's course.

Types of Congressional Oversight

Congressional oversight of the IMF can be sepaiatedwo types: review and control.
Review is the most basic and, in the end, the e&stntial form of legislative oversight
of the IMF. The US Congress currently requires miner of reports from the Treasury
Department, including a quarterly report on theBEX@cutive Director's votes on new
programs and semi-annual reports on foreign exaasgies, which ordinarily involves
IMF policy discussion. As an outgrowth of the MeltZZommission process, Treasury
must file annual reports on its efforts to promid& policies at the Fund and on
governance reforms taking place at the Fund, sschcaeasing the transparency or
changing the extent of

12 Interview with Jon Rosenwasser, former profesdistadf member to the U.S. Senate
Budget Committee responsible for internationaliegfaviarch, 2004. Although Treasury
argues that there is actually no cost to an IMRa@utrease (since it is an exchange of
monetary assets rather than an expenditure), thareost from interest rate risk and
valuation adjustments. Thus the true cost is soreesvhetween zero and the 'sticker
price’.

IMF conditionality requirement$3 Congress has also relied on its research agerey, t
General Accounting Office (which has a US$432 willannual budget and a 3200
person staff}4 to conduct ten major studies of IMF policies sid®®8 (and one each in
the 1970s and 1980%h

On occasion, Congress has engaged in IMF revievugjtr fact-finding projects of its
own. For example, in April of 1998 a House Banksuipcommittee called on United
States Executive Director Karin Lissakers to tgs#fiong with another Treasury

official, Lissakers underwent nearly two hours ostile questioning, in which legislators
asserted that, in the recent IMF bailout in Indoemethe US ED's office had neglected
Congress's instructions to oppose IMF programsimtries with records of human
rights abuse$6 Members of Congress and their staff have alsodéie annual meetings
of the IMF, although since they attended as visitbey did not have access to policy
making meetings or even have much opportunity Estjan senior staff.

In contrast to oversight through review, oversignough control consists of attempts to
dictate IMF policy. One way in which Congress hasreised control has been to make
the release of approved funding conditional upatiqdar IMF reforms. For example,
Congress replied to a 1994 IMF request for US$10@omfor an Enhanced Structural
Adjustment Facility (ESAF) program by providing USmillion and promising the rest
when a list of confidential IMF documents, incluglipolicy framework papers, were
made publicl7 This condition led to an important step forwardMF transparency.
Again in 1998, the US Congress made its approvHiemmajor quota increase



conditional on several reforms designed to impraseountability and reduce high-risk
investment. For its part, the IMF has generallysfiat the US conditions, but not
without claiming that these were reforms that t& was already working on anyway,
and that no single country would force reforms o FundL8

As we have already indicated, another way in widongress has exercised control in
IMF matters is through legislative mandates diotathe policies that the US ED must
pursue on the board. As of 2003, there were 67 such

13 The Treasury Department is required to provideisemual foreign exchange reports
to Congress under section 3005 of the Omnibus TaadeCompetitiveness Act of 1988.
Reporting about the progress of US policies aFied is pursuant to Sections 1503 and
1705(a) of the International Financial Institutiohst and the Consolidated
Appropriations Act for Fiscal Year 2000, P.L. 10631section 504(e), cited in GAO-03-
401R, 'Treasury Maintains a Formal Process to AdeaJS Policies at the International
Monetary Fund', p. 1.

14 The United States General Accounting Office, 'G&@ Glance’,
www.gao.gov/about/gglance.html

15 These studies are available on the GAO's welsitey.gao.goy by searching for
'International Monetary Fund’, in the 'Title' fiedfithe site's search page.

16 David E. Sanger, 'IMF Loans to Rights ViolatoreAxttacked in Congreshe New
York Times22 April 1998.

17 Pratap Chatterjee, 'Accountancy: Uncertain Retfrom a 50-year Investment — Why
the IMF and World Bank are Coming under Greateutty from their Backers',
Financial Times21 July 1994, p. 14.

18'Congress Approves $18 Billion for IMF', 22 Octoli®©98.

legislative mandates currently in force prescriliig) policies at the Fund, the oldest
dating from 1943.9 Congress's legislative mandates can be dividedwa broad
categories, policy mandates and directed vote niasga Policy mandates identify

policy priorities of the Congress and direct the E[3to use his 'voice' and/or 'vote' to
pursue those priorities. For example, a policy naémdh the 1998 quota increase
legislation asks Treasury to instruct the US EDdge his voice and vote to promote
policies that will open markets for agriculturahemodities and reduce trade barri2fs.
Directed vote mandates more specifically requieels ED to oppose particular types of
IMF programs; one such mandate that was passe@Did r2quires the US ED to oppose
any loans to the Cambodian government, exceptgpatibasic human neegd§.

What is the effect of these mandates on IMF poliEly@ answer depends on both the
content of the mandate and the standards by whecleasure effectiveness. One way to
judge the policy mandates is by the extent to wkiiehmandate succeeds in persuading



the IMF staff to consider an issue in designingagpam. By this standard, most policy
mandates have been ineffective because they addsess that the IMF staff considers
distant from the Fund's core macroeconomic focustedtly active mandates regarding
environmental and labour conditions, female gemitatilation, and trafficking in women
address important issues, but not concerns thesiiglfi typically view as sufficiently
relevant to economic stability and growth to beed®inants of IMF program policy. (If
anything, the staff would argue, these are issmethé World Bank or other multilateral
development banks.) On issues such as these, tieDlES sentially goes through the
motions of advocating Congress's policy by makiagesnents at board meetings and
requesting the staff to pursue the matters furttherstaff, already occupied by more
macroeconomically-relevant issues, generally deslio add the issues to the
institution's research agenda. This is especially for proposals that are not only
irrelevant to macroeconomic stability but seemdaowly promote American interests,
such as a 2000 mandate requiring the US ED to pethe use of US clean coal
technology in infrastructure prograr@s.

Some policy mandates have no effect because theyateady-accepted IMF policy.
For example, a directed vote mandate that emergedthe 1983 quota increase
controversy essentially articulates standard firmeasoning about moral hazard and
debt rescheduling4 a 1978 measure (also prompted by a quota increageiyes the US
ED to encourage the IMF staff to formulate econostabilization programs that foster
investment and employmeB§ and a

19 Report of Joseph A. Christoff, Director, Interoatl Affairs and Trade (GAO),
'International Monetary Fund', GAO-03-401R, 7 Feloy2003.

20 GAQO's 2003 report "Treasury Maintains a FormatPss to Advance US Policies at
the International Monetary Fund', GAO-03-401R, awgplthis distinction.

2122 U.S.C. 262n-3, 21 October 1998.

22P.L. 107-115, section 563, 10 January 2002.

23 P.L. 106-429, section 537, 6 November 2000.

24 U.S.C. 286dd, 30 November 1983.

2522 U.S.C. 286€e-9, 10 October 1978.

1998 mandate encourages the US ED to work to dtrenghe financial systems of IMF
member countries and promote sound banking priesighd practice®6 In each case,
the legislative mandate reflected what was alreahgidered to be the core IMF mission

at the time.

It is on issues that reside between these tworeesef irrelevance and redundancy that
legislative mandates have the greatest potentediféat IMF policy. Yet it is difficult to



find examples of policy mandates to date thahit tdescription. Perhaps with time and
repetition, the US ED's statements in observan€oofress's policy mandates will lead
to changes in the IMF's priorities in designinggyeoms. To be sure, none of Congress's
more self-serving policy mandates (such as a 208@date requiring the US ED to work
toward the maximum use of American goods in IMFgoams) will change any minds in
the IMF staff. But it may be that persistent eféaxd follow up on Congress's mandates
on sex trafficking or female genital mutilationmeonsidered irrelevant to IMF policy,
may lead to the IMF staff changing its view of wisatelevant.

In the case of directed vote mandates, the isstenies slightly more complicated. Since
the US has the largest single bloc of votes orttecutive Board (17 per cent), its votes
can make a difference in deciding IMF policy. Apgaibof a country's IMF program
requires support from a majority of the board sWs cannot unilaterally block access
to IMF funds. Still, an excessively self-servingatherwise inappropriate directed vote
mandate from Congress cannot be politely ignoreat@snany of its policy mandates. At
this point, the directed vote mandates generatjyire the US ED to adopt predictable
positions opposing funding of terrorist states, oamist dictatorships (a holdover from
1983 quota increase legislation), and specifiest@Cambodia, Sudan and Burma).
Occasionally, one is nakedly self-serving, as @186 mandate forbidding the US ED
from supporting programs that would lead to prouncfor export that would hurt US
industry27

Of the total of 26 directed vote mandates, onlgva $tand out as having a substantial
effect on IMF policy. One example is the 1996 maedeaquiring the US ED to oppose
IMF assistance to countries that do not conductrapdrt regular audits of their military
spending to civilian authoritie&3 Starting in 1999, the US ED was required to vote
against or abstain on an IMF program if the progcaumtry appeared on a blacklist
compiled by a newly-formed US Interagency Policp@yr (convened by Treasury and
made up of representatives from the DepartmentaiéSthe Department of Defense, the
US Agency for International Development, the NatiloB8ecurity Council, and the Office
of Management and Budget). As of 2000, 17 countviexe on the list (Treasury did not
disclose which ones), and the US ED's office hadeaatied on three programs in the first
year the mandate was in effect. The IMF staff isegally supportive of

2622 U.S.C. 2620-2, 21 October 1998. This mandagasnined in depth in GAO-01-
214,

2722 U.S.C. 262h, 15 October 1986 (also repeat®dlin107-115, section 514, 10
January2002).

2822 U.S.C. 262k-1, 30 September 1996. Congresegdssr separate mandates
concerning military audits beginning in 1992.

the idea of military audits, since military sperglis clearly a relevant sign of a country's
commitment to economic development and a measutedaxtent to which IMF funds
are being used for the purposes intended. Stdl)MF does not require military audit



data as a condition for its programs, so US effariglentify countries that failed to meet
its standards has heightened the visibility andoirtgnce of military spending discipline
in many case29 One measure of the success of the mandate isahatompliant
countries such as Burkina Faso, Rwanda and GuinsaiBhave made efforts to get off
the list in order to continue receiving &d.

Not surprisingly, Congress has been intereste@tarthining whether its mandates are
having the desired effect at the IMF. Part of thetoversy in the 1998 quota increase
battle in Congress was the extent to which the DS Bffice appeared to be flouting
Congress's list of mandates. One of the concludamsiakers arrived at during the
guestioning of US Executive Director Karin Lissakeras that the US ED's office was
not following up on legislative mandates at the IBIFAS a result, in 1999 the US
Treasury Department instituted a formal procestesyatically to promote these policies
at the IMF. The process relied upon a special deantal task force to seek out
opportunities to advance the mandated policiesutifralialogue with Fund staff,
discussions with program country officials, andhat statements at the Executive
Board32 As mentioned above, the General Accounting Officgow required to report
annually on the extent to which the US ED is wogkia promote its mandates at the
IMF.33

Members of the US ED's office have expressed cortbat the legislative mandates
actually reduce their influence in board discuss®fThe ED's obligation to rehearse
points mandated by Congress lessens the impaalyatéeempt to add more specific
reflections on an issue or program. In the cas#iretted votes, mandates can also
restrain US influence. The fact that everyone knthas the US will vote 'no’ on a
Cambodia program circumscribes the ED's abilitgitape that program. Still, EDs find
ways to make their opinions known, even when tsi@tements and votes are governed
by Congress, or a Treasury Department for thatendttis not difficult for the ED to
follow the letter of the mandate in board discussiohile making clear the independent
position of the ED's office.

29 GAO-01-214, p. 60.

30GAO-01-214, pp. 57, 63.

31 David E. Sanger, op. cit, p. A8; Nancy Dunne, 'IMRiefs Face a Grilling from a
Lone Warrior of Capitol Hill: Bernie Sanders is Tiadx on the Might of the White House
and Most of the Senat&he Financial Times Limite@1 April 1998, p. 6.

32'International Monetary Fund: Efforts to Advancg Bolicies at the Fund', GAO-01-
214, p. 6.

33 Consolidated Appropriations Act for Fiscal Yea0QQP.L. 106-113 section 504(e),
cited in GAO-03-401R, op. cit., p. 1.

34 This point is made in GAO-01-214, pp. 18-19, 71.



Prospects for Legislative Oversight in Other Credior Countries

Parliaments in other creditor countries generadlyehthe same opportunities to oversee
IMF policy that are available to the US Congressedislative action is required in each
of the major creditor countries before a quotagase can be passgdTo varying
degrees, parliaments in these countries also aviegal authority to legislate national
policy toward the IMF. But no other parliament hias degree of oversight or political
controversy on IMF issues approaching what we lsaes in Congress. In part, this has
to do with the US's special place in the IMF; sinoecountry has anything near the US's
voting share (Japan, with 6.15 per cent of thesjagesecond to the US's 17.14 per
cenB6), no parliament has as much of an incentive tadishape IMF policy. But the
predominant reason why parliaments have taken desmale must be that, in
parliamentary systems, the legislature has a gsrsarial relationship with its cabinet
than Congress does with the US administrationidPaénts and their cabinets are
controlled by the same party, so IMF policy makisidess likely to become a battle in an
intra-governmental partisan war in the way it peigally has in the US Congress. This is
an obvious point of comparative politics but it e remembered as we contemplate
the likely effects of a further opening up of thendE on parliamentary involvement.

Since IMF oversight in legislatures outside of tH& occurs in a less politicized
environment, other creditor parliaments are extigmelikely to adopt the same brash
and controlling tactics as has the US Congresh, iBtrecent years parliaments have
increasingly acted as conduits for citizen concatymsut the IMF and signs of active
oversight have proliferate®ll Both the UK parliament and the French National
Assembly began receiving reports on IMF mattersmfgmvernment in 1999, and others,
including Ireland (1999) and Italy (2003), pasdeeirtown laws introducing reporting on
IMF issues38 Special committees in the UK and French legisksturave closely tracked
IMF issues and produced thorough and useful repbhis UK House of Commons has
also hosted IMF

35In most cases, a parliament must make an amendmt legislation through which
a nation joined the IMF, such as the 'Bretton Waoanis Related Agreements Act' in the
case of Canada. In the UK, the 1979 Internationah&lary Fund Act established that
guota increases would be undertaken via statutstyuments, which are orders
promulgated by the Treasury, laid before the Haiggommons for 14 days, and then
approved by a resolution of the House.

36'IMF Executive Directors and Voting Power', updb2® February 2004.
www.imf.org/external/np/sec/memdir/eds.htbhast checked 31 March 2004.

37 Our discussion of European parliamentary overglite IMF benefited from an
internal background paper, 'Parliamentary Scrutinlf=l Issues in Europe’, prepared by
Agir Ici, a Paris-based NGO working on global deyghent issues. This research is
available from Agir Ici on request.



38 0n UK and France: Tavernier, pp. 205-206, emaihfiAlex Wilks, 13 May 2003. On
Ireland: Interview with Carol Welch, Friends of tRarth, 29 April 2003. On Italy: email
from Antonio Tricarico of Italian NGO CRBM, 30 Mar@003, to Carol Welcht al.

Managing Director Horst Kohler for a heated questimd-answer sessi@d.Kohler

later made appearances before the German Bund#éstdgutch parliament, and the
Chilean Senate, although the IMF is careful tosstitbat its officials never 'testify' before
parliaments, maintaining that IMF staff cannot b#exl to account in this manner.

Perhaps the most striking recent example of padraary activism on IMF matters
outside of the US occurred in Italy in March of 300he Italian Senate used the
occasion of its 1.12 million euro replenishmentie PRGF (Poverty Reduction Growth
Facility) to lay down a number of policy prescrgis which, although non-binding, the
government accepted as directives. It instructedriasury to promote better
transparency and participation in the PRGF prodessypport the adoption of revised
parameters for the evaluation of the environmeamal social impacts of PRGF
processes, and to work for the development of gmmored arbitration mechanism within
the IMF. Further, the treasury was directed to repo the IMF spring meeting and
describe what steps were undertaken to furthealtoge agenda. Most significantly, the
PRGF funding was made nominally conditional ontteasury fulfilling these
obligations. (Since the directives did not hold fimee of law, neither did the
conditionality of the fundingl0) The Senate's muscular treatment of the Itali@asuiry
on IMF issues suggests that parliamentary actigataide the US may more frequently
move from review to control.

Still, for the foreseeable future, no parliameitestthan Congress is likely to burden the
Executive Board with mandated pro forma statemenggpply serious pressure on its
government and the IMF by threatening to rejecti@i@ increase. This point is extremely
important because Congress's oversight of the Bviten mentioned as an example of
the dangers of involving national legislatures um& governance. In our view, the
fundamental differences between the US Congresethed legislatures mean that, even
if the Fund follows recommendations to further ofisroperations to scrutiny, it will not
likely face more of the controlling behaviour itshgeen from Congress. On the other
hand, because other legislatures do not have a&ssahal a relationship with their
cabinets as is the case in the US, there are ltmitse positive contributions that creditor
country legislative oversight is likely to make.

The Emerging Involvement of Parliaments in SoutherrCountries

Parliaments in borrowing countries have typicabiyvery little involvement with the
IMF. The terms of an IMF structural adjustment peog are usually decided upon in
negotiations between the IMF staff and the finamag@stry and central bank of the
country concerned. Parliamentary approval is @iitio the implementation of many of
the more extensive Fund programs, since privatinati



39 The transcript of the exchange is available at
www.publications.parliament.uk/pa/cm200102/cmsétactreasy/uc868-
iii/fuc86802.htm

40 Emails from Antonio Tricarico of Italian NGO CRBMND March 2003 and 23 March
2004.

programs, fiscal reforms, and financial systemruestiring usually require new
legislation. That said, the IMF has typically exigecborrowing country parliaments to
accede to the terms of the agreement, or at leaselt the task of winning parliamentary
cooperation to its interlocutors in the ministryfiolance. A series of rebuffs from
program country parliaments and growing parliamgnitaerest in development policies
have forced the Fund to put much more effort imosulting and persuading program
country parliaments.

Parliaments played leading roles in two of the masit-publicized recent economic
crises: Russia in 1997-1998 and Argentina in 200022 Russia's relationship with the
IMF in the late 1990s presented one of many battés in the brutal political struggles
over market reform that took place between Presidelisin and a parliament heavily
laden with recalcitrant communists. IMF loans tes8a included a number of
conditions, each of which provoked political fifgtts: tax reforms to increase revenues
and rationalize an inconsistent and corruption-preystem; spending cuts on the
military and state-subsidized industries; and tteak up of nationwide gas and electrical
monopolies. Parliament at first ignored and thargfd back against these requirements.
As Russia's economic crises deepened over thenaihi®97 and spring of 1998, the
IMF continued to provide loans despite the govemmtadailure to follow through on

loan conditions. In July 1998, a day after a nevsUS1 billion loan agreement was
negotiated, parliament flatly rejected a numbeheftax reforms that were key
conditions of the loan. President Yeltsin vetoecesal of the parliament's laws and
began to institute required reforms by decree. Mg wanting to send a message to
lawmakers, reduced the value of the first instalineéts loan. The power struggle
between Yeltsin and parliament continued as Rssiatency was devalued and the
crisis hit bottom in August of 1998. Even after th#- reengaged with Russia the
following spring, it continued to face sporadicl@anentary resistance to IMF-sponsored
reforms41

Argentina, once considered a model program coud#fgulted in December 2001 on
US$155 billion in foreign debt, the largest defanlhistory. The IMF quickly suspended
aid. Argentina requested financial assistance fifwerFund in early 2002 and was met
with a list of conditions including monetary adjugints, spending cuts, and politically
sensitive reforms to the system of revenue-shanitigthe provinces. Seeing no choice,
the government met most of the IMF's demands,Haiparliament was more stubborn,
refusing to move on a bill converting savings tad®while flouting IMF orders by
passing bills reforming bankruptcy rules and puinigheconomic subversion' which
removed money from the cash-strapped economy. llaggis faced stiff pressure from



the IMF and the government to step into line, bsib @onfronted burgeoning popular
resistance to

41 This account is based largely on a series oflestieritten by Michael R. Gordon in
theNew York Timeduring the crisis 'Pressures for Change Mountingussia', 2
January 1997, p. 13; 'Russia Reaches IMF AccoFade Loans', 13 December 1997, p.
1; 'Russia Resists IMF's Strategy for Reducing Radgficit', p. 3, 16 May 1998;
'Russia and Lenders Seal Accord on $17 Billion @wm\Support’, p. 1; 14 July 1998;
'Parliament in Russia Fails to Pass Bills Tied ¢arhs', 18 July 1998, p. 4.

