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The International Financial Institutions (IFIs) constitute key players within the current architecture
of global governance. Sixty years after the creation of the International Monetary Fund (IMF) and
the World Bank in Bretton Woods, New Hampshire, their role and their relationship with other key
players such as the UN are being called into question more than ever before.

In this, the sixtieth year of the existence of the IFls, CIDSE and Caritas Internationalis, as in the
past, continue to call for serious reconsideration of their role in a global governance architecture
that, we hold, must be geared towards the promotion of the global common good. As international
Catholic development networks, our perspective is centred around our guiding values and
principles, particularly drawn from Catholic Social Teaching. Many of these principles and values
provide critical insights for a framework of reform for the IFIs. The principle of solidarity leads us
to emphasise that the IFIs are a part of an interdependent human family and that working toward the
common good benefits everyone. The principle of subsidiarity would affirm that responsibility for
decisions and actions lies best at the level closest to the problem and therefore that policy decisions
must be driven by local realities. Finally, adherence to the principle of the preferential option for
the poor would ensure that the purpose of IFI reform is poverty eradication and equitable
development.

The founding mandates of the IMF and World Bank specified very different roles for the
institutions than those that have developed in the sixty years of their existence, especially in the
years since the debt crisis erupted in 1981. The IMF’s original task was to stabilise the system of
fixed exchange rates, which was in existence until 1973, using temporary cash injections in order to
overcome financial crises. And the World Bank’s mandate, after helping to promote the economic
reconstruction of Europe and Japan following the end of the Second World War, was to help
finance the economic and social development of a rapidly expanding number of independent
developing countries.

Over time, the World Bank and IMF have become the world’s two most powerful financial
institutions. Through the loans they make to poor countries and the conditions attached to these,
they have come to control public policy in large areas of the developing world which are thus made
accountable to the IFIs rather than to their own citizens and communities. The adjustment policies
that these international financial institutions require poor countries to adopt have resulted in social
upheaval and poverty more often than they have led to economic development. At the global level,
the IFIs have failed to adequately respond to global financial crises which have seriously impacted
the world economy. Neither have they been able to devise innovative and equitable instruments for
responding to these crises. Despite these failures, the IFIs continue to push standard policy
approaches. Internally, the IFIs do not adequately represent all their member countries, nor do they
make decisions in a transparent way, contributing to the consolidation of power in the hands of a
few of the world’s richest countries. Furthermore, the IFIs are in a permanent state of conflict-of-
interest due to their dual roles as both creditors and policy advisers.

Numerous voices from a range of quarters have recently joined civil society organizations in
documenting problems within the IFIs. The Meltzer Report® pointed to the problems of poor
performance within the IFIs and the blurring of functions between them. Liberal voices, including
prominent economists formerly employed by the IFIs such as Joseph Stiglitz, have critiqued the
structure and interests operating within them. The UN Secretary General stressed that ‘significant
steps are needed to overcome the perception among developing countries that they are
underrepresented in both bodies (IMF and World Bank), which tends to put their (IFI’s) legitimacy
in doubt’.* A number of proposals have been suggested to ensure the IFls would play a positive role

® Meltzer 2000.
* United Nations 2005, para. 70.
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in democratising global governance, rather than undermine it. These proposals have been put forth
in international arenas by NGOs, the UN, and both developing and developed countries.’

In analysing the current role of the IFIs in relation to their contribution to global governance, three
critical clusters of reform can be singled out, each one responding to a particular objective: I)
achieving adequate representation, accountability and transparency, Il) promoting a plurality of
approaches to equitable development and I11) ensuring their role in the system of global institutions
respects the primacy of international human rights law and equitable economic and social
development.