IMF-led reform, including demonstrations in whichrtk account holders and other
protestors surrounded the Senate and refusedleyglstators ente42 With the IMF and
parliament still at loggerheads over the '‘econmulaversion’ statute, Argentina sank
further and threatened to default on loan paymientise World Bank unless it obtained
more assistance from the IMF. Ultimately, the IMB\pded a ‘transitional loan' of
US$6.78 billion, forestalling further crisis bubhng unresolved major disagreements
between parliament and the Fund.

In several less well-known cases, national parli@sbave refused to abide by the terms
of agreements in which they had no voice. In Turke}998, parliament forced the
government to break its promise to the IMF to tadevn the wage increases of public
sector workerg.3 In 1999 and 2000, the Moldovan parliament repéategected IMF-
mandated privatization of wine, brandy, and tobasuerprises in a political fight that
brought down a government. (Eventually, despiteroomst opposition, the privatization
took place and the IMF relationship was restagtédThe Indonesian government
declared in January of 2003 that it would break frem its commitments to the IMF;
parliamentary pressure, including a decree in Gatob2002 requiring the government
not to extend the current IMF program, was a \ptat of this decisiod5

Some developing country parliamentarians are lapkinfind ways to systematically
become proactive, rather than merely reacting tB-Bkecutive Branch agreements post
hoc. In the Brazilian parliament there have beeemecalls for a parliamentary front on
the IMF and World Bank to heighten their accourligbio parliaments across Latin
America. The measures proposed include involvingmaent in the selection and
accountability of Brazilian representatives onlbloard, enacting legislation to ensure
that information on loan agreements is made pullid, creating mechanisms to facilitate
greater participation of officials and civil sogieh the design of progranas

The involvement of Southern country parliamentsansidering, implementing, and
overseeing IMF programs is circumscribed by a nurmbéactors. Most important is the
weak capacity of many of these bodies. Many Soatbheuntry parliamentarians lack the
office space and paid staff needed to conductebearch required to arrive at informed
assessments of these programs, let alone an indkspenesearch agency along the lines
of the US Congress's General Accounting Office.tAapimportant barrier is the
reluctance of governments to involve their parliateen these matters. By keeping
parliament in the dark on the IMF program and ttenemic facts surrounding it, a
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government may hope to deflect criticism of its daitings onto the IMF and prevent
parliamentarians from winning easy political viegs:. Finally, until recently the IMF
tended to treat recalcitrant parliaments as agdalte problem or an obstacle to reform
rather than as a vital source of ownership — amth @uthorship — of a country's
economic policies.

IMF Responses

In two ways, the IMF has taken steps to enablégmaéntarians to play a more
constructive role. First is the broad progress dlvermpast decade on IMF transparency.
An impressive variety of important documents is rrowtinely released, ranging from
staff reports to Letters of Intent, unless thevate member country objects to
publication47 Those releases go a long way toward enablinggmaeintarians to
understand and assess the work of the IMF. Butusecthey rarely include documents
related to issues still under negotiation, theasds do not allow for effective input into
that work.

The IMF is also making quite specific efforts téomm and engage parliamentarians as
part of its broader efforts encouraging governmants IMF staff (where the government
allows) to reach out to a broad range of stakemslfiecluding parliamentarians) to build
support for economic reforms. IMF missions, inchglithose conducting Article 1V
surveillance, often meet with a wide range of dtakeers, not just the finance and
central bank officials who have long been the Faimderlocutors.

The IMF's resident representatives in many coustra/e also begun to make contact
with members of parliaments. Their ability to dodspends both on their personal
proclivities and on the receptivity of their hosuatry to the idea. When it works well,
such outreach can be highly productive for all @ned. In Hungary and the Czech
Republic in the 1990s, for example, the resideptagentative met with parliamentarians
as he or they saw fit. IMF missions also had ragekahanges with relevant



parliamentary committees, organized by the cegmaernment authorities. Such
contacts could help to give the IMF a sense of

47 See Publication Policies of the Fund, 12 Febraag4, at
www.imf.org/external/np/pdr/trans/2004/021204.dMF staff seem willing to go
farther than the Executive Board will allow: seeeTFund's Transparency Policy: Issues
and Next Steps, atww.imf.org/external/np/pdr/trans/2003/092903.hee also The
Fund's Transparency Policy: Review of the Expeeesud Next Steps, at
www.imf.org/external/np/pdr/trans/2003/092903.hfor an assessment of the Fund's
disclosure policy, see the regular columns by jalish Toby Mcintosh at
www.freedominfo.org/ifti/imf.htm In some cases, the IMF forbids its member
governments to share certain documents even vgtbldtors, a policy that would seem
to be at odds with broader Fund interests in legging decision making. See: William
E. Holder, 'Publication Policies of the Fund' (Hn&thary Version), IMF Legal
Department and IMF Institute Seminar on Currenté@yments in Monetary and
Financial Law, 7 May 2002. It was formerly availelait
www.imf.org/external/np/leg/sem/2002/cdmfl/eng/rexghdf but that link now goes
directly to the main IMF website.

the political implications of the issues countraége facing, to identify what economically
advisable steps would be politically feasible amdetermine country priorities. That
said, for the IMF to benefit from these contadts, institution must find ways to
incorporate the information into their operationsl 4o feed it back to the management
and staff in Washington DC.

In addition to such outreach, the Fund has begigirgbseminars for parliamentarians.
From 1993 to 1996, the IMF held several seminadstaiefings in national capitals for
policy makers from formerly communist countriedafrope and Central Asia, but these
drew few legislators. In the mid-1990s, the Funldl lmespecial seminar for Russian
parliamentarians for three days at the IMF's ragu#aning ground in Vienna.
Thereatfter, the Fund held several week-long sessmrparliamentarians from the
region, aimed at both educating parliamentariansiathe IMF's role (globally and in
particular countries) and at providing an oppottufor legislators to express their views
to the IMF. More recently, other seminars have besdd in Africa, in Kenya in 2002,
and in Ghana and Cameroon in 2003.

The Fund has also piggy-backed on the effortssdfigter institution, the World Bank, in
outreach to parliamentarians. In May 2000, the gean Vice-Presidency of the World
Bank organized a conference in The Hague to prowifbeum for information sharing
and open discussion between the Bank and legislabut of that meeting grew what has
now become the Parliamentary Network on the WoddIiB(PNoWB), an independent
non-profit association registered under Frenchtlat brings together some 140
members of parliaments from some 60 countrieadtpose, according to its website, is
'to increase parliamentary involvement and effestess in the field of international
development and to encourage dialogue between MEmpers of parliament] and the
World Bank'48 At the group's fourth annual conference, held tihefs in March 2003,



IMF Managing Director Horst Kohler met with the gpmfor a 90-minute session that
involved some fairly pointed questioning about likié&, its role, and its openness to
parliamentary oversight and participation. Thatdssion led to an exchange of letters
between the PNoWB's Africa group and Kohler, alvbich are publicly available on the
PNoWB website\yww.pnowb.org and the IMF websiteAiww.imf.org). The Fund is
also participating in PNoWB-sponsored visits byliparentarians to PRSP countrig€s.

Most Executive Directors talk at least occasionalith legislators from the countries
that appoint or elect them. The number and natuseich contacts vary widely,
depending on the countries concerned, although Eidstreport growing interest from
parliamentarians in initiating such contacts. Ireffort to systematize this somewhat
haphazard set of interactions, in 2003 the ExeeWiward set up a Working Group of
IMF Executive Directors on Enhancing Communicatigth National Legislators. Their
report describes and encourages

48 www.pnowb.org/html/index.php?module=htmlpages&fudisplay&pid=1

49 International Monetary Fund, 'A Review of the Fgriexternal Communications
Strategy', 13 February 2003, p. 22.

more of the kinds of IMF outreach outlined ab&@But it is very tentative on the
guestion of just what greater parliamentary involeat should accomplish. The report
argues that more dialogue would be helpful both asy to inform parliamentarians and
to enable the IMF to understand better the conagfrttsose legislators. But it stresses
repeatedly the importance of making clear thatdialogue isnotan opportunity for
legislators to engage in program negotiations.

Parliaments as Stakeholders

As Fund staff and executive directors are quickttess, the main role for
parliamentarians is at home, overseeing their akgtvernments, including their finance
ministries, representing the interests of variousstituencies, and setting their country's
policies in law. Domestic politics and lack of cajp often combine to make such
oversight and involvement a challenge.

One area in which the World Bank and the IMF hailtto encourage broad political
support for good economic policy is in the Povégduction Strategy Papers (PRSP)
process that now accompanies debt relief. PRSRsildeshe macroeconomic, structural,
and social policies that a country intends to peiisuorder to fight poverty and
encourage growth. The documents are supposedpmepared by low-income member
countries by means of a participatory processitivatives a wide range of interested
parties within the country as well as funders,udahg the Bank and the Fuid.

Clearly, parliamentarians ought to be among thestalgeholders included in the PRSP
process. But in practice, they are not. The offiB@nk/Fund review of the early PRSP
process noted that the 'role of parliaments .. geagrally been limited, although



individual parliamentarians have been involvedame countrie2 The report notes

that in just a few cases (Burkina Faso and Maug)dmave parliaments approved PRSPs,
while in others (Nicaragua and Honduras) individegislators were involved in PRSP
consultations. The problem has been widely notedfamders are working to help
parliaments understand the PRSP process bettgraaticipate in it more effectively. But
it is clear that the PRSP process is very far fppaviding an answer to the problem of
adequate legislative oversight of and involvemarihe development process generally,
much less specific oversight of Fund programs.

More generally, efforts to involve national parliemts in the oversight and monitoring of
government budgets and expenditures have beerskemto

50 Report of the Working Group of IMF Executive Ditexs on Enhancing
Communication with National Legislators, 15 Janu2094,
www.imf.org/external/np/ed/2004/ecnl/index.htm

51 International Monetary Fund, 'Poverty Reductiorat&gy Papers: A Factsheet', April
2003,www.imf.org/external/np/esr/facts/prsp.htm

52 International Development Association and Inteéoretl Monetary Fund, 'Review of
the Poverty Reduction Strategy Paper (PRSP) Apprdaarly Experience with Interim
PRSPs and Full PRSPs', 26 March 2002,
www.worldbank.org/poverty/strategies/review/earlysdf, p. 22.

show results and this bears directly on the rolpashaments in holding the IMF to
account. Even in countries such as Uganda, BatinthGhana where efforts have been
made to strengthen the transparency and monitofipgblic expenditure, the role of
parliaments in the process has remained fairly vi@akhis poses several challenges for
the IMF.

Challenges for the Fund

Parliaments and civil society groups have for glbme eschewed or been denied a
strong role in monitoring, let alone formulatingetcore elements of an IMF agreement —
government budgets and expenditures. If parliamenet$o play a greater role, both the
IMF and national governments will need at leagig¢amit, if not to facilitate or require,
parliaments to get involved. In turn, other actwilé have to monitor what parliaments

do in this regard.

For the IMF there is no quick or easy solutionptagram countries (i.e. those that are
currently receiving IMF loans) the IMF now make$®stantial efforts to talk to a wider
range of domestic actors, but it is still the cthsd the loan terms are negotiated
primarily with the finance ministry. On this poinhe IMF staff has no discretion — the
Articles of Agreement that created the Fund spetif finance ministries and central
banks are to be its interlocutors in national gowents. In most cases parliaments do
not get to vote on, and sometimes do not evertlsedpan terms before the deal is



struck. However, in most cases parliamentary ariewequired to pass legislation
implementing reforms and it is at least here tlaatiggments can and should play a
constructive role. Other government institutions balp in this. For example, in many
Commonwealth countries an auditor-general is reguio report to parliament on
government expenditures and financial and admatistr actions. In Uganda, for
example, the Public Accounts Committee scrutingsescomments on the auditor-
general's report with some alacrity. In Ghana Miegaking a deeper interest in
monitoring the governments' expenditure and povetiction policies, and in Burkina
Faso the National Assembly's committees have arisif conducting enquiries on
specific issues4 Parliaments could more actively use this kindepfart, extended to
cover all IMF activities in a country, as a meam$iold their government to account in
relations with the IMF.

A further role the IMF can play relates to the peohs of 'capacity’ and 'interest’ often
invoked to explain the lack of parliamentary inpatl accountability. In the Vienna
seminars described above, Fund staff relate timaé s the early sessions had to be
devoted to explaining such basic economic facte@sendency for large increases in the
money supply (i.e. running the government prinfangss) to lead to inflation. There is an
obvious role for the IMF to play in informing, egphing, and communicating

information about economic policy. Indeed the IM&SHtaken to this with some
enthusiasm. That said, there is a high

53 John Robertdflanaging Public Expenditure for Development Resaulid Poverty
Reduction Overseas Development Institute Working Paper(R6&don, 2003).

54 1bid, p. 59.

degree of scepticism among parliamentarians, ih Batrth and South, about the
impartiality of the Fund's efforts in this rega€h the ground the Fund is often perceived
as presenting just one view of economic policyegplaining Fund policy' rather than
opening up debates about economic policy which &@ugnd stimulate parliamentary
debates and scrutiny.

Conclusions and Recommendations

The experience of creditor country parliamentargrsight of the IMF highlights several
advantages and disadvantages of democratizinguthe iR this way. On the positive
side, a greater engagement by parliaments couldassuring to citizens concerned that
global institutions like the IMF are out of contrpkoviding them with a mechanism for
being heard. On the global stage, as parliameonts & larger number of countries
become involved, they will counterbalance the otlez disproportionate influence of
the US. Finally, as the example of the military isgithdicates, parliaments can expand
the IMF (board and staff) understanding of whatstibutes relevant and important
issues.



All that said, expanding the role of parliament mot be a painless process. It increases
the risk (although, we argue, not by much) of bandg Executive Board meetings with
legislatively mandated pro forma statements anthgaestrictions and eroding the
deliberative, consensus-building quality of theitnion. More generally, increasing the
role of parliaments highlights inequalities amoegis$latures of different countries. Some
have weak constitutional powers, few resourcekitler power within domestic
government. These parliaments are unlikely to e tmbexert any real influence in the
Fund and this could exacerbate the problem of dmptionate creditor influence in the
IMF, at least in the short term. Greater partiagraby parliaments will bring with it all
the glories of democracy, including the fact thatndcratic processes are invariably
messy, inefficient, and time-consuming — in shibie, worst form of government except
for any other.

The approach we propose towards democratizingMireduilds upon the IMF's own
revolution in transparency and disclosure. Whemeytsars ago almost all Fund
documents were difficult to obtain, today many aosted on the institution's website.
Furthermore, the institution has worked proactiweith all of its member governments
to encourage them to be more transparent and moipiiie Fund to publish details of
their agreement with the Fund and IMF reports alfoeicountry. This is a vital step
towards democratic accountability. That said, rinpiés only a retrospective kind of
accountability. By contrast, this chapter has fedusn an ongoing role for parliaments in
overseeing the formulation and implementation efwork of the IMF — not just in post-
facto reviews.

The question then arises as to whom preciselygmaets should hold to account in the
IMF and how might this be better done. Is it theérgtaff or management, or is it their
country's individual Executive Director or the Enége Board as a whole? Clearly all
these levels of accountability are important. Weuld@rgue that progress could be made
in respect of each.

The Fund staff and management should be held tmuatcluring and after negotiations
with a country, for their inputs, technical workydaimpact on domestic policy. This
requires an increase in transparency and accas®tmation for appropriate
parliamentary representatives throughout negotiati®n this issue, IMF staff has
rightly outlined problems resulting from opening dgdicate negotiation processes. Too
easily, openness can become the prey of vestagstgeor oppositional politidss That
said, we are arguing for a more specific kind adrapg-up where a parliamentary body
or committee delegated to apprise itself of negiotia with the IMF would have access
to documents (including those the Fund currentgsifies as 'confidential' and not for
sharing even with parliaments) throughout the pgsc&here is ample precedent of
parliamentary or Congressional committees stayppgisaed and informed of highly
sensitive information in the areas of security amelligence, as well as on economic
issues. To push forward in this way would requadipments within Southern countries
to think carefully about how they might best sturetand delegate their interaction with
the Fund to a particular committee or body.



This chapter has also highlighted the need foligradnts to play more of a role in
holding the Executive Board of the IMF to accodrite board is the political arm of the
IMF, making political judgements and decisions loa basis of technical and other
advice offered by the management and staff. Inrthig@epresents all members of the
institution. In practice there are serious flawshia chain of representation and
accountability56 But at core, if parliaments are effectively todhthe Fund to account, it
is vital that they know what decisions are beinglenand with whose approval or
abstention. They need at the very least to know th@wv own government (or the
Executive Director representing the group of caestthat includes their own) is
representing their country's interests on the hoEng chapter has described the ways
legislatures can demand and collect informatiomftbeir own governments. Progress
on this would be greatly enhanced if minutes ofrbaaeetings were published in a
timely way (at best they can be viewed severalg/ider under the IMF's archives
policy).57 More ambitiously, several commentators have pregdlsat voting should
take place on all issues and a voting record shioeilkiept and publishesB Indeed, this
could be taken as a natural extension of the IME'sent practice of publishing on their
website a summary of board discussions.

There are several arguments made against subjebgrgpard to this kind of scrutiny. A
first is that it would diminish rather than enhar@&muthern power by eliminating the need
to bring small countries within a consensus. Thespmption here is that small countries
have an informal veto power through the

55 James M. Boughton and Alex MourmourkssPolicy Ownership an Operational
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56 These are analyzed in full by Ngaire Woods (208thking the IMF and the World
Bank More Accountablelnternational Affairs 77(1), January.

57 'Archives of the IMF', May 2003 Factsheet, IMF, $Negton DC.

58 Jose De Gregorio, Barry Eichengreen, Takashitantb Charles WyplocAn
Independent and Accountable IMEEPR, Geneva 1999).

operation of consensus. But this is not how dexigsiaking operates in the IMF board.
Typically on any issue the 'sense of the meetsgauged implicitly taking into account
the voting power of those around the table, andweheajority is reached that is taken
as the consensus of the board. Hence, small cesfitave no veto power to lose through
published voting records.

A second argument against published voting recigrtigat it would erode the collegiality
and professionalism of the board. Board membersintig overly influenced by the need
to account afterwards to those they representdritbie walls of the board. This would
lead them to vote for measures that did not emlgoayl technical judgements. This
argument is easy to overstate because only eigmiees have their own representatives
on the board who could be mandated to vote invilaig. All other board members must



aggregate and represent the collective interesdfi tifeir constituency countries. But
more deeply, the argument takes us to the hearhpfthe Fund should be held to
account, especially by parliaments, rather thanexample, made more independent as
some have argueg

The argument for an independent IMF relies on a&eption of the IMF as a technical
organization like a central bank. An independentra bank is collegial and insulated
from political pressures and broad accountabiktgiider to make good decisions. Its
legitimacy is said to derive from the quality of decisions or outputs, rather than the
nature of its process or democratic inputs. Howeter IMF today is a much broader,
more political organization than a central bank] s will still be the case even if it
were to enforce the philosophy underpinning its wewditionality guidelines. The IMF
engages in activities and conditionalities far bed/aarrow technically measurable
outputs. For this reason it needs more input legitly than an independent central bank,
a fact already recognised in the Fund's rudimergtancture of representation. In contrast
to preserving secretive collegiality, the Fundigtimmacy should be further enhanced
through greater transparency and accountabilityoafd decision making.

These are not revolutionary goals. Our proposedmcgments to parliamentary
oversight of the IMF could foster broader publioftdence in the institution, and could
better provide the institution with the kinds ofdrmation, contacts and oversight to
allow it to make good policy decisions in difficgituations. That said, ensuring
accountability always requires a political strugdlae governments (or particular
ministries) that currently enjoy preferential irdhce at the Fund are unlikely to applaud
proposals which dilute that influence. Indeed, ttas been amply displayed in the
unwillingness of European and North American memipeoperly to debate and concede
their special privileges in respect of appointing senior management jobs in the Fund.
However, the Fund is now facing increasing demdrads parliamentarians as well as
non-governmental groups to be more accountablesefiemands are difficult to resist
not least because the board, management and sth#f tMF have for a decade been
exhorting all other institutions and governmentgémonstrate higher and more rigorous
standards of accountability and good governance.

59 Ibid.
Note 1

Experiences with the Parliamentary Network on the
World Bank: A View from the Inside

Norbert Ma®0
In 2000 a group of about 50 parliamentarians frawoua 30 countries gathered in The

Hague for the first ever meeting between the WBddk and parliamentarians. It was a
bold move. The Bretton Woods twins (World Bank &ié) usually prefer to deal with



the executive branch of the government. This warefore a groundbreaking meeting to
create a direct channel of dialogue between paglidarians and the World Bank.

But a one-off meeting would not be able to build ttust necessary for a meaningful
dialogue. An institutional framework would be reeua to do this. That is how the idea
of forming the Parliamentary Network on the Worldr8 (PNoWB) came to be mooted
and accepted.

The level of attendance from the World Bank shotied they took the meeting very
seriously. The World Bank President, James D. Wisldan and the Vice President for
Europe both addressed the Hague meeting givingetyahigh profile. The then Dutch
Minister for International Development, Ms EvaliHerfkens, herself someone who has
been at the forefront of calling for reforms of theernational financial institutions, gave
the initiative her full blessing and authorised tingt grant to fund the activities. Current
Norwegian Minister for International Developmentldd Johnson also attended and
addressed the meeting.

From around the world, parliamentarians prominerihe field of international
development and combating corruption were the ritgjor the meeting. Anyone who
sees the strides that the PNoWB has made now shragklit back to that first ambitious
cast.

In The Hague, we acknowledged that the World Baak not only a bank in the strict
financial sense but also a knowledge bank. Thisvkedge is a cumulative total of the
intellectual talent that the Bank has under itk call and also a sum of experiences,
some of it disastrous, which the Bank has accuredlaver the decades. This knowledge
is, however, complex and needs to

60 Norbert Mao is a parliamentarian from Uganda anteanber of the Board of the
Parliamentary Network on the World Bank (PNoWB).

be interpreted in order for it to be palatableh® grassroots who need it badly. We
agreed that parliamentarians could act as step-d@msformers for this high voltage
knowledge.

The PNoWB is also a salad bowl that brings togeplagliamentarians from
underdeveloped countries and developed countrlesirfierests of parliamentarians
from borrower countries and donor countries caeotentical. This diversity of
worldviews and interests had to be reflected inatganisation. But even within this
diversity, there is an intersection of common ies#s. One of these is to ensure that the
International Financial Institutions (IFIs) do aogijob by addressing the real needs of
the people that the parliamentarians represensélbemmon interests can only be
identified and pursued if there is a forum whem ¢bntentious issues are thrashed out.
The PNoWB therefore provides a forum for open infation exchange and dialogue
between parliamentarians from the North and thealSdn an increasingly globalised
world, the founding of the PNoWB was therefore viamely.



Most donor assistance from the developed coungiapproved by their parliaments.
The International Development Committees of thesetries rely a great deal on
information from the parliamentarians from the unid&eloped countries in order to do a
better job. The PNoWB provides a formal forum fusttype of exchange.

| recall that when the UK Parliamentary Committedternational Development was
visiting Washington DC for meetings with the WoBdnk and the IMF, | gave them
some information concerning the Global Fund for ANDS, Malaria and Tuberculosis,
and a standoff that the local IMF office was hawwvith the Ugandan Ministry of Health
about the use of the funds. In this way people tl tmough PNoWB became part of an
advocacy campaign for us. Later we got a clariiicatfrom the IMF Managing Director
Horst Kohler that helped sort out the problem.

Since that first meeting in The Hague, the PNoWB dnr@wn into an organisation with a
membership of about 160 parliamentarians from abOutountries. The flagship event
of the organisation is the Annual Conference, wigisles participants an opportunity to
discuss and share experiences with World Bankiafsicgovernment officials,
academics and the civil society. Highly placed goweent officials from Africa have
addressed these meetings to voice the concerhs afidst underdeveloped continent. In
2001 in London, South African Finance Minister ToaeWanuel addressed the meeting.
In 2002 in Berne, Senegalese President AbdoulaygeVdddressed the meeting, making
an appeal for parliamentary support for the Newrfeaship for Africa (NEPAD).

The PNoWB seized on the wind of change in the WBHdk presided over by James
Wolfensohn under the Comprehensive Development &naoirk (CDF) and its emphasis
on a participatory approach and accountabilityddeelop new tools to facilitate wider
consultation and accountability. The first toothe Question and Answer (Q&A) which
allows parliamentarians to forward questions diyetct the World Bank and get answers
(or at least replies). The terminal for the Q&Ahe Pan European Dialogue office at the
European Vice Presidency in Paris. The other wtieé Project Implementation Watch
(PIW) through which parliamentarians can do a vdtrenoney audit of certain projects.
During the fourth PNoWB Annual Conference in Athéms organisation agreed that
through the PIW we can play a more active role anitoring the implementation of the
Millennium Development Goals (MDGS).

The PNoWB has organised field visits to UgandaidnBurundi and Albania to assess
World Bank projects there. In these visits, theedations met with officials from the
World Bank country offices and the national goveemts. The delegations also visited
project sites to see whether indeed we are movosgcto ‘a world free of poverty'.

Through the PNoWAB, a core team is emerging in np@riifaments around the world
with people committed to the issue of fighting pdyeThese parliamentarians have the
most up-to-date information, which is absolutelgessary for them to be good
watchdogs. But the needs of parliamentarians waiy place to place. There are
parliaments that are not even connected to thenetteThe PNoWB therefore has to help



build the capacity of parliamentarians to partitgpia the great debates that shape the
lives of millions.

Parliamentarians have the duty to make laws, teesgmt their constituents and to
oversee the executive branch of the governmerhdin engagement with the World
Bank, the parliamentarians will also continue t@iact with a view to better carrying out
their legislative, representative and oversighesol

In the last two years the PNoWB has stepped umigsgement with other flagships of
globalisation like the IMF and the World Trade Qrgation (WTO). That is why the
WTO Director General came to address the Berneingeéthat is why in Athens 2003
we had an exciting Question and Answer session lvath James Wolfensohn and Horst
Kohler.

At its founding, there were some concerns thaPiNeWB could end up being a mere
fan club of the World Bank — a lap dog instead wfadchdog! But given its structure and
diverse membership, the PNoWB now enjoys a cratjilaihd visibility which puts it in a
unique position to monitor the policies and actiohglobal development actors and to
hold them accountable to a wider constituency.

Note 2

Bringing More Voices into the Policy Debate

Goh Chien Yen

Despite the limiting political backdrop and resista to proposals for fundamental
changes, there are still politically feasible affdaive ways of bringing greater plurality
and accountability — alternative voices — to thé-184policy formulation process:

1. Deepen the principle of national ownership byolming the national parliaments in the
key economic decisions undertaken by the execatireof the government with the
IMF. Parliament should be the focal point of natibdebate and discussion, and where
genuine country ownership can take root. The IMbusthencourage the national
parliaments to adopt economic policies, and nokvexclusively with the executive.

2. All loan programs of the IMF should adopt therent principles of PRSPs:

* Explicit commitment to genuine national ownersbighe policies, reduced Fund usage
of conditions, and greater country control;

» Greater emphasis on the social and poverty inspEfcéconomic policies;

* Emphasis on a broad-based national participatidne formulation of policies; and



» Emphasis on result-oriented approaches in asgesfectiveness of policies, in terms
of poverty reduction and engendering economic gnowt

3. The independent and transparent role of thed&®e IMF should be enhanced,
covering a wide range of issues. Its work programtetermined through consultations.
The IEO (currently it has 13 staff members) carydotus on a few topics at a time —
many of the issues are ongoing and require regutat constant monitoring. To
increase capacity and ensure timeliness, it castibéish standing task groups including
representatives from civil society, academia, agrdgnnel from the relevant UN
agencies.

4. Diversify expertise and exploit local knowledwel on the ground experience by
increased geographical decentralization. Regiomdbentralized offices should include
staff from the major functional departments thaigie and evaluate programs, as well as
area experts. In Latin America, ECLAC is an exangflsuccessful decentralization,
contributing to locally based and innovative theiog.

5. Increase lateral entry recruitment of staff withctical policy experience in
developing countries. Then policy innovations miggftect the lived institutional
experiences of the developing countries. The depaftom intellectual mono-cropping
would be even greater if recruitment of personnih Wield experience could be
extended beyond the central banks and finance mesf the South.

6. Provide another channel through which local Keogye can be introduced into the
IMF thinking by increasing support for developimmuatry researchers and investing in
the expertise of developing country-based profesds The current practice of engaging
the expertise of outside consultants and contraeteshrch draws heavily on elite US
academic institutions, reinforcing the paradigma presumptions already in place
within the organization itself.

7. Diversify the policy discourse by greater invavent of the UN system in areas of
common concerns. Staff from UN agencies (FAO, UNFCEBNIFEM, UNDP,
UNCTAD, WHO, for example), could play a role asependent auditors, offering
assessment and alternatives early in the poliapdtation process.

Chapter 3

Power without Responsibility? Enhancing Learning al
Policy Accountability at the International Monetary
Fundl

Angela Wood

One of the important distinctions between ideolagg science is that science recognises
the limitations on what one knows. There is alwaysertainty. By contrast, the IMF



never likes to discuss the uncertainties associaiddthe policies that it recommends,
but rather, likes to project an image of being lhifde. This posture and mind-set makes
it difficult for it to learn from past mistakes -eW can it learn from those mistakes if it
can't admit themPJoseph Stiglitz, 2002).

[S]low absorption of lessons and broader policydgrice into actual operations on a
systematic basis contributed to weaknesses in progffectiveneq$EO, 2002).

The sharing of information is essential for sustaile development. It stimulates public
debate on and broadens understanding of developissurgs, and enhances
transparency and accountability in the developnpmeatesqgJames Wolfensohn, World
Bank, 2001).

Calls for IMF accountability have amplified asitdluence has extended deeper into
areas of national policy. At issue is the policydibionality attached to its lending. Many
critics perceive that the IMF fails to properly saaer the significant negative
consequences that its policy prescriptions haveutmerable groups. Others argue that
the IMF's prescriptions are unable to achieveets and broadening objectives, which
include growth and poverty reduction, or that th-lis usurping national processes and
imposing its sovereignty against the wishes of ngnoyps in society.

Critics' demands for accountability reflect thegagation that the IMF has not properly
reconsidered and reoriented its policies in thietla its new

1 Thank you to Jenny Richmond, Rosemary McGee, Bessart, Ben Pollard, Leslie
Kenny and Caroline Robb for comments on earlieftslia this chapter. Thanks also to
Goh Chien Yen for additional quotes.

objectives, it does not heed the arguments andecoa®f governments and civil society
when formulating policy prescriptions, and thaldées not learn from or even recognise
past policy mistakes. Thus, despite a growing bafdgvidence, the IMF appears to
continue to pursue a set of policies apparentlppnapriate to many developing
countries' needs, priorities, institutional sophé&tion and capacity, and outside the
bounds of its expertise.

Critics hold the IMF accountable for policy choide=cause of its financial leverage, and
because under the guise of its superior 'techkizalv-how' it is able to impose policies
on weaker governments (maybe only temporarily batetimes permanently) against
their wishes and often those of their citizens e perception is that the IMF continues
to impose inappropriate or politically unacceptgtdécies because the Executive Board
and the management and staff bear none of the arfdailed policy or the political
consequences of imposing policies against thearkeets will.

Governments are held to account at the ballot &od,dismissals (or resignations) of
ministers and other senior staff are regularly mhetgt as a means of dealing with policy
failings and public dissatisfaction. However, tMFIs political leaders and senior



managers do not face these political checks arahbas. Nor has civil society recourse
to national legal systems since, being an intesnatiinstitution, the IMF has legal
immunity.

The underlying issue appears to be a lack of @opnopriate) mechanisms and
incentives for staff to learn from the experientealicy application on the ground in
order to improve their policy advice, and to engagfé a broad range of stakeholders to
consider policy options. Poor policy decisions symptomatic of the lack of widespread
debate about policy alternatives. There is a ldéhausive, transparent mechanisms to
systematically assess the outcomes of policy ppgmts prior to implementation and to
evaluate them after implementation. To encouragtebeecision making and thus better
outcomes, it is necessary to establish an effetianing culture (with incentive
mechanisms).

This chapter demonstrates the need for an intedjtesening and accountability
mechanism to facilitate decision making at thearetl level, to provide a foundation for
evidence-based policy making and to enhance tragispaand accountability. It
proposes a virtuous circle of inclusive ex antdyais, monitoring and ex post
evaluation.

First we reveal the difficulty of determining whbauld be accountable for policy
decisions. It is argued that the government shmake and be responsible for policy
choices. This implies that the IMF's role shouldbe of policy advisor not negotiator.
Second we argue that improving the quality of M&'s advice is essential. As a public
institution, whose principal function is to providdvice, the IMF should be able to
account for the quality of its advice. We pointtack of systematic policy analysis and
evaluation at the IMF, and argue that to faciliiaiprovement a focus on results is
necessary. Then we present a framework for sysietearning and evaluation based on
ex ante analysis, monitoring, and evaluation. Wipgse that these processes should be
participatory to facilitate learning both at theAMnd at the national level. We suggest
that such a framework complements and can beihtolthe Poverty Reduction Strategy
process. Appropriate incentives need to be pulaogito encourage staff to effectively
engage in such a process.

Policy Ownership: Who Is and Should Be Accountable?

Although the IMF is regarded as a lending institntiits main activity is to provide
policy advice to governments through research afudigations, technical assistance,
surveillance of members' economies, and when reggagiprograms attached to IMF
loans. Its advisory role is most significant inatedn to this latter function since by giving
a 'seal of approval' and through the use of loawditions, it has the power to
considerably influence (many would argue impose)egoment policies.

However, there are numerous concerns about theditit of the IMF's policy
prescriptions, these include:



* Lack of appreciation of the political environmeémtwvhich decisions are taken and/or to
allow for it in policy advice;

* Lack of attention to the differences between ¢oes when giving advice;

* Advising policies that are not institutionallyafgble, and failing to assess and improve
governments' implementation capacity;

* Lack of understanding of the redistributive effecf some policy measures, or the need
to take these into account;

* Institutional incentives to ‘over-promise’ on gpeed at which core reforms can be
implemented and longer-term sustainability attajned

* Insufficient assessment of the real economy mesg®to programs and to the sources of
growth;

* Failure to develop strategies to respond to iaélé uncertainties about the economic
environment in developing countries leading to ad policy corrections;

* Inability to step back and reconsider the ovestiitegy pursued by programs while
learning lessons from experience; and

* Inability to reorient policy advice in the ligbt new objectives.

If the IMF's policy prescriptions were considerede broadly successful and pain-free
then there would be little demand for accountabdihd both governments and the IMF
would be happy to claim responsibility for themeTdemand arises because some groups
in society consider themselves to be adverselytte both in the short and long-term.
The problem for these groups is that IMF progranesdetermined outside national
processes, which means it is not clear whethegdkernment or the IMF is setting

policy and, therefore, who is accountable. Morepiteneans that society's views are

often not taken into consideration in the policttieg process. This lack of transparency
means that both governments and the IMF can aa&idd responsibility for decisions
taken.

The IMF is able to distance itself from taking resgibility for the consequences of its
policy advice by claiming government ‘ownershippoficies. Ownership implies that a
government accepts the need for and willingly impats necessary reforms. It also
implies that a government takes the decision tdempnt the policies specified in IMF
program documents. This implies that the governnsatcountable for any
misjudgement of policy; the IMF is simply an advisothe background.

However, governments often have little choice buadree to an IMF program and the
IMF is by no means a passive advisor. Indeed,Ntterlegards itself as an enforcer of
policy change. The 1998 External Evaluation ofEimbdanced Structural Adjustment



Facility (ESAF) heard from developing country oidils that the IMF had an 'inflexible
attitude' and that the IMF often ‘came to negairaiwith fixed positions so that
agreement was usually only possible through com@esrin which the country
negotiating teams moved to the Fund's positidfisiis raises some tricky questions
about accountability. For example, ActionAid (2006@)nd that IMF documents revealed
that the government of Malawi had been unwillingniplement aspects of its
agricultural liberalisation program, but had re&rdty done so to access balance of
payments support. ActionAid concluded that the goreent's ‘willingness to accept
inappropriate policy reforms in the final instaraze an inability to formulate policy
alternatives makes them equally responsible [afMirefor subsequent outcomes]'.

Typically, governments with good analytical capgeéite in a better position to advocate
their own policies and negotiate with the IMF, dhdrefore may have greater ownership.
Conversely, where capacity is limited, the IMF'siad is more influential (Buira 2002).
This capacity is often in short supply in the pabm@untries, thus even when new
processes are intended to facilitate governmenecsinp the IMF remains extremely
influential. For example, the content of the progsdinanced through the IMF's Poverty
Reduction and Growth Facility (PRGF) should bewstifrom a government's Poverty
Reduction Strategy (PRS). Thus, implicitly the goweent should have ownership of the
PRGF program. However, in practice, 'the latter$BRoften set out macroeconomic
policies solely in broad terms, and quantitatiafeworks are typically skeletal, perhaps
reflecting capacity constraints in some countrigss leaves a substantial amount of
detail to be filled in by the PRGF supported progté In these cases, 'the PRGF-
supported program, while consistent with the I-PR&SP, is necessarily linked to these
documents only at that general lezel'.

Government ownership is also limited by a weak aenigg position because often they
cannot borrow from other sources. Since the IMM®uhe resources, it sets the policy
agenda. In a meeting discussing the subject ofitondlity and ownership co-organised
by the IMF in 2001, Chaturon Chaisang, Ministethia Prime Minister's Office of
Thailand, argued that 'in

2 IMF, 1998.

3 ActionAid, 2002.

4 IMF, 2002a.

5IMF, 2002b.

practice, adjustment programs were designed biMRe while the sovereign
government, facing an imminent crisis, had fewamiother than to accept them. As
such, the real "owner" of an adjustment program thadMF, though this was seldom
explicit; while the government, not the IMF, woudd held accountable for a program's

failure. In his view, therefore, the IMF should firepared to share the responsibility for
the consequences of the programs it suppadsted'.