l. Achieving Adequate Representation, Accountability and Transparency

The lack of adequate representation of developing countries within the decision-making structures
of the IFIs coupled with the absence of transparency in decision-making pose serious barriers to
democratic global governance. The Monterrey Consensus addressed this issue by calling for
developing and transition countries to have a larger say on issues of global economic governance.®
The governing bodies of the IMF and World Bank, both of whom endorsed the Monterrey
Consensus have, since then, included the governance issue on their agendas. However, as pointed
out in a recent UN report, no substantive reforms have yet been undertaken.” Enacting, or even
debating, significant changes in representation or voting in the IFls has faced enormous resistance
from the shareholders who would have to give up some of their power. So far, the richest countries
have favoured a perspective that would limit the debate to strengthening the capacity and improving
the staffing of Southern country constituency offices at the IFIs. While undeniably necessary, these
proposals fall far short in terms of rectifying the larger problem of inequity in governance of these
institutions. This problem can be examined with respect to seven key issues: voting power;
composition of the Boards of Directors; the “consensus” system; voting majorities; leadership
selection; transparency of the Boards; and conflicts of interest.

e \oting Power

In aggregate terms, developing and transition countries account for 38% of votes in the IMF and
39% in the World Bank, while industrial countries account for 62% and 61% respectively. The
situation is worse when considered on a constituency basis—that is, the proportion of votes
commanded by the developing and developed country Executive Directors seating at the Board.? An
examination from this perspective reveals that Executive Directors belonging to developing
countries command only 26 percent of the voting power.? The reform of the voting structure is an
essential ingredient in making the IFIs legitimate institutions that contribute to poverty eradication
and equitable development.

The allocation of voting shares to member countries in the IFIs is based on two principles. First, the
principle of equality of states. Based on this principle, each member country receives an equal
number of so-called ‘basic votes’. The remaining part of the voting share depends on the country’s

® See e.g., Buira 2002; Caliari 2003; Nayyar and Court 2002; Woods 2000. See also Group of 24 2004 (calling for a
new formula to calculate voting quotas which would take into account the vulnerabilities of developing countries, in
particular sub-Saharan countries, and correctly reflecting the relative economic position of countries in the world
economy by computing gross national income on a purchasing power parity basis).

® International Conference on Financing for Development, Final Outcome (2002), para. 62 and 63.

" United Nations Department of Economics and Social Affairs 2005, 72.

8 See next bullet point, on Composition of the Board. A calculation on a constituency basis takes due account of the fact
that Executive Directors cannot cast separate votes for each of the members they represent.

® See Rustomjee 2004, 4.
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‘quota’. The quota determines the size of the country’s financial contribution to the IFIs and, in
turn, depends on an old formula.

With regard to basic votes, their relative importance has declined over time due to large increase in
the size of quotas. Therefore, while basic votes represented more than 11 percent of the total voting
power at the inception of the IFIs, today they represent just 2.1 percent. As a result, the weight of
the principles of equality of states in the allocation of votes has been eroded.

As far as the quota is concerned, the formula used to calculate it is essentially the same which was
developed at the foundation of the institutions. Although the quota is allegedly supposed to
represent economic size, the formula was originally developed to fulfil a political pre-determined
outcome: ensure that the post-World War 11 allies would enjoy a dominant position within the
institutions. The continued application of a formula which — at face value — is based on the relative
size of countries’ economies has, given the changed world economy, led to enormous distortions.
For instance, China has roughly the same quota as Canada, while the GDP of the former is the
double of the GDP of the latter. An additional problem with the quota formula is that GDP, a
variable with significant impact on the overall quota, is calculated based on market-based exchange
rates, instead of power purchasing parity terms, a modality that systematically underestimates the
size of the economies of developing countries.

Quotas today clearly bear no relation to the relative economic size of member countries. However, a
more critical look at the purpose of the formula itself justifies taking issue with the absence of or
weight given to different elements of it. An analyst has pointed out that the variables in the quota
formula tend to measure supply determinants, which are typically partial to developed countries,
rather than demand factors that reflect the needs of developing countries.'® From this perspective, it
is legitimate to ask why the formula should not take into account demand-oriented variables such as
population, external debt or vulnerability to external shocks. Regarding alternative variables, in the
specific case of the Bank where income—including interest payments by borrowing countries-- is
periodically capitalized, some have argued the developing country contribution to the capital of the
institution should also be weighted in the formula."* Some commentators have proposed that trade
among countries that are part of the same currency union should not be counted as international
trade. The application of this principle, recently supported by Leo van Houtven, a former Secretary
of the IMF Board, to the twelve euro zone member countries, would result in an 11.4 percentage
points decline of their quotas.®?