The IMF's leverage is increased by the fact thgd\ernment must agree to a program
with the IMF as a 'seal of approval' to releaseueses from other donors: 'a number of
Senegalese officials who have participated in nagohs with the IMF over time

thought that the level of "country ownership” obgrams has generally been low. In
their view, the seal of approval role of IMF arrangents in unlocking other sources of
financing gave the IMF the upper hand in negotietiwith the authorities, and that
sometimes the authorities went along with thespgsals — even though they had doubts
about their ability to deliver on implementatiom-order to secure urgently needed
resourcest

Of course governments may sometimes overstatel#udiof ownership to avoid
accountability for policies. In some cases govemisi@ave been able to hide behind
IMF conditionality and push the blame for difficuéfforms on to the Fund (Boughton,
2003). Thus governments have avoided accountakolityeforms that they would
probably have implemented in the absence of canditity. In other cases some
governments have been able to justify repeatedsalef reforms and the confusion and
instability this causes by claiming they were imguab®y the IMF, and so continue with
and even garner greater support for ineffectiveven harmful 'national’ policies

(Collier, 2000). Both cases are dysfunctional. €muntries that are in a long-term
borrowing relationship with the IMF, the IEO condés that 'there is an inherent tension
between quasi-permanent conditionality, implicipnolonged use, and country
"ownership", in the sense of countries taking resgality for the conduct of their
economic policy, both by being in the driver's ssad by facing the consequences of
their decisions8

Usually, both governments and the IMF have a degfesvnership. However, judging
who should be accountable for particular policy awis is made problematic by the
closed nature of negotiations. It is difficult tetdrmine which policy choices are taken
independently of the IMF's advice, which are infloed by it and which are imposed.

Judging who in the IMF is responsible and, theesfaccountable for policy decisions,
and who should hold them to account is also proatemWhile IMF staff negotiates
programs directly with government staff, ExecutidMeectors (EDs) sitting on the IMF's
Executive Board can also be influential in detelingra program's content. The staff
impose their technical judgements and the boarngblisical priorities, but it is not made
clear in program documents to who in the IMF poktypuld be attributed. While the
Managing Director gives initial approval to a pragrthe board gives final approval.

6 DSE, 2001.
71EO, 2002.
81EO, 2002, p. 81.

The IEO (2002) argues that technical judgementsldhme clearly distinguished from
political judgements. The latter should be made fransparent manner at the level of the



Managing Director and the board who should be atiztle for them. However, while
the board oversees and can hold to account thegearent and staff, there is no
effective mechanism to hold the board to account.

The Board of Governors, which appoints the ExeeuBweard, and the International
Monetary and Finance Committee, which provides spatiey direction to it, meet only
once and twice a year respectively. Consequently tfave little effective capacity to
oversee the Executive Board as a whole. At thetcplevel, each governor only has
oversight of the ED who represents his/her countigr those in multi-country
constituencies this can be minimal — and no ovhet®gan ED appointed/elected by
another constituency. Thus those countries withmahvoting power have little
influence on the decision making process and mihaapacity to exercise oversight.
Moreover as Eggers, Florini and Woods point owd,dbcisions of individual board
members are not known since there is no formal tadieg and their positions are not
made public, which limits the possibility for parthentary scrutiny of board decisions
and their ED's role.

There are two options for improving policy accolmiity. The first is to make
transparent who, amongst the government and witleinMF, has taken and is
responsible for a policy decision and what thaisiec is. In Chapter 4, Bradlow
explores the case for introducing operational pedi@nd procedures as a means of
establishing accountability and an ombudsman toreafthem. Establishing clear,
transparent procedures for program negotiationkldmeihelpful to determine
responsibility for decisions made.

A requirement of an operational procedure for gotiegotiations could be that the IMF
should state its negotiating position publiclytet start of program discussions. This
could be achieved by publishing the staff's mis&inefs, which form the basis of
negotiations with governments. At present thesaateven revealed to the IMF's
Executive Board. Chaturon Chaisang, Minister inRhiene Minister's Office of
Thailand, has proposed that program documents dlotesrly indicate which policies
have been adopted on the IMF's advice/insistendevaiich are desired by the
government. However, he notes that 'such a modeldvw doubt raise political and
diplomatic sensitivitiesLO It could also give inappropriate or confusing sitgrto
markets and political stakeholders. A third elen@ntld be to make program documents
publicly available within the country in draft formiving an opportunity for parliament
to scrutinise them prior to the government signifigs has been proposed by the IMF
staff but has not been taken forward by the ExeeuBioard.

9 The External Evaluation of ESAF (1998) noted thatisters and government staff
found that the flexibility of mission leaders dwginegotiations depended very much on
personal factors and the extent to which theyctifident of the support of various
departments at the IMF's headquarters. Many misisédt that too much depended on
these factors and that the negotiation processakivbe greatly facilitated if some
institutional safeguards were found for reducingnth



10DSE, 2001.

A second option is to allow governments to chobs# fpreferred policy routes for which
they are fully accountable and to scale back thE'sMemit to an advisory function.
Chautran Chaisang argues that 'In such a modegfidnal ownership], the IMF would
provide resources without conditionality and simplgnitor progress under the
(government's) program. The IMF staff could givéiggoadvice which the government
would be free to ignore, but if the program faildte government alone would have to
take responsibilityll

Adopting an advisory function rather than a nedtgafunction would not necessarily
reduce the IMF's influence and may even increadene IMF argues that policy
conditionality ensures that governments carry @gessary reforms in order to stabilise
their economies. However, policy conditionality dawt ensure this. It is often not
implemented or is quickly reversed and, therefisr&grgely ineffective at inducing long-
term, sustainable reform (Collier, 2000; Burnsidd ®ollar, 1998; Dollar and Svensson
1998; Devarajaet al, 2001; IEO, 2002; Ivanowvet al, 2003; Killick, 1998; World Bank,
1998)12 In contrast, Gunning (2000) suggests that goventsrare receptive in the early
stages of program discussion to policy advice.

Allowing governments to make their own policy chesadoes not mean that no
conditionality could or should be applied. An atltative could be for the government, the
IMF, and other stakeholders to jointly agree omdtéd set of outcome targets
(performance indicators) for program monitoringtoly would outcome conditionality
help to give back policy responsibility to govermitse it would allow them to seek
advice from other sources. Bringing some competitio the provision of
macroeconomic policy advice could help to impraveyi giving incentive to providers to
ensure that their advice is more finely tuned gmaernment's priorities, political
circumstances and capacities, and to evaluatepadtl3

11 DSE, 2001.

12 Buira (2002) argues that it is the incentive tantan access to future lending that
gives incentive to governments to repay the IM&&nt. Policy conditionality is unable
to do this since it is only effective while the gram is active, yet repayments must
continue to be made several years later.

13 Since the IMF faces little or no policy competitjdghis has allowed the IMF to focus
on how to make its conditionality tool more effeetiat inducing reform rather than
focusing on improving the policy content. The caimhiality streamlining process
initiated in 2001 was largely such an initiativiedild not consider why it was that its
policy prescriptions have so regularly been ignaretkeversed. To the extent that
conditions were not implemented because there teerenany and some were regarded
as unnecessary, then the streamlining process eagdjul. However, the fact that
conditions are implemented but later reversed sstgdbat it is not just the quantity but
also the quality of the conditions that is at issmplying that the IMF's advice is not



convincing to governments. Some competition migttoeirage the IMF to look more
closely at this issue.

Assessing the Quality of the IMF's Advice

A second aspect of accountability is to assesslat basis decisions have been taken,
and whether they have been effective in achievieg intended outcomes. It is argued
that IMF staff cannot be held to account in anyifim sense for poor policy outcomes
since outcomes can be affected by many factorsnaegfwir control. Moreover, their
policy advice is only as good as the data theyivedeom governments. However,
regardless of whether or not the IMF continuesdgatiate programs or scales back its
influence to that of an advisor, as a public ingitin, the IMF has a duty to demonstrate
the quality and effectiveness of its advice. l&gfsthould be able to account for why they
have proposed particular reforms, demonstrate @t edidence their advice is based and
what they expect the results to be, and their pexdoce assessed accordingly. This
implies the need for a much more transparent psooepolicy formulation and a more
concerted focus on results.

Evaluations carried out by the IMF's Independerdl&ation Office (IEQ)4 point to
several shortcomings in the IMF's policy developtm@ncesses, which call into question
whether the advice it gives is optimal. Howevegak of analytical detail in program
documents makes it difficult to assess on whatstt® IMF's policy prescriptions have
been formed.

Firstly, program documents do not reveal what th#& perceives the problem to be, and
therefore, what it is that their advice is intentie@ddress. Neither is it clear on what
assumptions their advice is based, nor how theypdiexpected to operate through the
economy to achieve its objectives. The rationatebigously understood internally but it
is not made explicit in program documents, thumitnot be assessed (IEO 2003a).

Secondly, poor policy advice can result from ovptiuistic projections of key
outcomes. Reviewing IMF policy advice to Korea,dndsia and Brazil, the IEO found
that 'macroeconomic outcomes turned out to be diigrent from program projections.
In Indonesia and Korea, the initial projections eveverly optimistic, leading to a design
of macroeconomic policies in the programs thatedraut to be too tight'5 Reviewing
IMF fiscal policy, the IEO found a 'reluctance t@gict a downturn [in growth]' which
has 'potentially significant implications for pregn design, since it means that the need
for countercyclical fiscal policy and its appropeaole is rarely discussed explicithye.

Although it is unlikely that staff can predict oatnes exactly, it is not unreasonable to
expect that they should aim to make accurate predgwith the degree of accuracy
improving over-time. However, projections of key@ames when programs are in the
formulation stage tend to be persistently overrojstiic about both the speed of
restoration of macroeconomic sustainability andphee at which structural reforms can
be implemented, with strong tendencies to make-over



14 Established in 2001, the IEO provides independeatuation of the IMF's policies
and operations directly to the Executive Board.

151EO, 2003b, p. 11.
16 IEO, 2003b, p. 16.

optimistic projections for growth, export growthyestment rates, fiscal revenues and
falls in inflation (IEO, 2002, 2003a; IDA and IMEQO02).

The IEO (2002) agrees with the IMF's explanatiat the staff's over-optimism is
caused by 'inadequate analysis of the likely sauoégrowth and of the expected impact
of planned policiesl? It is well known that the staff negotiates 'expelcbutcomes with
governments; however, wishful thinking is clearbt a firm foundation for realistic
policy making. Institutional incentives towards iopistic outcomes lead to unrealistic
policy choices. The implication is that programe biely to go off-track, requiring

policy adjustments mid-course.

Thirdly, despite the frequent need for program sijients, over-optimism understates
the threat of potential risks caused by changésdareconomic environment. This results
in a lack of prior consideration of how policiesgii need to change during the
implementation phase (IEO, 2002, 2003a). The ld@ktention to key risks, which are
not spelled out in program documents, and therfatio conduct stress-testing exercises,
means that there is rarely any consideration airdilegency strategy for dealing with
uncertainties. This has 'sometimes led to ad hoections that were inconsistent with
long-term objectivedl8

Fourthly, there is a lack of attention to assesaiggvernment's implementation capacity
and the potential political impediments to implenagion (IEO, 200219 Governments'
failure to implement reforms in full is often blach&r poorer outcomes than expected:
‘growth targets/projections for low-income courdri®y the Fund, Bank and many
development agencies have also tended to showveardias often based on
assumptions of full implementation of key policyamns'20 However, some developing
country governments have pointed out that ovemuptn is caused by the IMF's failure
to understand their administrative capacity coiv#saand the political obstacles to
implementing reforms. The IEO finds that the 'risik$he programs of weak political
commitments were often understated' and that lomiyed attention was often paid to
assessing and developing implementation capa&diti’concludes that 'repeated
underestimation of the obstacles to policy impletagon is, in itself, a program design
problem’, and recommends 'strengthening the alofitivF staff to analyse political
economy issues so that a better understandingdbthes that are likely to block or
enhance reforms can be taken into account in pnogesign22

17 IMF and IDA, 2002.

181EO, 2002, p. 80.



19 The OED (2001) finds a similar problem for the WdBank: 'CAEs [Country
Assistance Evaluations] find a pattern of over{opim about borrower government's
receptivity to Bank advice, willingness to undegatlifficult reforms, and capacity to
implement recommended measures', p. Xv.

201DA and IMF, 2002.
211EO, 2002, p. 58.
221EQO, 2002, p. 53.

The IEO has also identified shortcomings in the 'Wjftocedures for monitoring and
evaluating programs, which casts doubt on the INBikty to assess the outcomes of its
policy advice and thus to learn from its successesfailures in order to improve its
advice.

The staff review is the vehicle through which theffsmonitors implementation of policy
conditionality. This includes monitoring structut@nchmarks and indicative targets
which are concerned with the implementation ofctral reforms, and monitoring short-
term guantitative performance criteria related srmeconomic reforms. Often structural
reforms are delayed and performance criteria ar@ctueved and it is typical that these
targets are revised downwards. However, therétlis §ubstantive analysis in review
documents as to why certain reforms are only ghrimplemented or some not at all, or
why performance criteria need to be revised, ekiengh understanding this is key to
improving advice or informing lending decisions @QE2003a).

During program reviews staff often provides ussfujgestions for how programs might
be better formulated. While such suggestions aenaohsightful, they come once the
program is underway when it is unlikely that a peog will be significantly revised. It is
not clear why these suggestions are not being mtte program formulation stage
when they could have some impact on program d€#igd, 2003a). At present there
appears to be relatively little discussion of altgives at this stage, at least not beyond
the staff. No detail is provided in program docutseas to which options were
considered, or explanation provided as to why &qdar choice was made.

Sixthly, there is no formal evaluation at the ehd program and little evidence of efforts
to evaluate the previous program when preparingvaaone. Although the staff argues
that evaluation of outcomes is implicit in the pres of negotiating a new program, this
appears to amount to little more than reviewingolhhionditions were implemented and
which were not. With respect to fiscal policy, 1B (2003) finds that 'many program-
request documents are insufficiently linked to magtomes and past reform attempts’,
and that '[flew efforts are made to analyse théfadehind past policy failure33 In
particular there is little analysis of why progragwsoff-track or why reforms are
subsequently reversed. The IEO (2002) found subiatamrors and gaps in the MONA
database for tracking performance under prograspeaally with regard to data on
outcomes. It concludes that 'existing weaknessdati#m on how programs have



performed are an impediment to efforts to enhahedMF's ability to learn from
experience and to monitor the implementation anghich of its own policie4

23IEO, 2003a, pp. 73, 69.

24 The Office of Internal Audit and Inspection exassriMF operational procedures and
financial reporting and reports its findings to tieard; these are not made public. The
Independent Evaluation Office undertakes ad hoorten IMF policies, program
impacts and operations. The IMF's staff also umdtet ad hoc internal audits on issues
to do with operational procedures and policies,ciwimay or may not be published.

This lack of attention to monitoring outcomes cantly be explained as a hangover to
earlier days when monitoring inputs was considéodak sufficient since IMF policy was
related to a small number of technical actions &ntain exchange rate alignment, which
was relatively easy to observe. However, todayMi€s objectives have become
increasingly complex, moving beyond balance of payts stabilisation to include

growth and recently poverty reduction and the Millieim Development Goals (in the
poorest countries). These broader objectives dremeadily observed and require much
deeper understanding of how macroeconomic andtstal@olicies impact on wider
aspects of the economy and society such as inca@tréddtion, vulnerability to price
changes, and access to services. This suggestselddo reorient and improve internal
monitoring and evaluation systems to focus on tesalorder to equip staff with the
means to assess policy impacts to improve theimieal advice.

Ironically, the IMF has typically shied away fromaduating the outcomes of its policy
advice on the basis that outcomes are hard tordeter '[t}he problem is that it is very
difficult to evaluate the effects of programs oncneg@conomic variables for several
reasons. First, the links between policies andamés is uncertain. Second, it is
necessary to filter out the effects of unanticigagogenous influences. Third, one has to
define the relevant "counter-factu#ls’

The first argument, that the links between poligyuts and outcomes is uncertain, is
precisely why attention needs to be paid to evalgatutcomes. A pilot project between
the government of Burkina Faso and a group of matdtial and bilateral donors in the
Special Partnership with Africa (SPA), using outeoimdicators (rather than input
conditionality) for loan disbursement, revealed tha expected results had not
materialised despite the government's good traadrdeof policy implementation. This
brought into question the donors' responsibilitytfeir policy advice. Focusing on
results enhances government ownership and changesture of the government-donor
dialogue, making for more realistic and objectineiventions (World Bank, 2000).
Likewise, the World Bank's Operations EvaluatiorpBrément (OED) concludes that
findings from project audits and country evaluatiguggest that the achievement of
immediate policy objectives does not necessamdgdiate into long-term impact on
incomes and povertg26



Secondly, although unanticipated exogenous shaekikaly to send programs off-
course, the IMF staff should be able to identifyaivtine likely uncertainties are and how
policies might be altered to deal with these ifytheaterialise. As the IEO reveals, the
IMF does not demonstrate in its program documdrasit is taking anticipatable
uncertainties into account in its policy designakmation should not aim to ‘filter out’
uncertainties; instead the aim of evaluation shbeldo learn why these shocks were not
anticipated so that they can be better anticiptibenligh ex ante analysis and factored
into future policy design.

Thirdly, policy outcomes do not need to be asseagathst the counter factual of how an
alternative policy scenario might have performelae fiecessary counterfactual is the
staff's assessment of the problem, their justificator the

25 Khan, 2001.
26 OED, 2001, p. xiv.

policy scenario they propose, their prediction bitvshould happen under the policy
scenario in relation to key objectives and how whesly assessed risks to the outcomes
being achieved.

The lack of attention to results at the higheselevs the crux of the accountability issue,
and feeds through into a work culture that provigesr incentives to staff to improve
their policy advice. The IEO finds that 'most misschiefs do not feel that their career
progression depends significantly on whether tlog@ams they negotiate and oversee
achieve their objective87 A large proportion 'believe that their performaiaggraisal
would be better if they were "tougher" in negotias with countries’, reflecting the
impression that the IMF is more concerned withiggtinaximum change than with
maximising policy outcome28

Moreover, staff incentives implicitly discourageegening understanding of policy
application at the country levf The reward structure gives higher priority to eag

how the IMF works internally, discouraging staffiin staying in any one department for
too long. High staff turnover 'is a significant ieggment to the development of an
effective learning culture, not least because n@rtfie lessons to be learned from
experience are country specifdf.lt also limits accountability, since individuab$ts
contributions to the outcomes of a program becoanddr to assess, and staff have often
moved to other departments before a program caotpleted and evaluated. The IEO
concludes that 'a revamping of internal personmmantives to encourage greater stability
is needed. The focus of these incentives shoutdtee toward encouraging the
development of a deeper familiarity with the prabéeof individual countries, and
correspondingly increasing responsibility, throlgiger country assignmengil.

Transparent Decision Making, Accountability and Leaming



The absence of an integrated, transparent syst@moofanalysis, performance
monitoring and evaluation of outcomes at the IMEdsase for concern. It casts doubt on
the IMF's ability to manage programs, learn frord anprove its policy advice, and to
demonstrate its effectiveness. There is an oppityttmput in place a results-based
system, which not only facilitates learning at -, but also helps to build on
knowledge and policy making capacity at the natitenzel. Whilst IMF learning about
policy impacts is important, it is equally importdhat this knowledge is rooted within
countries where day-to-day policy decisions aradpéaken, where it matters most. To
maximise learning by all stakeholders, processepdticy design, decision making,
monitoring, and evaluation all need to be transpaaiad inclusive.

27 1EO, 2002, p. 68.
281EQO, 2002, p. 65.

29 Country-specific knowledge is an important inmibigood ex ante PSIA and risk
analysis (Robb, 2002).

301EO, 2002, p. 68.
31IEO, 2002, p. 89.

What follows is an outline of how a results-basgstem of policy advice and evaluation
might be organised and how this could facilitatpriaved decision making and
accountability.

Policy Determination

The first step is to make explicit in program doeunts the logic on which the IMF has
formulated its policy advice. This should includemtifying what the problem is, what
the immediate and long-term objective of the potefprm is, the assumptions on which
the advice is based, the transition mechanism girethich the reform will operate, and
expected outcomes.

From a policy making perspective, transparentlynigyut the policy logic in this way
can help to focus staff attention on the real enpneesponses to policy change, thereby
improving staff projections and policy advice, paig a more coherent framework for
sensitivity analysis, and promoting greater awassrué the risks and uncertainties
involved. From an accountability perspective,atves as the baseline against which to
monitor performance2

In terms of getting policies right, the balancetibrt should be weighted towards the
design stage, since it is more difficult to chadgection once a program is being
implemented. Thus the range of policy options need fully considered and their
viability tested prior to a decision being taken.



Viability includes assessing whether the governnhastthe capacity to implement the
proposed reforms and a supportive political envitent. For the poorest countries,
assessment of the expected poverty and social isiphould also be undertaken. This
analysis should also be reported as a necessangri®f the policy logic. In addition,
policies should be stress-tested, with key risks poogram identified up-front to
facilitate contingency planning. Contingency plahsuld also address what policy
changes or safety nets to implement should negatigrl impacts prove bigger than
anticipated.

There has been considerable discussion about whe#&VF should assess political
economy issues. While there are concerns thatMRewould be straying too far into the
domestic political arena, the IMF is unable to offeactical solutions if it is not aware of
the political climate in which a government opesatnd does not understand where it
faces constraints and where there is room to mameedowever, the IMF's ambition
should not be to make its advice 'politics prdofs up to governments to determine
which policies are most appropriate and to judtigm to their societies. Instead the
IMF's aim should be to focus its advice within aicty's political context and in
accordance with its institutional capacit&sln the context of the World Bank, the
Operations Evaluation Department concurs that Ideweent effectiveness depends
critically

32 World Bank, 2002.

33 Typically the IMF tries to bend a country's palgi context to fit its advice. However,
some political situations may be so extreme thatlfhF may simply judge that it is too
unsettled a climate for achieving any significaoligy change, in which case it may
choose not to lend.

on adapting institutional priorities and programsndividual countries' constraints and
opportunities. Such adaptation requires an up-te-kiaowledge base about country
operating contexts and the enabling environng&hThe IEO (2002) argues that since the
staff already implicitly assesses political fedgithis should be made explicit in staff
reports.

Poverty and Social Impact Analysis (PSIA) of p@gexpected to have significant social
impacts is a requirement for Poverty Reduction @nalvth Facility (PRGF) prograngb
The staff is required to take PSIA into considemra@énd report findings in PRGF
program documents (IMF, 20025 PSIA is not undertaken directly by the IMF; instea

it is being carried out by the World Bank and l@tal donors.

Ideally, PSIA needs to be carried out at the stdgkscussing policy options if it is to
contribute to evidence-based policy making. Richdhand Ladd (2002) argue that PSIA
should be conducted on a range of different padigiyons, so that the best policy for
poverty reduction can be select@iHowever, examining initial ex ante assessments,
Bretton Woods Project (2002) concludes that ‘[fjliet studies being carried out by the
World Bank and DFID [Department for Internationad\2lopment] for the most part fail



to do this [look at policy alternatives]. Inste&ey take single pre-existing reforms,
which are assumed to be going ahead, and focusquescing and mitigation measures.
They do not question whether or not this reforthesappropriate or optimal one for
poverty reduction'.

The implication is that while PSIA may be helpfat monitoring purposes by providing
an initial assessment of likely outcomes, it is Ioeihg factored into the policy process
early enough to facilitate decision making betwpelicy alternatives.

The IMF has a responsibility to fully inform govemnants of both the social benefits and
the costs of implementing its advice prior to aisien being taken. This implies that it
should be developing its capacity to determine WRSIA is necessary, that PSIA should
be an integral part of its policy deliberations éinerefore carried out early on, and that it
should collaborate with others to undertakgsit.

34 OED, 2001, p. xiii.

35PSIA is the analysis of intended and unintendetsequences of policy prescriptions
on the well-being of different social groups, pautarly the poorest and most vulnerable.

36 For an analysis of linkages between macroecongpuoilicies and social and poverty
impacts, plus examples of PSIA carried out in refato IMF programs, see Robb, 2002.

37 While the IMF/Bank process runs from policy formititbn to PSIA, many outside the
IMF argue that to facilitate democratic decisiorking the reverse is needed. The
guestion should not be 'what impact do the presdrjiplicies have on society or poverty
reduction? 'but ‘which macroeconomic and structooéties achieve the best results for
poverty reduction?'. Schmidt (2002) neatly reoseht process as ‘Macroeconomic
Policy Impact Assessment'. The implication is #A&tA or MPIA should be carried out
first leading to a policy decision, thereby faeaitihg policy transparency and dialogue at
the national level.

38 Selvaggio and Joyner (2002) propose that teanduotimg PSIAs should include
World Bank or IMF staff, members of the host courggovernments, civil society
representatives and local experts from the country.

Program Monitoring

While the IMF has traditionally focused on monitayiprogram implementation, a focus
on results requires monitoring whether the progsgammediate objectives (outputs) are
being achieved, and secondly, whether it is onsmto achieve its intermediate
objectives (outcomes) and longer-term goals (imgafne means to focus the IMF's
attention on monitoring outputs and outcomes a®sgg to policy inputs is to switch to
outcome conditionality instead of policy condititiha39



In the case of the poorest countries, these lotager-goals are framed by the

Millennium Development Goals. Movement towards ¢hesder objectives will typically
not be observable within the timeframe of an IMBgyram, implying that intermediate
indicators will need to be specified. However, sitite IMF's involvement in the poorest
countries is often expected to be long term byra series of rolling programs, it can
also factor in monitoring the contribution of iteograms to these objectives over a longer
timeframe.

For monitoring results, quantitative indicators chée be selected for measuring progress
towards objectives and targets. Considerationveiéd to be given to which indicators
provide useful information towards intermediatecomes and longer-term impacts, and
which provide early-warning of the need to corygaigrams. For example, monitoring
might want to prioritise those reforms which aré@pated to have significant social
impacts (these should be identified through ex 838k\) or reforms identified as
vulnerable to risk in the contingency strategy fétenance monitoring should thus alert
program staff to the possible need to implementtringency strategy. Internal staff
evaluation should be triggered if outcomes are daiorbe going off-course in order to
understand why this is so and whether (furthenemive action is needed, and what the
implications are for the coherence of the program.

It would be beneficial if a range of national staéklers (and donors) were involved in
performance monitoring, particularly if a policyfaem has a potentially large social
impact or high degree of uncertainty and may neduktadjusted. For an effective
collaborative process, it is essential for all jgarto agree, during the policy formulation
stage, on outcome targets/indicators, what datdseebe collected, and how regularly it
should be monitored and analysed.

Different stakeholders will interpret results ditfatly, particularly as much data may
initially be of poor quality: 'monitoring is fardm being simply a technical activity;
instead it is a key part of what is a highly chargelitical process which involves
considerable vested interests, many of whom are #es

39 The IMF already imposes short-term quantitativges as macroeconomic
performance criteria. However, these are ofterspetifically monitored in relation to
long-term objectives, to determine whether theytigoute to these objectives. Thus
domestic borrowing may be the short-term targetredie the long-term objective is
greater domestic private investment; both needtmbnitored.

the true nature of the situation should be condeatemuch as possibi#). This means
that the process, and who is included in it, igipalarly important.

The staff should present an analysis of the peidoca monitoring data in relation to
planned results along with the views or contradictoterpretations from other
stakeholders in the process to IMF management.shusld also be made publicly
available. The IMF's MONA database, used for tragkierformance under programs,



should be made more comprehensive, accurate, atatdgte and publicly available, as
the IEO (2002) recommends.

Ex Post Evaluation and Feedback Loops

Key elements of the program should be evaluatecbampletion, with a view to

informing the next policy/program cycle. The IE@oemends ex post assessment of all
completed or permanently interrupted programsnrtuee that the lessons for program
design are absorbed more quicdy'.

Evaluation could:

» Examine the relationship between outputs, outsoamel whether these have
contributed to longer-term goals. These shouldXaengned in relation to expected
outcomes/targets. Where there are wide discrepabeisveen the two, the reason for this
should be assessed;

* Focus on whether anticipated transmission meshanivere accurately specified, and
if not, assess whether the assumptions made wese@ct and what the implications are
for future policy;

* Examine what unanticipated factors impacted agmms and why they were not
anticipated;

» Assess why certain reforms were delayed or nptamented, and the resulting effects
on the program's coherence;

* Assess the effects of any adjustments to poliagerduring the course of the program;
and

» Take a step back from the program details anchaaits coherence with the
government's overall reform objectives and otherod@rogramgl2

This analysis should be fed back into ex ante amatp improve projections,
consideration of transition mechanisms, risk assesg PSIA and analysis of
institutional and political capacities and to infoalternative policy options. To facilitate
and demonstrate the absorption of lessons leanteduture programs, staff should be
required to detail in PRGF documentation and reigues the use of Fund resource
documents how the proposed program has been infbboynéhe evaluation results and
discussions of these at the national level. Suyastoeedure is

40 Oxfam, 2002.

411EO, 2002, p. 86.



42 The IEO (2002) argues that this could be carrigdlorough the IMF's surveillance
processes.

consistent with the IEO's (2002) recommendatioas '8taff reports ... should provide
more of a perspective of the history of the IMFsgram involvement with a country.
This should highlight what has been achieved anerevprevious strategies have fallen
short of their objectives and why'.

As with monitoring during implementation, evaluatiof outcomes should be an open
process involving IMF staff, key national stakeleskl donors and evaluation specialists,
and should bring together quantitative and qualgadata from a range of sources. A
participatory process is likely to generate a widerge of data, and therefore a more
disaggregated picture of policy impacts (Robb, 200Bere are likely to be conflicting
views of successes and failures and costs anditser@bnflicts of interest are likely to

be common and consensus rare. Evaluation shouldderstood as a means to negotiate
these different realities, providing opportunities program stakeholders to reconcile
their various perspectives or versions of reakligr(et at 2001). Reconciling these (or
not) is an invaluable opportunity for broadeninglerstanding. The co-existence of
different interpretations of outcomes requiresipguants in the process to become aware
of different points of view and broadens the intetation of the evidence. This can help
to avoid 'paradigm traps' among policy makers lihat their views on development
options (ECPDM, 2003). The participation of all kagtors is important because 'it is
often the learning that takes place in the couf$beoevaluation process which is most
used, rather than the report prepared at thedénd'.

Performance Monitoring for Learning and Accountability

There is likely to be a trade-off between perforoeamonitoring to improve learning and
performance monitoring for accountability to interand external stakeholders. The
latter is likely to encourage a greater focus ailganeasurable outputs which are more
easily attained and attributed to IMF activitiesl&or which data can be regularly
collected, rather than a focus on outcomes andathgwoals. Since program staff cannot
easily be held accountable for outcomes that caaffbeted by many factors, this is also
likely to encourage a focus on inputs and outpatsvhich staff can have (potentially)
great control. Whereas performance monitoringdarring is more likely to encourage a
shift in attention away from inputs and output®tdcomes and impacts on longer term
goals, and to better understanding of the causetdihkages between them. While
accountability tends to be a backward-looking, tffinting exercise, learning takes a
more positive, forward-looking perspective.

Secondly, accountability reporting is likely to u&g much more rigorous data
collection, methodology and attention to data qualnd external verification. Annual
reporting may also encourage standardisation aioooé¢ performance criteria for
aggregation purposes, which may not be optimabssible. The data/results for which it
is possible, such as inputs and outputs, may ngebeinformative whereas learning for
decision making is more likely to involve more



43 Earlet al, 2001.

rapid and low cost data collection and appraisainegues and self-assessment, and
encourage more participatory methods and stakehiwidelvement.

Thirdly, accountability reporting, especially ihked to rewards or penalties, is more
likely to encourage risk averse behaviour and agam easily achievable results or what
is easily measured. In contrast, a learning apjprazey encourage risk-taking and
experimentation (OECD, 2001).

Given these trade-offs it would seem to be moresheial to implement a results-based
process to focus on learning to improve policy edysince minimising adverse policy
outcomes and maximising goals would seem to be morthwhile to achieve than
apportioning blame.

Instead, it would seem more appropriate to allowegoments to take policy decisions
and for them to be held accountable at the natiewal. In which case staff could be
appraised on the basis of how well they understamsition mechanisms and can
anticipate shocks and risks into their policy asslywhether they undertake PSIA, how
willing staff are to enter into discussion with ioatal stakeholders and comprehend
different view-points during performance monitoriad to what extent they feed
evaluation experience back into their ex ante amagnd policy design, and generally
how well they comply with operational proceduresgceparing policy advice, and
monitoring and evaluation (see next chapter).

Resources

Introducing more analysis and evaluation into pangdesign will require more staff
time and resources. Previous efforts to encouragmst assessment of programs have
been hampered by a lack of time in busy progranadegnts, suggesting that staff
numbers should be increased in these (IEO, 2008)afbmental targets for staff time
allocated to analysing monitoring and evaluatiowlifngs could be introduced to help
staff prioritise competing requirements. Introdgcmore analysis and evaluation is also
likely to require a wider range of expertise thia@ tIMF currently employs.

Financial resources could be redirected from casarveillance budgets. A significant
amount of resources (both staff and financial)sgent monitoring industrialised
economies with little overall benefit (Crost al, 1999). These activities could be
reduced and the freed-up resources channelleciatodepartments engaged in lending
and program activities.

Although a results-based system will cost moris, aiso likely to save money in the

long-run if it leads to better policy design, befieogram implementation and better
outcomes.

Conclusion



Accountability and effective learning are two sid#she same coin. If the IMF can
demonstrate that it is learning from policy miswkiérough a transparent and systematic
learning process, and taking appropriate actiam this effectively being accountable.

However, no matter how well designed IMF policy iies, there will always be
winners and losers. Therefore, designing the ‘rjghlicy will never be a purely technical
process. Inevitably, there will be a political elmhto the policy choice and losers will
demand accountability. Democratising decision mgkioy opening up policy debate at
the national level and enabling decisions to bendiere, effectively 're-politicises’
policy making, and allows those who take decisionse held accountable. The
implication is that the IMF should satisfy itselftiva purely advisory role and should
resist imposing policy conditionality.

In an advisory capacity the IMF still has a reslaifig to demonstrate the outcomes of
its policy advice. To improve and demonstrate thality of its advice, the IMF needs to
establish clear processes by which assumptionpalicy rationale are clearly
articulated, ex ante analysis of impacts and fiskds into its policy advice, intermediate
monitoring feeds into program review and ex postigation informs new program
design to facilitate evidence-based policy makiigevery stage data and analysis
should be made publicly available.

The IMF has an opportunity to facilitate accounigband learning at the national level
as well as for itself by including national stakkelews in monitoring and evaluation
processes. Inclusive and transparent monitoringeaatliation is likely to be as equally
political as making policy choices. Different sthkéders will interpret results differently
and debate about policy choices will almost celyampen up areas of conflict between
stakeholders. However, the opportunities for @ksholders to learn from this process
are invaluable, and efforts should be made to deasons beyond those immediately
involved in the process.

Incentive structures will need to change at the WIEncourage staff to fully engage in
such monitoring and evaluation processes. The IMflsl fulfil the IEO's
recommendations to assess implicit and explicft staentives in order to reorient these
to support a culture based on performance andctiitése learning.

This discussion has barely touched upon the iskdata problems. That data problems
exist is put forward as a case for not undertakimgact analysis, monitoring and
evaluation. This is a short-term issue; with dueitive the necessary data will be
collected. The IMF has made it a priority to pusiv@rnments to collect and publish
good quality data in other areas through its Specid General Data Dissemination
Standards which has given due incentive to goventsné can likewise do the same for
data on outcomes and key objectives. ImprovingMfés own databases and making
these public should be a priority to demonstra& ithis willing to practise what it
preaches.



However, in terms of both accountability and leagpino matter how good the data,
policy design and evaluation will be a politicabpess. Thus the transparency and
inclusiveness of these processes is essentialaAgEal. (2001) point out, the most
useful lessons are often achieved during the psagker than from the actual data.
Whether the IMF is prepared to learn will dependubrether it is prepared to be
accountable to a wider public.
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Chapter 4
Operational Policies and Procedures and an
Ombudsman

Daniel D. Bradlow
Introduction

This chapter is about the administrative practafes public institution, the International
Monetary Fund (IMF). The principles of good govaroarequire that the IMF's
administrative practices should promote both effitiand effective IMF operations and
the accountability of IMF staff and managemégrthe administrative practices can only
promote accountability if they satisfy two conditgo First, the institution's stakeholders
and the staff and management themselves must eeabetermine if the staff and
management's conduct conforms to the appropriatelatds for measuring their
performance. These standards can be divided irda@categories. The first, which can be
termed operational policies, establishes the sobgearequirements that the staff and
management must meet in implementing the instigipolicies. Examples of
operational policies are the World Bank's environtakassessment requiremehésd

the International Monetary Fund's (IMF) guidelimesconditionality3 The second,

which can be called operational procedures, explaow the staff and management of
the institution should go about making decisiond emnducting its operations. Examples
of operational procedures are the steps that V\Baltk staff must take in conducting
environmental assessmehtnd the IMF's guidance note

1 For a general overview of IMF governance, se&an. HoutvenGovernance of the
IMF:Decision Making, Institutional Oversight, Trgoesrency and AccountabilitffMF
Pamphlet Series #53, 2002).

2 World Bank, Operational Manual, Volume II, 'Safagii Policies, Operational
Policy(OP) 4(01),Environmental AssessmetB99,



http://wbln0018.worldbank.org/Institutional/Manu@®Manual.nsf7toc2/9367A2A9D9
DAEED38525672C007D0972?0penDocument

3 International Monetary Funuidelines on Conditionalify2002,
www.imf.org/External/np/pdr/cond/2002/eng/quid/0923pdf

4 World Bank, Operational Manual, Volume II, SafeguRoliciesBank Procedure
(BP)4.01: Environmental Assessmeifi99,
http://wbIin0018.worldbank.org/Institutional/Manu&pManual.nsf/ea5916efc9250dI08
52565afD054d273/c4241d657823fd818525672c007d096Garument

on the guidelines on conditionali/This second category is comparable to
administrative procedures in national legal systems

The second condition is that the institution mustdhsome mechanism for dealing with
cases of staff or management non-compliance wélagplicable operational policies
and procedures and the consequences thereof. Eeawofpinechanisms established for
this purpose include ombudsmen, administrativeitrétss and inspection mechanisms,
like the World Bank Inspection Panel.

This chapter examines how well the IMF's admintateapractices conform to this
principle of good governance. It is divided intafeections. The first section is a review
of the existing operational policies and procedimdbe IMF and a comparison with the
situation in the multilateral development banks (BH). The second section evaluates the
feasibility of the IMF establishing a comprehensse¢ of operational procedures. The
third section considers the case for establishimgehanism for holding the IMF staff
and management accountable for their compliande avdomprehensive set of
operational policies and procedures. The finaliseaontains recommendations, based
on the lessons learned in the previous sectiotiseothapter. It recommends that the IMF
develop a comprehensive set of formal operatiooktips and procedures and that it
establish an ombudsman to deal with the probleested by staff and management non-
compliance with these policies and procedures.

The Current Situation in the IMF and Comparison with the MDBs

A. Current Situation in the IMF

Operational policies and procedures are part ofitkernal law' of an international
organization. For current purposes, ‘internal l&férs to the combination of the
constitutive documents of the organization andrtihes and regulations that it develops
to govern the way in which it implements its maedat

The IMF's internal law consists of the following:

1. Articles of Agreemerg This is the international agreement, signed anfie@ by all
IMF member states, that establishes the powersramdiate of the IMF. The issues



addressed in the Articles include the purposeb@tMF; its powers to conduct
surveillance, to provide financing to its membeates and to issue SDRs; its governance
structure; and the rights and obligations of IMFmber states.

5 International Monetary Fun@perational Guidance on the New Conditionality
Guidelines www.imf.org/External/np/pdr/cond/2003/eng/0508081ht

6 International Monetary Fundyrticles of Agreement of the International Monetary
Fund adopted 22 July 1944ww.imf.org/external/pubs/ft/aa/aa.pdf

2.By-Laws7 The Board of Governors adopts these by-laws puatdodts authority
under the Articles of Agreement. They are inteniecomplement the Articles. They
deal with such matters as the conduct of the mgewfthe Executive Board and the
Board of Governors, the appointment of ExecutiveeBtors, voting, the ability of
members not entitled to appoint an Executive Daett be represented at meetings of
the Executive Board, budgets, audits and memberssues.