Furthermore, the fact that within the IMF the same quota is used to determine the voting power of
the country, the country’s level of access to resources and its obligation to contribute to the
institution, is not a straightforward conclusion. An alternative has been proposed whereby voting
power, access to resources and financial obligations would be determined under three separate
quota calculation systems.*®

10 See Beltran 2005.

1 Besanzon, Sagasti, and Prada 2004, 111 (“IBRD capital and reserves increase not only by additional subscriptions,
but also as a result of allocating a portion of net income for this purpose. As IBRD income is obtained from the interest
paid by borrowers on IBRD loans and from the returns on the investments made in capital markets, borrowing countries
contribute indirectly to increases in the capital base...”).

12 Buira 2003, Adjustment of EU Quotas for Intra Euro Zone Trade; see also van Houtven, 2004 (“the exclusion of
intra-EU trade from the quota calculations, which would be appropriate for an economic union, would reduce the
combined EU quota and voting power by approximately 9 percentage points, which could then be redistributed to other
members.”).

13 See for instance Buira 2003, The Governance of the IMF in a Global Economy.
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e Composition of the Board

The composition of the Boards of Directors of the World Bank and IMF is also skewed in favour of
developed countries. Within both the IMF and the World Bank only 24 Executive Directors (EDs)
represent the 184 member countries of the World Bank and the IMF on the day-to-day work of the
institutions. However, the distribution of member countries among Executive Directors is far from
even. While only two EDs represent more than 42 countries in sub-Saharan Africa, five of the
richest countries have each their own ED. Half, or at times more than half of the total number of
Executive Directors, are from industrialised countries.

With only one exception, mixed constituencies (constituencies that include both developed and
developing country members) are represented by a developed country.'* In these cases, the fact that
split voting is not allowed by the Articles of Agreement compounds the situation of under-
representation of the developing country members in the constituency.

e The “Consensus” System

In response to the argument that voting power is inequitably distributed, some counter that voting
power does not matter in institutions that are ruled by consensus. While it is true that decisions at
the Board never come to a vote, this does not mean that voting weight does not have an impact on
the outcome. During Board discussions in the IMF and the World Bank, the Secretary keeps a tally
of votes on particular decisions which assists the Chairman in formulating the ‘sense of the
meeting’. That ‘sense of the meeting’ simply reflects the respective voting powers of those who
favour and oppose a particular outcome.™ In account of this reality, indeed, some issues never even
make it directly onto the agenda for discussion if it is predicted they will lack support from key
shareholders.

e Voting Majorities

The original Articles of Agreement of the IMF and the Bank ensured that only a few key decisions
would be taken by special majorities. In the case of the IMF, the US share of 17% meant that in a
number of these decisions, which could only be taken with a special majority of the votes (85%),
the US would effectively have veto power. Over the years, however, the categories of decisions that
require special majority have increased and so has the number of decisions subject to US veto.
Within the Bank, the decision to amend the Articles of Agreement was, in 1989, turned into a
decision requiring 85% of the votes in order to preserve the US veto.

Some commentators have proposed the introduction of a double majority requirement that would
specifically include separate majorities of borrowing countries. This is seen as a way to increase
the weight of developing countries in decision-making. While this would require, in principle, an
amendment of the Articles of Agreement, if there is genuine desire to increase the participation of
developing countries the shareholders could agree to try this option on a pilot basis, restricted to
certain types of decisions and for a certain number of years. This would allow stakeholders to
evaluate the impact of the model or test different versions before embarking in a reform of Articles
of Agreement to make it permanent.

! The exception is the constituency comprising Spain, Mexico, Venezuela, Costa Rica, El Salvador, Guatemala,
Honduras and Nicaragua, where the representation rotates among Spain, Mexico and Venezuela.