3. Rules and Regulatior&These 'provide such operating rules and procedures
regulations, and interpretations as are necessargesirable to carry out the purposes
and powers contained in the Articles, as suppleettby the By-Law). The IMF has
20 rules and regulations, each of which is idesdifoy letter. They cover such issues as
the meetings of the Executive Board, the mecharispécts of transactions with the
IMF, accounting and reporting in the IMF, relatioms$h non-member states, staff
regulations and the operation of the SDR accoum. rlile dealing with staff is
designated Rule-N. It covers such issues as appeittof staff, the fact that staff owe
their loyalty 'entirely’ to the IMF, individual $fanvolvement in political affairs,
publications by staff, the affirmation that stafabke upon their appointment, staff
grievances and staff travel.

4. Decisions of the Boaril0 These are formal decisions of the Executive Bolaatl
establish clear policies for the IMF. They dealhnstich issues as the content of
conditionality, Article IV consultations and thdemf the IMF in governance.

5. General Administrative Orderkl These are orders issued by management. They
usually deal with personnel issues as opposeddmtpnal issues.

6. Codes of Condurt2 The IMF has a code of conduct for its staff anchagement and
a separate code for Executive Directors, Alterfiadecutive Directors and their advisors.
Both codes deal with ethical issues related tgtlblem of corruption.

7 International Monetary Fun@y-Laws of the International Monetary Fyratlopted 16
March 1946 www.imf.org/external/pubs/ft/bl/blcon.htm

8 International Monetary Fun®Rules and Regulations of the International Monetary
Fund adopted 25 September 1946yw.imf.org/external/pubs/ft/bl/blcon.htm




9 International Monetary Fun&®ules and Regulations of the International Monetary
Fund Rule A-1, Scope of Rules and Regulations, adopfe8eptember 1946, amended
1 April 1978, www.imf.org/external/pubs/ft/bl/rr01.htm

10 International Monetary Fun&elected Decisions and Selected Documents of the IM
Twenty-Seventh Issu&l December 2002yww.imf.org/external/pubs/ft/sd/index.asp

11 International Monetary Fund, Report of the ExtéPenel,Review of the
International Monetary Fund's Dispute Resolutiost8gm 27 November 2001, available
atwww.imf.org/external/hrd/dr/112701.pdf

12 International Monetary Fun@ode of Conduct for Staf81 July 1998,
www.imf.org/external/hrd/code.htninternational Monetary Fun€ode of Conduct for
Members of the Executive Board of the Internatidviahetary Fung14 July 2000,
www.imf.org/external/hrd/edscode.htm

7. Guidance Document3hese are policy papers and guidance notesé¢hausthe

IMF's policies on specific issues. Most of theseusoents are operational policy
documents that are intended to provide guidanad®substance of IMF policy in regard
to specific activities of the IMF or to specifisiges relevant to IMF operations. An
example of such a document is the IMF Guideline€onditionalityl3 Recently, the

IMF issued a guidance note that provides guidandecsv the staff should implement the
conditionality guidelined4 This is a rare example of a formal and publiclgitable

IMF operational procedure. Most IMF operationalgadures are informal and not
publicly available. It is important to note thatstunclear if these guidance documents
establish binding standards and procedures fordMf or are merely precatory in
intent.

The internal law addresses four administrativedasswuith differing degrees of detail. The
most detailed relates to the personnel policiage@1MF, including the rights and
responsibilities of IMF employees. One indicatidribee importance that the IMF

attaches to this issue is the number of mechartisatst has established to 'enforce’ these
personnel policies. This infrastructure, in addhtto less formal grievance proceduiés,
consists of the following elements:

1. OmbudsmenOmbudsmen are able to investigate and then leslve problems that
arise between staff and management.

2. Staff Association Committdé® This is a committee of the Staff Association and of
its functions is to advise staff on their rightslarsponsibilities and to assist in the
resolution of cases of staff grievance with IMF mg@ment.

3. Administrative TribunallL7 This is an independent tribunal on which legalezigowho
are not employees of the IMF serve on a part-tiams The tribunal's function is to hear
formal complaints and grievances of employees ®fibhi- relating to their treatment by
their managers and the IMF as an institution. Tibeihal has the power to overrule



management and to provide complainants with congiemsfor the harm they have
suffered and to order their reinstatement.

4. Ethics Officerl8 The IMF has appointed an Ethics Officer to adaléMF officials
on issues arising from the applicable code of cohdu

13 Guidelines on Conditionality, supraote 3.
14 Operational Guidance on the New Conditionality d&lines, supra note 5.

15Review of the International Monetary Fund's DispResolution System, supnate
11.

16 Review of the International Monetary Fund's DispRtsolution System, supnate
11.

17 International Monetary Funddministrative Tribunal (IMFAT,)
www.imf.org/external/imfat/index.htm

18 International Monetary Funé&thics Officer- Terms of Referenc@8 February 2000,
www.imf.org/external/hrd/eo.htm

These mechanisms support the internal law in tiwaes. First, they help educate staff
about what their rights are and the standardswitich they can expect their managers
to conform. Second, they allow employment probléonise resolved in a way which is
effective, impartial and based on the merits ofdhge. Third, their case records help the
IMF learn lessons about the nature of the employmedationship in the institution and
how to improve it.

It is important to note that the IMF has establisha infrastructure for implementing its
personnel law that meets almost all the requiresniemtaccountability mentioned at the
beginning of this chapter. It has clear policied procedures, with the possible exception
of a rule making process, and a mechanism for rmong and enforcing compliance

with these policies and procedures. Interestingig, is the only part of the IMF internal
law for which this observation is accurate.

The second issue addressed by the internal laveisutes and practices dealing with the
governance of the IMF. These rules and practicabwligh such issues as the election of
Executive Directors, the conduct of Board of Goweshand Executive Board meetings,
and the accounting practices of the organization.

The third issue addressed by the internal law e atpnal policies. The content of these
policies is less detailed than the content of #veih regard to personnel matters. The
mechanisms for ‘enforcing' this law are also lesh geveloped. Examples of IMF
operational policies are the new conditionalitydglines19 and the policy documents on
surveillance20 governanc®2l and poverty reduction strategy papers (PR3R&)ntil



recently the only IMF mechanism for monitoring cdiapce with these operational
policies was the Policy Development and Review Biepent (PDR) of the IMF. It is
interesting to note that PDR, whose staff are @gMiF employees, is responsible for
both the development and the review of IMF poli@esd their implementation. There is
an obvious conflict of interest between the potieyelopment and policy review aspects
of PDR's work which has tended to undermine putsiefidence in the objectivity of
PDR reviews of IMF operational policies. Recenthg IMF, in part to address this
problem, established an Independent Evaluatiorc€2f8 which is independent of IMF
management and reports directly to the Executiver@do evaluate selected aspects of
IMF operations. Consequently, to some extent it

19 Guidelines on Conditionality, supraote 3.

20 International Monetary Fund, Public Informationtde (PIN) No. 03/50, 10 April
2003, Enhancing the Effectiveness of Surveillati@gerational Responses, the Agenda
Ahead, and Next Stepsww.imf.org/external/np/sec/pn/2003/pn0350.htnternational
Monetary FundSurveillance: A Factsheet, April 2003
www.imf.org/external/np/exr/facts/surv.htm

21 International Monetary Fundhe Role of the IMF in Governance Issues: Guidance
Note www.imf.org/external/np/sec/nb/1997/nb9715.htmfii&ernational Monetary
Fund,Good Governance: The IMF's RplE997, available at
www.imf.org/external/pubs/ft/exrp/govern/govern.pdf

22 International Monetary Fun®overty Reduction Strategy Papers (PR3$#5t updated
16 June 2003yww.imf.org/external/np/prsp/prsp.asp

23 International Monetary Funéhdependent Evaluation Office (IEO) of the IMF
www.imf.org/external/np/ieo/index.htm

functions as a monitor of staff and management diamge with the applicable
operational policies.

The fourth and least developed area of the IMR&rmal law is its formal operational
procedures. Two preliminary points must be madeaithos area of the internal law.
First, IMF 'operational procedures' can be undedsts referring to the way in which the
staff and management execute their responsibiliiésIF surveillance, financing,
analytical, and technical assistance activitieso8d, the focus of this chapter is on the
establishment of formal operational proceduresctvimmeans that they have entered into
force after a drafting and approval process thailten a board-level decision, and that
they are publicly available.

With one exception, the IMF does not have formaragional procedures. This
exception is the operational guidance note thatNttehas adopted to assist staff in
implementing the conditionality guidelin@4.The IMF does have informal procedures in
the form of memoranda and notes from managemehetstaff that provide guidance on



how they should conduct IMF operations. These exjgtrocedures are informal in the
sense that they have not been presented for bpprdwal and are not contained in a
publicly available document. One example of suciméormal operational procedure,
identified through references in published matsriel an operational guidance note on
surveillance2s

The lack of formal operational policies means,drample, that there are no publicly
available documents that external stakeholdersonsult to learn how the IMF decides
with whom it should consult during surveillance gg@ns or in designing its financing
arrangements or its technical assistance programsits general analytical and policy
work, how it organizes these consultations, or vematthe factors that staff consider in
making specific types of decisions. In additioreréhare no mechanisms that
stakeholders can use to hold the IMF accountablthéoway in which it implements the
existing informal operational policies or the onemal policy. Thus, the internal law in
regard to operational procedures fails to confamaither of the two standards for good
administrative practices identified at the begignarf this chapter.

The IMF's failure to develop comprehensive fornadm@tional procedures can be
explained. When the IMF was responsible for marggisystem of relatively fixed
exchange rates, it could limit its interactionstenmember states to the financial and
monetary authorities. This meant that there wamiéeld range of officials involved in
these interactions. In addition, the IMF staff wbbke sent on mission with detailed and
carefully crafted instructions and

24 Operational Guidance on the New Conditionality Galides, supranote 5. The IMF
is currently engaged in a participatory processu@igg its relations with civil society
and it is possible that this process will resulaisecond formal operational procedure.

25 Footnote 28 ifEnhancing the Effectiveness of Surveillance: Opaenat Responses,
the Agenda Ahead and Next Stgpepared by the Policy Development and Review
Department in consultation with Other Departmea&Nlarch 2003) refers to an
Operational Guidance Note for Staff Following tH#2 Biennial Surveillance Review,
September 200However, this note is not publicly available.

would be required to refer matters back to headqusmbefore agreeing to any deviations
from what was proposed in these instructidgfg.he result was that both from the IMF
and the member state perspective there was limged for formal operational
procedures. Everyone involved in the discussiotwdxn the IMF and the member state
knew and understood tlade factooperational procedures.

However, following the collapse of the par valustseyn and the expansion in the scope
of IMF operations that occurred in the course ef1880s and 1990s, the nature of IMF
interactions with its member states has cha®@yethere are at least three changes that
are relevant for current purposes:



1. The political context within which the IMF must ogte has changedJon-state actors
— corporations, NGOs, civic organizations — havgupeto play a greater role in
international affairs generally and in the worklod IMF in particular. This can be seen,
for example, in the consultation requirements eRRSP process, the efforts the IMF
makes to meet with civil society in its missionsttomember states, and in its growing
informal interactions with civil society over patiar policy papers of the IMF. This
evolving relationship has increased the pressut@®ihMF to disclose more information
and was an important factor in the establishmeth@®independent Evaluation Office.
NGOs and civic organizations, however, continueriticize the IMF for the lack of
transparency in its operating procedures. Theyeatigat they do not fully understand
how the IMF makes operational decisions and thegpptears that its decision making
process is subject to undue influence from the §Mikdst powerful member states.

2. The nature of the IMF's relations with its memb@tes has change@riginally the
IMF was perceived as and operated like a creddruim which all participants were both
contributors to the fund and users of its servidésis, all member states understood that
IMF policy and operational decisions could beconnedly applicable to them.
However, this is no longer the case. Today, the cmuntries contribute most of the
IMF's funds but never use its financial or techhgzvices while the developing
countries contribute a relatively small portiontsfresources but use all its services. In
addition, the rich countries, both because of teghted voting structure in the IMF and
the structure of its Executive Board, are ableawtiol the institution and make
operational policy for it, even though these pelcwill never be applicable to them or
their citizens. The developing countries, who apehdent on the services of the IMF,
on the other hand find it much more difficult tarfi@pate in policy and decision making
of the IMF. The result of these changes is thatvagy

26 R.H.R. Harperinside the IMF: An Ethnography of Documents, Tebmpand
Organizational Actior(1998) at 175-230 for a description of an IMF naas

27 See James M. Boughtdsilent Revolution: The International Monetary Futfr9-
1989(2001) for a history of the International Monet&ynd during much of this period.

imbalance has developed in the 148 In this situation, the lack of formal
comprehensive operational policies and procedwresrbes a problem that affects the
perceived fairness of IMF operations and decisiaking.

3. The scope of IMF operations has expanded dramétichhe IMF, in addition to its
involvement in monetary, fiscal and exchange raley, is now also involved in
advising countries and in supporting their efféotpromote better governance, and to
adopt policies that are geared towards povertyatamluas well as towards
macroeconomic stability. The result is that a memsheate's central bank and ministry of
finance do not have all the necessary informatlwouathe issues of interest to the IMF.
Thus, the IMF needs to interact with a much broaaexy of governmental and non-
governmental sources if it is to obtain the neagssdormation, and effectively design
and implement its operations. All these sourcesifurence the success of its proposed



activities. For these additional actors, the latklear and predictable IMF operating
procedures becomes a problem because they do owttke most effective ways to
engage with the IMF and cannot understand its ¢ip@iE needs.

The combined effect of these three changes ighkateed for formal and comprehensive
IMF operational procedures has become more urdéetlack of such procedures is
undermining the efficacy of the IMF and even theeatg its legitimacy.

B. Situation in the World Bank29

The World Bank, unlike the IMF, has formal operatibpolicies and procedures to guide
its staff in the conduct of their responsibiliti®oth of these are contained in the Bank's
Operational Manu&D which is available at the Bank's website. It addes such issues
as the types of products the Bank offers, the ghows Bank staff should follow in
developing their country assistance strategiesotimel analytical work, the procedures
they should follow and the factors they should abersin their project and loan
preparatory work, the environmental and socialgaded policies of the Bank, the
procedures applicable to loan disbursements arad/negnts and the staff's
responsibilities in monitoring Bank-funded projects

28 See Daniel D. Bradlow (2001) 'Stuffing New Win¢di©ld Bottles: The Troubling
Case of the IMFJournal of International Banking Regulatios(1).

29 The 'World Bank' refers to the members of the W&&nk Group. The members of
this group are the International Bank for Recortdiom and Development (IBRD), the
International Development Association (IDA), théeimational Finance Corporation
(IFC), the Multilateral Investment Guarantee Age(lgyGA) and the International
Centre for Settlement of Investment Disputes.

30 The Operations Manual can be viewed at
www.worldbank.org/institutional/manuals/opmanudi.A$is manual is only applicable
to the IBRD and IDA. However, many of its policiasd procedures have been
incorporated into the operational policies and pdares of IFC and MIGA. See
websiteswww.ifc.org; www.miga.org

The Bank's operational policies and proceduresisboka number of different
documents. They ai&l

1. Operational Policies (OPs)rhese are short, focused statements that arendram
the Bank's Articles of Agreement, the general cooias, and policies approved by the
board. They establish the parameters within whighkBoperations must be conducted
and describe the circumstances under which exceptmthese policies are admissible
and who can authorize such exceptions. In the temgy of this chapter, the OPs are
the Bank's operational policies.



2.Bank Procedures (BPsJhese are statements explaining how Bank staffilsh
implement the policies set out in the OPs. They sp# the procedures and
documentation that staff are required to obtaine @htheir purposes is to ensure Bank-
wide consistency and quality in the implementatbthe OPs. In the terminology of this
chapter, the BPs are the Bank's operational proesdu

3. Good Practices (GPs)hey contain advice and guidance for staff onlengenting

the OPs. The GPs contain information on such nsa#tethe history of the issue being
addressed in the OP, the sectoral context withiiclmtine OP is being implemented, the
analytical framework that has informed the substasfche OP, and they provide some
best practice examples.

4. Operational Directives (ODs)The ODs contain a mixture of policies, procedued
guidelines. They are gradually being replaced bg,@®s and GPs.

5. Operational Memoranda (Op. Memo3hese are interim instructions designed to
elaborate on issues raised in OPs/BPs or ODs. thedestructions in Op. Memos are
incorporated into revisions of the pertinent OPEBRe Op. Memos are retired.

OPs, BPs and ODs, which are contained in the OpaetManual, are mandatory and
the staff is expected to comply with their termsiinoperational activity. GPs and Op.
Memos are not mandatory and may not be in the Gipeed Manual.

The Bank has established a number of independetstianesms for monitoring and
ensuring staff compliance with these operationéiti@s and procedure®2 They are:

31 These descriptions are drawn from the definitioithese documents contained in the
Operations Manuaidem.

321In the case of the IBRD and IDA these independestthanisms are in addition to the
Operations Policy and Country Services Vice Pregigewnhich is responsible for
strengthening management systems for monitoringpiante. See World BanKQuality
Assurance Groupmavailable at
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECT3G/0,,pagePK:109619~t
heSitePK:109609,00.html

1. Operations Evaluation Department (OEB3 The OED is responsible for evaluating
completed Bank projects and for offering the manag# insights into the strengths and
weaknesses in Bank operations. Its activities reag it to recommend changes in Bank
operating policies and procedures.

2. Inspection Panel (PaneB4 The Panel, whose jurisdiction is limited to IBRBdaDA
operations, is authorized to receive requests inyngroups of two or more persons who
claim that they have been or are threatened witim liy the Bank's failure to act in
compliance with its operational policies and praged. The Panel is authorized to
investigate these complaints and make recommemdatiiothe Bank's Executive Board



on how to correct the problems caused by Bank monptiance with these policies and
procedures.

3. The Compliance Advisor Ombudsman (CA6)he CAO's jurisdiction is limited to
the social and environmental aspects of IFC and MdBerations. It is authorized to

deal with complaints received from persons whoncliiey have been or are threatened
with harm caused by IFC or MIGA funded operatidngnonitor compliance with IFC
and MIGA social and environmental standards andatjmmal procedures and to give the
management of these institutions advice on theabaod environmental aspect of its
operations.

The Bank's personnel policies and procedures havaikar structure to the IMF. It has a
staff manual that informs staff about their rightgl responsibilities. In addition, the
Bank, like the IMF, has an Administrative Tribunah Ombudsman, and an Ethics
Officer. Their powers and procedures are similahtse of the corresponding bodies in
the IMF.

Situation in Regional Development Banks36

The African, Asian and Inter-American DevelopmeanBs and the European Bank for
Reconstruction and Development follow similar agatees to the World Bank. This
means that they each have operational policiepeowkdures to guide their staff in the
conduct of their operations. All four have an ewsilon department that helps monitor the
implementation of these operational policies and

33 World Bank,Operations Evaluation Departmemtww.worldbank.org/oed/

34 World Bank,The Inspection Pangavailable at
http://wbln0018.worldbank.org/ipn/ipnweb.nsf

35 Compliance Advisor Ombudsmamvw.cao-ombudsman.org/ev.php

36 For information on the operational policies andgadures of these banks, see
www.iadb.org/exr/english/POLICIES/policies.hfor the Inter-American Development
Bank; seevww.adb.org/Development/policies.aapd
www.adb.org/Documents/Manuals/Operations/defayd®pspoliciesor the Asian
Development Bank; see
www.afdb.org/projects/policies_and_procedures.htaR8n2=1&n3=0 for the African
Development Bank; seeww.ebrd.org/about/index.htfior the European Bank for
Reconstruction and Development.

procedures. In addition, the Asian, and Inter-Aaami Development Banks and the
European Bank for Reconstruction and Developmewve iiespection mechanisms to
monitor compliance with these policies and procedwand to deal with the harm that
they caus@&7 Finally, each of the regional development banksgesonnel policies and
mechanisms for dealing with grievances that maseaunder them.



Designing a Formal and Comprehensive Set of Operatnal Policies and
Procedures for the IMF

The previous section makes it clear that the IM&nisinusual international financial
institution (IF1) because it does not have a sébohal and comprehensive operational
policies and procedures. There are two possibl&aeagions for this difference. The first
is that the IMF's lack of such procedures is aittable to the significant operational
differences that follow from the macroeconomic ®afi the IMF's responsibilities
compared to the MDBs' emphasis on project lenditgyvever, this is not an adequate
justification for the IMF's lack of a formal set gperational procedures. The scope of the
IMF's interactions in those member states thaiteservices tends to be no less diverse
or complex than the interactions of the MDBs instheocieties. In addition, the impact
of an IMF operation on a particular state tendseastronger than the impact of most
MDB operations on the same state. Consequentiasithe same need for transparent
and predictable procedures to guide the condustadf and management as the MDBs.

The second possible explanation is that the codtsetIMF of having formal operational
procedures are too high. In order to adequatelgsashis explanation, it is necessary to
determine both the costs and benefits that suatedwoes would create for the IMF.

A. The Benefits

There are five significant benefits that would aecto the IMF from having a set of
formal operational procedures. They are:

1. Effective Guidance for Stafformal operational procedures would provide sdatt
management with a clearer understanding of whexpgcted from them during IMF
operations. This should facilitate staff accourtgband provide a basis for improving
staff performance. It should also facilitate theet@ralization of IMF operational
decision making, which may help promote membeestatnership' of IMF-

37 Asian Development Bankpspection Functioowww.adb.org/Inspection/default.gsp
European Bank for Reconstruction and Developmadgpendent Recourse Mechanjism
www.ebrd.org/about/policies/irm/irm.pdfhe Inter-American Development Bank does
not mention its Investigation Review Mechanism snnebsite.

funded programs. Finally, these procedures mayipelsi affect staff willingness to be
innovative by giving them clear guidance on whéaere is scope for innovation.

2. Predictability in the Conduct of IMF Operatiansormal operational procedures
provide greater predictability to IMF operationarnhinformal procedures which can
relatively easily be changed. This will enhancéhtsitikeholder confidence in dealing
with the IMF and IMF staff confidence in their indetions with outside stakeholders.

3. Transparency in IMF Decision Making and Actidgrormal procedures would make it
easier for outsiders to understand how the IMF dilsesork and the factors that it



considers in making its decisions. This should leddpify the scope of IMF
responsibilities and differentiate them from thep@nsibilities of member governments
in their dealings with the IMF. Increased transpayemay also reduce suspicion that the
IMF management is unaccountable, has too muchatisaorand is susceptible to
pressure from powerful member states in its decisiaking.

4. Accountability Formal operational procedures will promote accalitity in two

ways. First, they will give outside stakeholdemsiember states and non-state actors — a
principled basis on which to hold IMF staff and ragament accountable. This should
help depoliticize the issue of IMF operational agaability for specific operations and
decisions. Second, formal procedures will helpkihard members to hold IMF staff and
management accountable.

5. Lessons Learnedrormal operational procedures will also makegier for the IMF to
learn about the actual impact of its operationatpces and the strengths and
weaknesses of its operational policies and proesdaind to improve them over time.

B. The Costs
The IMF would incur the following costs from havifarmal operational procedures:

1. Increased Bureaucratizatiofrormal operational procedures can result in INgf s
developing a cautious approach to their work inchithey seek to do everything 'by the
book'. There is also a danger that the rules r@salh increase in reporting and
paperwork requirements that reduce staff produgtivi

2. Loss of Flexibility It is impossible for the drafters of the proceziito anticipate all
the situations in which they need to be appliedusTlthe procedures can result in a
certain loss of operational flexibility becauseytltannot be easily adapted to specific
conditions in which they actually must function.i§im turn may cause the IMF, once
again, to be seen as imposing a 'one size fitagdfoach on its member states.

3. Disincentives for Innovatior-ormal procedures can increase the risk thaft asaf
management will be sanctioned for being innovativeays that do not strictly comply
with strict interpretations of the procedures. 8ittre issues with which the IMF deals do
not have clear answers and their resolution regjaireativity, any disincentive to
innovation is a potentially significant cost foetiMF. The cost however is mitigated by
the fact that it is not in the IMF's interest fbetstaff and management to have too much
scope for uncontrolled innovation and the proceslgen establish the limits on their
scope for permissible ingenuity.

C. Balancing Costs and Benefits
There are four reasons why the benefits of havangpél operational policies and

procedures outweigh the costs for the IMF. Finsthsprocedures help outside
stakeholders engage effectively with the IMF, whigparticularly relevant at a time



when the IMF is advocating increased participatiothe PRSP process, increased
country ownership of IMF-supported programs anddparency, participation and
accountability as key elements in good governaacéd member states. Second,
transparent and predictable operational proceduitemcrease public understanding of
the IMF's operations, including of the costs assted with more transparent operating
procedures. Third, the procedures will promote IdEountability. Fourth, the policies
and procedures will improve internal IMF governaate time when IMF operations are
growing more complex. All these benefits would bened in areas where the IMF is
particularly weak: public confidence and trusthe IMF and the efficacy of its
operations is declining and there is a growing naiim between the IMF's rhetoric on
good governance and its own governance practices.

Given these significant gains, the question of Wwlebr not the IMF should adopt a set
of formal operational rules and procedures seergitaown to two questions:

1. Can the IMF draft operational policies and pohees that maximise the benefits while
minimising the costs associated with such polieied procedures?

2. What should the scope of the policies and praaedbe?

Each of these questions is answered below.
C.1: Drafting Operational Policies and Procedures

The primary drafting challenge is to strike the ryppiate balance between the rigidity
needed to provide stakeholders with the desiredigiability and transparency in IMF
operations and the flexibility needed for managenaen staff to adapt the policies and
procedures to the variety of situations in whickytimust operate. There is no theoretical
reason that this cannot be done. In fact, it igype of drafting challenge that
government drafts-people confront all the time.

In this case the goal is to draft operational pesichat are sufficiently detailed that they
provide all stakeholders with the predictabilitydanformation that they need to
understand the policies of the IMF and their openatl goals when they implement the
policies. The objective in drafting the operatiopadcedures is to identify the categories
of information staff need to gather in order tofpen their operational responsibilities;
the factors they should consider, the people theulsl consult and the steps they should
follow in making operational decisions. In additidhe procedures should clearly explain
how staff can seek exceptions to the policies andguures. There are two good models
that the IMF could use in this drafting exercisbeTirst is the IMF's owiNew
Conditionality Guidelinesnd itsOperational Guidance on the New Conditionality
Guidelines38 The second is the Bank's three related operataw@lments — OPs, BPs
and GPs. These examples clearly demonstrate tisgtatssible for the IMF to develop
operational policies and procedures that combiediptability and transparency in IMF
operations with operational flexibility.

C.2: The Scope of the Operational Rules and Procedures



There are two aspects to this issue. First, theatipeal policies and procedures should
address how the IMF conducts its operations ancemdgcisions relating to all aspects
of its work. This means that they should coveraapects of IMF surveillance, the design,
negotiation and implementation of IMF financial grams, IMF technical assistance,
policy and analytical work and its relations witth@r organizations.

Second, the IMF needs to establish a transparenpr@dictable rule-making procedure
that will govern how the IMF develops all its opiwaal policies and procedures. The
extensive consultation that preceded the adopfidimeocurrent guidelines on
conditionality and of the work plan of the IndepentiEvaluation Office are important
precedents in this regard. However, in each ofetltases this impressive process was
'revealed' to all interested parties as it unfoldestead, the IMF needs to establish a
predictable rule-making procedure that it will ajdollow when developing new
operational policies and procedures. This is coasisvith general principles of good
governance that the IMF advocates to its membezssta

The Need for an Ombudsman in the IMF

In order for operational policies and procedureldeffective, they need to be supported
by a mechanism capable of monitoring and promatorgpliance with them. One
indication of the importance of such mechanisntbas the MDBs either have or are
considering establishing an inspection mechanisthishempowered to investigate
charges of non-compliance with their operationdicpes and procedure9

38 Guidelines on Conditionality, supraote 3,0Operational Guidance on the New
Conditionality Guidelines, supraote 5.

39 See World BankThe Inspection Pangl
http://wbIn0018.worldbank.org/ipn/ipnweb.néhternational Finance Corporation (IFC)-
Multilateral Investment Guarantee Agency (MIGA)fice of Compliance
Advisor/Ombudsmamvww.cao-ombudsman.org/ev.ghfssian Development Bank,
Inspection Functiorwww.adb.org/Inspection/default.gdpuropean Bank for
Reconstruction and Developmelmdependent Recourse Mechanism
www.ebrd.org/about/policies/irm/irm.pdinter-American Development Bank,
Independent Investigation Mechanjsmww.iadb.org/cont/poli/mecanism.gdrhe

African Development Bank is also being encouragethb G-7 to establish such a
mechanism.

There are a number of benefits that such mecharoffersto IFIs. First, the mechanisms
can help raise the profile of the operational petiand procedures within the institution.
In this regard the experience of the World Bank&pkction Panel is instructive. The risk
that Bank projects may become the object of Paivelstigations has increased staff
sensitivity to the Bank's operational policies @nocedures and their interest in acting in
compliance with them. In fact, it has led to a piraenon known as 'Panel-proofing' a
project, which means making sure that the progsuificiently in compliance with the
policies and procedures that it will survive anwaltdnge in the Inspection Panel.



Second, the mechanism can become a vehicle fangghvoblems that have arisen in IFI
operations. Such problem-solving capability offelbsious advantages in terms of the
guality of the operations of the institution andenms of public relations. The IFC and
MIGA's Compliance Advisor Ombudsman (CAO) offers thest example of an effective
problem-solving mechanism.

Third, the mechanism offers the institution an apyaty for learning lessons about the
actual impact of its operations. Since these mashanare triggered by complaints from
those who have been most directly affected by gezaiion, they have a unique
perspective on the operations of the institutioong2quently, its findings and the
expertise it develops over time can offer the tnstin some important insights into the
strengths and weaknesses of its operations anavimb feasible improvements can be
made to both the policies with which its operatiomsst comply and the procedures that
it should follow in designing and implementing thexperations.

Fourth, the mechanism is helpful in differentiatthg responsibilities of the international
financial institution from those of other actorstmoperations. This is a particularly
useful benefit for an institution like the IMF whitas to be careful to avoid unduly
interfering with the sovereignty of its member sgatThe mechanism, whose mandate is
limited to monitoring issues arising under theitnsbn's operational policies and
procedures, can focus just on the operations ahgtegution without having to

investigate the activities and decisions of its rbenstates. The evolution in the
functioning of the World Bank's Inspection Panedwsh both the sensitivity and
importance of this issue and the ability of suclthamisms to enhance institutional
accountability without unduly interfering with tisevereignty of its member staté3.

The above suggests that the efficacy of the IMp&rational policies and procedures
would be enhanced if it established a mechanistvitha empowered

40 See Ibrahim F.I. Shihat&he World Bank Inspection Panel: In Practi@s ed. 2000);
Daniel D. Bradlow (2001) 'Lessons From the NGO Caigp Against the Second
Review of the World Bank Inspection Panel: A Papaat's Perspectivelpurnal of
International and Comparative Law.

to monitor their implementation. There are a nundidorms such a mechanism could
take. For example, the IMF could follow the examspiéthe IBRD and IDA, and the
regional development banks and establish an ingpectechanisnd.1l Alternatively, it
could follow the example of the IFC and MIGA andiagdish a compliance advisor and
ombudsman arrangement. A third possibility is tbofe the example of many national
governments and the European Union and appointrdoudsmarni2

Based on the experience of all these examplespivssible to deduce certain general
principles that should be observed by any IFI egezd in establishing a mechanism to
monitor the implementation of its operational p@gand procedures. Any mechanism
that fails to incorporate these principles is k&l be viewed as deficient by at least one
of the IFI's stakeholders.



These principles are:

1. Role of Non-State Actarkt is absolutely essential that the mechanisrriggered by
complaints received from non-state actors who claian they have been harmed or
threatened with harm by the failure of the IMF tomply with its operational rules and
procedures.

2. Clarity of Purpose The mechanism can be designed to serve one @ ohdinree
different functions. These functions are:

a. Compliance Review: This involves determininthé IFI staff and management are
satisfying the requirements of all the applicalperating policies and procedures in a
particular IFI operation. The World Bank's InspentPanel is a good example of an
inspection mechanism whose primary focus is compéaeview.

b. Problem Solving: This involves resolving probtethat arise in the course of an IMF
operation and that have been identified by affepesaple as causing them or threatening
them with harm. The IFC and MIGA's CAOQ is a goodrmyple of a problem-solving
mechanism.

c. Lessons Learned: This refers to the abilityhefinechanism to contribute to the
lessons that the IMF can learn about the efficddismperational rules and procedures.
Given its unique perspective, the mechanism isposation to identify trends within the
implementation of operational policies and proceduhat are unlikely to be obvious to
other IFI actors. This function is not well devedojpin most of the mechanisms in the
MDBs. The European Union's ombudsman is an exaofemechanism that performs a
'lessons learned' role.

These three purposes are not necessarily mutuallyseve and it is possible for one
inspection mechanism to perform more than oneeddaHunctions. In the case of the
IMF, the two most relevant functions will be

41 See suprg note 40. The United Nations also has an inspectiechanism, although
this is not triggered by outside complaints. Sestddl NationsJoint Inspection Unit
(JIV), www.unsystem.org/jiu/

42 European Ombudsmawww.euro-ombudsman.eu.int/home/en/default.htm

the compliance review and lessons learned funckiosrmore difficult for the

mechanism to perform a problem solving functionduse of the complexities and multi-
faceted nature of IMF operations. However, thissdoat mean that it should not be given
the ability to solve problems when it can apprdgetado so.

3. Limited Jurisdiction The mechanism's jurisdiction must be limitedhy aase arising
out of an allegation of non-compliance by the Ifaffisand management with the IFI's



operational policies and procedures. This helparenhat the mechanism does not
encroach onto the sovereignty of the institutiomsmber states.

4. User FriendlinessSince the mechanism is intended to be availabledse who have
been adversely affected by the operations of thattprocedures for receiving and
handling complaints should be as easy for the tdtepeople to understand and utilise as
possible. One way to make the mechanism user fiéndo limit the number of
requirements that a complaint must satisfy befeeeniechanism begins to address the
substance of the matters raised in the complah#.@mbudsman part of the CAO is a
good example of a user friendly mechanism. An exarapa mechanism that is not
particularly user friendly is the World Bank Insfiea Pane¥3 One consequence of its
formal procedures is that the management of thdd\Bank has been able to use the
Panel procedures to challenge the eligibility ahptainants and the suitability of
complaints for investigation. This has forced aéelcpeople to rely on relatively
sophisticated advisors in preparing their compfailt some cases, it has also contributed
to an unnecessary politicization of the complaint.

5. Independencelhe mechanism should be independent of the mamagfeof the IMF
and should report directly to its Executive Bodrdaddition, the terms and conditions of
employment of the mechanism's personnel shoulcebgyded to promote and protect its
independence. Finally, the budget of the mechasisould support its independence.

6. Powers of InvestigationThe mechanism must have access to all the persons
documents, records, and locations that it deemsssacy to conduct a complete
investigation.

7. Impartiality and Competencé&his means that the mechanism's recommendations,
findings and conclusions must be supported by f@atswell-reasoned arguments. In
addition, the mechanism's investigations shoulduficiently comprehensive to
demonstrate that it has gathered all the relevdiatmation and has used this information
in its reports.

8. Efficiency and Cost Effectivene3his means the mechanism should be able to deal
with complaints relatively quickly and at a cosattdoes not impose an undue burden on
the IMF.

43 Seesupra note 40.

9. Effective Management of Issues Preseniéis means that the mechanism must be
able to demonstrate to all stakeholders thatridifigs and recommendations are taken
seriously by the IFI and that the IFI will eithenplement the mechanism's
recommendations or explain its failure to do soe @nportant consequence of this
principle is that the mechanism should be giverpiiwer to monitor the implementation
of the results of an inspection process.



10. TransparencyThis means that the mechanism must publish thdtseof its
investigations and must publish an annual report.

Application of the Principlesto the IMF

Given the complexity of the IMF's operations, iede a mechanism that is flexible,
efficient, effective and easy to use. It also needsechanism that can both monitor staff
and management compliance with its operationatsiand procedures and can provide
the IMF with a lessons learned capability. The na@i$m should also, where
appropriate, be able to help those directly afiétte the IMF's decisions and operations
either resolve their problems with the staff anchagement, or explain to them why a
resolution is not possible.

The model that is most suited to the IMF's needsmiembudsman. Historically an
ombudsman was created for the purpose of rececongplaints from people who
believed that they had been harmed by the failtienonstitution to comply with its own
policies and procedurégl It was also expected to report to higher authesion how

well the institution was performing its responsties and complying with its policies
and procedures. An ombudsman was designed toxiblfend relatively informal in its
approach to the issues brought to it. This meaatsittican perform its function with
minimal procedural requirements. The ombudsmais@\aell suited to help educate the
institution and the authorities to which it repaststhe problems that are arising in its
operations and on identifying ways in which it ¢aprove its operations.

The following are the essential characteristics $hauld be exhibited by an IMF
ombudsman charged with monitoring its operatiomgicpes and procedures:

1. The ombudsman must be appointed by and repextttyi to the IMF's Executive
Board. He/she should have the status of a serficiabfof the IMF.

2. The ombudsman must be given all the indiciandépendence. This means he/she
should not have to report to IMF management oeteive any authorization from
management regarding its budget or personnel desisHe/she must be appointed to a
single non-renewable term of office from which he/san only be removed by the
Executive Board for

44 For information on ombudsmen generally, see llnaddi\WahabThe Swedish
Institution of Ombudsmafi979); World Bank, PREM Notes, No. 19, April 199&ing
an Ombudsman to Oversee Public Offigials
wwwl.worldbank.org/prem/PREMNotes/premnotel9.pdf

cause. The ombudsman should also have full coowel all staff appointments in the
ombudsman's office, and assured budgetary support.

3. The ombudsman must be able to receive any campédating to the IMF's operations
from any person who believes they have been athaeatened with harm caused by the



failure of IMF staff or management to comply wittretiIMF's operational policies and
procedures.

4. The ombudsman must have the exclusive poweview the complaint and to decide
whether to investigate the complaint or to rejéct i

5. If the ombudsman decides to accept the comdiainhvestigation, he/she must have
complete powers of investigation, which includesess to all the IMF staff and records
that he/she deems relevant to the investigation.

6. The ombudsman must be required to make a reploith is publicly available, to the
Executive Board for each case for which he/she gotsca full investigation.

7. The ombudsman must publish an annual reporhiolwhe/she must report on all the
complaints he/she received and on how they werdlédnin addition, the ombudsman,
in the annual report, must comment on the lessefshh believes can be learned about
the IMF's operational policies and procedures ftbencases he/she has received and, if
appropriate, make suggestions on how to improveetingles and procedures.

8. The ombudsman must have the authority to motiimrmplementation of the
outcome of any investigations he/she conducts.

Conclusion

The complexity and range of IMF operations has gréavthe point where it is no longer
feasible for it to limit its interactions in its rdber states to officials in the central bank
and the ministry of finance in those countrieqdiv regularly consults with a broad
range of government officials, legislatures anacin civil society in those member
states that utilise its services. This means tlmhtumber and range of actors with which
the IMF is engaged has grown beyond the point witei@perating practices can be kept
informal and known only to a relatively small numioé experts. Consequently, it needs
to develop a set of operational policies and prapesito guide its interactions with all
these actors and to guide its decision making.ldtlkeof a comprehensive set of such
policies and procedures renders IMF operations lyr@mpaque and undermines
stakeholder confidence in its fairness and implestia

While the creation of such operational policies prmtedures does impose some costs
on the IMF, they can be minimised through the poéind procedures design and drafting
process. In addition, these costs are more thapensated for by the benefits that they
will bring to the institution.

It is not sufficient for the IMF to merely promulgasuch policies and procedures. It must
support the implementation of these operationatgs and procedures by establishing
an independent ombudsman with the authority toshgate complaints from directly
affected people and groups about staff and managemea-compliance with the policies
and procedures.



Both of these steps are required if the IMF isémdnstrate that it practises what it
preaches about good governance.

Note 3
Tighter IMF Accountability? Some Dangers

Robert Hunter Wadkb

Professor Bradlow's argument seems to be as sdiémtly true as motherhood and apple
pie. Of course it would be a good thing if the IM&d more ‘formal and comprehensive'
operational policies and procedures, more pub$cldsure of what it is doing, and an
ombudsman able to investigate complaints from rtatesactors who claim that they
have been harmed or threatened with harm by thedaof the IMF to comply with those
operational policies and procedures. More accollittais always better. Or is it? A

little 'ground truthing' is in order.

There are some immediate objections to Bradlovdpgsals, and some deeper problems.
The immediate ones include the point that the Falrehdy has plenty of ‘formal and
comprehensive' operational policies and procedla@sput on the Fund's website and in
public documents. By what criteria are more needédfeover, the Fund has recently
established an Independent Evaluation Office (IE@) is carrying out part of the role of
an ombudsman; and it is seeking public commentsowark. Should one not wait to see
what impact the IEO is making before setting uga mspection regime?

Now, to the deeper issues: is Bradlow's an appatgomodel of accountability for the
Fund (as distinct from the Bank)? To whom would Foed end up being more
accountable? Who gets to set the appropriate st@s\daolicies and procedures, and
which nation's political culture would inform th&ontent? How to establish the
ombudsman function so that it is captured neitlyemanagement nor by Fund critics,
and avoids creating the risk-averse behaviourtbi@Bank's Inspection Panel has
prompted inside the Bank?

The core of the argument is this: increased acedulity of an organization is not
necessarily a good thing; it also depends on adability to whom. In the case of the
IMF (like the World Bank), the concentration ofisttural power in the hands of
‘developed’, creditor countries means that morewatability translates as more
accountability to the developed, creditor countriex to the 'developing’, borrower
countries. Institutionalizing more accountabilisya way of undercutting the demands
from the developing countries

45 Professor of Political Economy, London School ob&omics; author of 'Greening the
Bank. The Struggle Over the Environment, 1970-1989. Kapur, J. Lewis, R. Webb
(eds.),The World Bank: Its First Half Centuryol. 2, Washington DC: Brookings.



for an increased role in the governance of theroegéions, and reining in any expansion
of the organizations' autonomy — autonomy fromgieferences of the Northern member
states, something the Northern states are detedrtungrevent. Since the Northern
member states know that they will never dependithierethe Fund or the Bank, their
dominance gives them scope for opportunism andesseess in the conditions they
require others to meet. The accountability mecmasiseing proposed do not begin to
address this problem.

Inapplicability of Bradlow's Accountability Model

Bradlow was a key architect of the World Bank'pkrtion Panel, and his argument for
the Fund applies much the same underlying modatoduntability. But it is not clear
that a model designed for a project-based orgaaizé appropriate for a program-based
organization. Fund programs have macroeconomietsuand conditions, and it would

be hard to ascribe specific harm from the genexalipions of Fund programs — which is
feasible, in principle, in the case of projectd @iffect a specific set of people (the people
to be moved from a coming reservoir, for exampléken there is the ‘agency' problem in
the form of the slippage between the Fund's progndé@mtions and the specific steps
taken by the national government to implement thehich again complicates the
judgement of Fund accountability.

The Problem of Asymmetrical Accountability

The Fund should be more accountable to whom? Tdenaation is in effect run by a
condominium of a small group of states, rangingumber from one (G-1), the United
States, to seven (G-7). They set the rules andieednat the Fund will do in crises, such
as the Asian crisis of 1997-98. On the other h#melFund's clients are the developing
countries, which operate primarily in the statupetitioners for loans and easy
conditions.

In the present power structure, it is difficultsee how proposals for more accountability
would not mean, in effect, more accountable toliBeabove all (the US Treasury,
Congress, and US-based NGOSs). This might eroderr#tian strengthen the Fund's
legitimacy, at least in the developing world. Igi@ing to be a long time before the US
and the rest of the G-7 are willing to dilute thed@minance and give more influence to
representatives of states who know that their aatesnight someday have to follow the
rules they are setting for others.

When some developing country representatives begparess the issue of increasing the
voting share of developing countries in the boafdfie Bank and the Fund in 2003, the
response of the US Executive Director was sharp.r&jéct the proposal to increase the
number of basic votes ... The increase in devetppountries' share of votes ... would

not be material [because of the informal custormaking decisions on a consensus basis
...], would do more harm than good and, in our viemuld be inconsistent with the
principle that country shares in the IFIs [Interoa&l Financial Institutions] should

reflect relative economic weights in the world emmy ... Giving population and other



factors a weight in voting strength would creatadically different, less desirable and
non-financial structure for the Bard®.

In practice, more Fund accountability would tratesiato more accountability to
Western NGO watchdogs (as well as G-7 governmenhits3.raises the separate question
of how to make the exploding sector of watchdog NG@re accountable. Some do not
disclose their financing, or set policy through soexplicit process of debating the views
of members, or have members at all, and their claibe acting in the best interest of
those for whom they claim to speak rests on uniceftaindations. In American political
culture it is a matter for outrage when importagtidions are made in a way that
excludes any affected interest group, and the feagation of public power provides
ample access points through which even small NGiiisarfoundation grant and catchy
name can claim a voice. Hence all the attentiamithe accountability of public entities,
not on that of the watchdogs whose virtue is tdkemgranted.

Who Sets the Content of the 'Formal and Comprehenge' Operational
Policies and Procedures, and What Incentive Do Theijave to Recognise
Varying Capacities and Preferences Among the Borroer States?

Bradlow emphasises the need for explicit rule-mgldrocedures so that insiders and
outsiders know exactly how its policies and procedware developed. Making the
procedures explicit and public will benefit espégithe weaker member states, he
implies, which become less subject to the covetBssed self-interested demands of the
stronger. Perhaps; but in the present power stregthe content of the additional

policies and procedures may only serve to stremginie dominance of the G-7.

The existing asymmetry of power creates what cbaldalled a ‘'moral hazard' problem
in Fund governance (and equally in World Bank gonaece)7 'Moral hazard'

handicaps the Fund's ability to advance a common gdose characteristics are defined
by debate between state representatives on theésHuwatd of directors. First, the G-7 set
standards for others knowing they will not haveneet the same standards. Second, the
G-7 often insist that the Fund require developiogndries to act in ways that clearly
advance G-7 interests but less clearly advancdeteloping countries' interests.

46 Carole Brookins, 'Enhancing the Voice of Develgpamd Transition Countries at the
World Bank', EDS2003-0389, Office of the US ExeeatDirector, World Bank, 20 June
2003.

47'Moral hazard' comes from the economics of insteawhere it refers to the tendency
of insurance to generate carelessness. | userthartean extended sense.

48 For a case study of malign Fund pressure on Btniopopen its capital account —
strongly backed by the US Treasury — see Wadejt&@@nd Revenge: the IMF and
Ethiopia',Challenge September/October 2001, pp. 67-75. Much of thedRu
intervention in the East Asian crisis of 1997-98xn to the same interpretation. See



Paul Blustein (2001Jhe Chastening: Inside The Crisis That Rocked tlob#&
Financial System and Humbled the IIVFublic Affairs Books, New York.

For example, the G-7 are likely to set rules amghirements that err on the side of
'international best practice’, making no allowafwrehe range of state capacities that the
Fund has to deal with. This then opens up unlimijgpglortunities for critics of the Fund
(think US Congress) and of a particular Fund men(ténk China), to attack the Fund
and indirectly the member government for failuresmnply, while overlooking similar
lapses on the part of states that are importari ®strategic objectives at the time (think
Turkey, Iraq, Afghanistan, Pakistan, Jordan).

This, at any rate, has been the case in the Watk BConsider the Bank's Qinghai
project, prepared in the mid to late 199@sThe Qinghai project became the subject of
an 'NGO swarm' in 1999-2000, and the swarm wasesgéal in getting the Bank to
withdraw from the project (formally, in getting ti&hinese government to withdraw it
from the Bank).

Qinghai province is about the poorest in China, isgrovincial administration had
never done a World Bank project before. The prajeaisisted of a small irrigation dam
and canal, and voluntary settlement on new irrigetarms of some 60,000 dirt-poor
people from the eastern part of the same provifige.provincial administration was
determined to do the environmental assessmentyanggh its own staff guided by a
World Bank consultant. The US NGOs which led theajgaign against the project
attacked the environmental assessment as thirdgataing the point about local
learning and also ignoring that no one was abf#tot to serious environmental dangers
likely to be realized if the project went aheado(Even the very critical Inspection Panel
Report could point to likely serious dangers, asimict from procedural flaws in the
environmental assessment.)

The NGO critics — boosted by Congressional memttelighted to use the opportunity to
bash the Bank, foreign aid, and China all at ttreesame — took for granted that an
environmental assessment, anywhere, had to betddnéernational standards' as
defined by the (Western) international communitgo¥ironmental assessors. They
ignored the difference between China, trying taueashat these skills are domesticated,
and Indonesia, which has produced world-class enmiental assessments for many
Bank projects over many years and still has haadiingle citizen able to do an
environmental assessment unaided by foreign expedause the ones for the Bank were
done by flown-in consultants.

49 The Qinghai project was in Qinghai province (nexTibet), and it formed one of
three provincial components of the China WesteweRg Reduction Project. My
remarks about the Qinghai investigation by the Bahlspection Panel are based on
work as a consultant to the Panel in the Qinghaastigation, from October to December
1999, and on following the case subsequently t&Cimaeese government's withdrawal of
it from the Bank in July 2000. My task was to wigteeport to the Panel about how the



project had been prepared inside the Bank. | camerly different conclusions about the
Bank's role in the project to those reached byPeel.

Those who press for tighter IMF accountability,rthieave to address the question of how
to ensure that the formal and comprehensive opa@tpolicies and procedures adopted
by the Fund are indeed flexible enough to avoidigling an almost guaranteed margin

of non-compliance for NGO and US Congressionalosrito mount campaigns against
the Fund, and make it ever more responsive tordfe@nces of the US government.

As another illustration of the problem of asymnuatiaccountability, consider the case
of the Fund's conditions on its loans. The numibeoaditions multiplied from an
average of around eight 'performance criterialgem during the 1980s to some 26
during the 199080 Of course, the Fund's staff and management areeahat the
multiplication of conditions on loans can have dirshing returns and undermine the
effectiveness of conditionality. The rec&uidelines on Conditionalitgall for
streamlining the conditions to those essentiahé&program; and there has indeed been
some reduction latterly. But the watchdogs tengdat more conditions, seeing them as
protection against the waste of taxpayers' mondyclNGOs, which Congressional
bodies, are going to complain about the Fund'arailo comply with its own
streamlining guidelines? The recent stand-by aear@nt with Turkey had about 100
structural benchmarks and conditions.

How to Ensure the Independence and Legitimacy of .afOmbudsman?

The ombudsman has to be seen to be independentieboard and the management —
and also from NGO and Congressional watchdogs. raises difficult issues of
organisational design.

Consider the World Bank's 'independent’ Inspeddanel51 Its existence and mandate
has been the most persistently divisive issue erbtiard of the Bank since its creation in
1993, with the US and a few other non-borrower toes strongly in favour and

virtually all developing countries against. The Elancreation owes everything to US
NGOs and the US Congress (though Bradlow and sdnee academic lawyers had key
roles in formulating the idea).

The Panel has accordingly been highly responsivieg@references of NGOs, because
they are its main support base. It needs to sknoek outs' from time to time to keep
them on side. On the other hand, the Bank's baasddr the most part taken a
lackadaisical attitude to the question of who thesklent

50 Devesh Kapur (2001) 'Expansive Agendas and Westkuiments: Governance
Related Conditionalities of the International Fioiah Institutions' Journal of Policy
Reform4(3);Ngaire Woods (2002) 'Global Governance andRblke of Institutions’, in
Governing Globalization: Power, Authority and Gldlédovernanceeds. David Held
and Andrew McGrew, Cambridge: Polity.



51 For background on the World Bank's Inspection Pand an assessment of its
effectiveness see Jonathan Fox, 'The World Bargeliton Panel and the Limits of
Accountability’, in Jonathan Pincus and Jeffrey #&fia (eds.) (200Reinventing the
World Bank Ithaca: Cornell University Press.

nominates as Panel members (the board is meaav&aico-equal role in the selection).
The President, needing to keep enough NGOs inkaltent, is responsive to the
personnel preferences of NGOs.

No surprise then that for much of its history tteé has had a predominance of
members who are out 'to get the Bank'. It has ¢oper&tar Chamber' procedures of
interrogation of Bank staff. There has developsgradrome of mistrust between it and
Bank staff — a syndrome in the sense that the betawf each side merely confirms the
negative expectations of the other. In particuBamk staff respond to the threat of the
Panel by becoming highly risk-averse, avoiding @ctg of the kind that might attract an
investigation, and tying the Bank up in endlessepaprk responding to the Panel's
enquiries. This response has raised questiongiayls of borrower governments about
the Bank's overall benefit to them.

Bradlow recommends for the Fund an ombudsman,motspection panel. One of the
important differences is that the Bank's Panebimally limited largely to the function

of 'compliance review', reflecting the hostility thie developing country Executive
Directors to its very existence. The Fund's ombuwdsrm Bradlow's proposal, would

also be permitted to engage in '‘problem solvind'iarilearning lessons'. This may well
soften the pressures for it to become, like thpdnson Panel, prosecutor, judge and jury
all in one.

However the danger remains — even with an ombudsathar than an inspection panel
— of a syndrome of mistrust developing between atsman and IMF staff. This is
because the Fund and the ombudsman operate withimistrust-hardening assumptions
of American political culture.

The culture assumes, first, antagonistic relatlwetsveen regulators and regulatees. It
assumes, second, a punishment-based notion ofraetdity, such that 'no punishment,
no accountability'. This is much more of an Amenicetion of accountability than a
European or Japanese one, and the American NGOshelpe the thinking of the Bank's
Inspection Panel take it as obviously true thatoempliance implies that someone is to
blame. Panel members have in the past pointecemfgpBank staff as culpable (in
informal discussions with NGOs and management,ghawt in Panel reports), and
supported NGO leaders in their lobbying of senianagement to have those staff
members punished. Not surprisingly the panellistg kheir pointing to lower-level
operational staff, never to senior managementi@sgh the foot-soldiers are to be
blamed for fighting wars.



The third assumption of US political culture is ltitateralism at our convenience’,
meaning ‘we will cooperate with other nations intifateral organizations provided they
do what we want'.

This multilateralism of convenience plus the ottvar assumptions were all on display in
the behaviour of the US Congress after the boatbdeoBank voted to allow the Qinghai
component to be put on hold while the InspectiondPdid an investigation, against the
demand of the US that the Bank withdraw immediatielhigh indignation the Senate
voted to cut the US appropriation for IDA (the Bankoft loan fund) from US$803
million to US$785 million; the House voted to chietcontribution to US$576.
Representative Christopher Cox presented a bilkkkvaimong many other punitive
clauses required automatic cuts in US payment®A0Q'if the institution has not
developed and implemented a 'pay-for-performandeypavhich requires salary or pay
reduction, or termination of employment, for anypdoyee of the institution who is
involved in the preparation, appraisal, or impletagon of any project or activity which,
if conducted, would violate any environmental ociabpolicy of the World Bank
group'52 The bill was not passed, but it illustrates thieitsfpwards multilateral
organizations prevalent in the US legislature. Weeolegislature in the world presumes
that it is entitled to dictate what a multilateoaganization does.

The danger, then, is that the US's dominance dftimel — and the assumptions it brings
to that dominance — would push the ombudsman évant with the Fund in a way that
generates a syndrome of mistrust, as has happeried Bank, resulting in more
paperwork, more caution, and less flexibility ie tielation of the Fund with members.

On the other hand, more public disclosure of whatRund has required of a borrower,
and the justification, would surely be a good thilignight check the kind of abuse of
Fund authority shown in the Fund's dealings withidgiia, referred to earlier. If the Fund
had had to justify openly why it was refusing taesd Ethiopia's eligibility for the
Extended Structural Adjustment Program (and heacetfeaper Fund credits) until the
government agreed to open the capital account, taeigh Ethiopia had met the other
conditions, it probably would not have been sy sMore open disclosure of the reasons
for the terms and conditions of Fund loans to delborrowers, combined with an
institutional commitment on the part of managerketon from the evaluations of the
Independent Evaluation Office, may together addoegsof the Fund's biggest
weaknesses, the lack of incentive on managerstaffdslearn from experiences,
especially failures, and to take risks in doingngfs differently. The big question about
Bradlow's proposal is whether his additional elets@vould help more than they hinder.

52 Cox bill to 106th Congress, First Session, drafed 17 September 1999, sec. 1308,
emphasis added.

Conclusion

Reform must be multidimensional. There is no ohesbullet or initiative that responds
to the several legitimate concerns about the adabuity of the IMF. Reform must



extend beyond the composition of the Executive Bo@he 'don't fight with the cook’
and 'Yes, Minister' syndromes lead some to belieaeExecutive Directors cannot ever
on their own hold staff to account. Efforts mustfbeused inside the organization. One
priority is to diversify staff recruitment. This miuprecede what should also be priority
efforts for more provision for outside voices -etwsure there are staff inside that will
understand outside voices. Effective accountahiétyuires facts — more 'virtuous circle'
forecasts, risk analysis, monitoring and evaluatibresults. There is merit in the
proposal for establishing an independent think-iark/ashington to assist staff of
developing countries to increase the effectivenésiseir participation in the IMF.
Perhaps the example of the Advisory Centre on Wa@ Is a departure point for its
design. In line with the view that to increase efifeeness, it is in the interest of all that
more voices are heard, there is minimum downsidsstablishing an ombudsman. If
nothing else is done, the Independent Evaluatidit€©$hould be strengthened, with an
increase to its currently very modest resources.

Of the various ideas and recommendations presentetelieve highest priority should
be given to modernization of quotas. Who sits attéble is of critical symbolic and
substantive importance. The answer is not to irserélae size of the board, nor to remove
the creditor majority. The Europeans have it witthieir power to break the impasse. Of
all the inexplicable dimensions in the IMF, the tiogxplicable is the European grip on
seats (6 out of 24, not counting the Spanish osS$wabnstituency). The six Europeans
(Belgium, France, Germany, Italy, the Netherlana$ @#ne United Kingdom) have about
30 per cent of the voting shares.

If Belgian, Dutch and Swiss actions in the IMF weoasistent with their rhetoric and
their well-deserved reputation for internationatelepment good works, they would
unilaterally cede their quota and Executive Boaats. 'Jubilee 2000'-type lobbying and
public pressure should not have to be brought & be Belgium the Netherlands and
Switzerland to yield their Executive Board seatewre populous, bigger countries. The
way forward is to redefine the quota allocatiomiata to target decreases for Belgium
(5.14 per cent) and the Netherlands (4.85 per cant) Switzerland (2.85 per cent), who
together in sum have shares larger than ChinaaiNigeria and Brazil combined. An
approach can be devised to reallocate quota, \eikldping and emerging countries
paying for their increased shares. Imagine the anpp@&nlightened Belgians, Dutch and
Swiss took the lead.
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