> It is also worth noting that the ‘sense of the meeting’ might also, at times, become quite difficult to decipher. This is
especially the case when several ED statements present mixed views, such as “on the one hand... on the other.”
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e Leadership and Management Selection

On the basis of an “unwritten” rule or gentlemen’s agreement, the wealthiest members have
traditionally selected the heads of the IFIs, with the US traditionally nominating the President of the
World Bank, while Europe nominates the Managing Director of the IMF. In 2001, following the
controversy around the European nomination of Caio Koch-Weser to head the Fund, a committee of
EDs was established to recommend improvements to the selection process. The committee issued a
report in 2001 which recommended an open and competitive process.*

The flawed nature of the selection mechanism has come under fire twice in the last twelve months
with the controversial processes to nomination of a successor to former IMF Managing Director,
Mr. Horst Koehler, and World Bank President, Mr. James Wolfensohn. Last year, the sudden
vacancy of Mr. Koehler’s post elicited forceful expressions of concern. Calls for an open and
transparent selection process came from the African Governors'’, and a statement was issued by a
Group of 11 EDs™. The IMF’s own staff also added its voice to the mix. Eventually the European
nominee got appointed. More recently, calls for an open and competitive process in selecting the
World Bank president also went unheeded. In what many have termed to be a “one-horse race”, the
United States only candidate, Mr. Paul Wolfowitz, in spite of dubious development credentials, was
confirmed for the job.

e Transparency of the Board

The skewed power structures within these bodies are compounded by an exercise of this power that
is hidden from scrutiny. The IFIs do not release records of the discussions, deliberation, votes, and
positions taken by the different members of the Boards in their discussions. As a result, it is hard for
outsiders to understand the deliberative process and political position taken on the matter by the ED
representing their country. The situation is the same for judgments on a country’s compliance with
loan conditions or other judgments on performance involving a strong element of subjectivity.

e Conflicts of Interest

The IFIs have become large bureaucracies whose many functions give rise to conflicts of interest.
While they have a primary responsibility to provide financing, they have been transformed into
institutions that also do research that is used to inform loan decision and monitoring, as well as
provision of technical assistance and policy advice to the borrowers. A key problem which has
arisen is that the impartiality of the knowledge branches of the World Bank and IMF is suspect as
they are under pressure to justify the loans and the policies of their lending arms. IFI assessments of
a country’s policies will inevitably be clouded by policies which the IFIs have recommended and
the fulfilment or otherwise of those policies.

An expression of this conflict of interest arose during recent discussions about a proposed
Sovereign Debt Restructuring Mechanism (SDRM). The SDRM was criticized for its lack of
sensitivity to the creditor-debtor power relationship, lack of consideration to poverty reduction and
for addressing only a portion of the debt. However, even the modest objective of the SDRM, which

1° Bank Working Group to Review the Process for Selection of the President and Fund Working Group to Review the
Process for Selection of the Managing Director 2001.

17 Consultative Meeting of African Governors of the Bretton Woods Institutions 2004 (also calling for the consideration
of an African Deputy Managing Director for the institution).

'8 IMF 2004.
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was to achieve better inter-creditor coordination, was frustrated by the proposal’s attempt to put
forward the IMF, itself a creditor, in a prominent position in the debt resolution process.*

This shows that IFI reform should focus on creating new mechanisms that build just relationships
between creditors and debtors. The Commission for Africa recently proposed a transparent debt
compact to address debt cancellation for all sub-Saharan African countries. The Helsinki Process
has proposed the establishment of an independent debt arbitration as “an effective mechanism for
debt negotiation.”®® Along these lines, CIDSE continues to call for a Fair and Transparent
Arbitration Procedure (FTAP): an independent debt workout mechanism approved by creditors and
debtors alike, aimed at poverty reduction, and including the participation of representatives of those
whose lives would be most seriously affected by its decisions. Such a process would ensure that
analytical and political issues on debt sustainability, debt relief and needed levels of new financing
are addressed by a separate structure that does not share the IFIs’ incentives as lenders.?* The
proposed ‘debt compact’ should be shaped according to these principles.

Finally, the hegemony of the IFIs in surveillance, research and policy advice is entrenched by their
roles as lenders and gatekeepers in development finance. There is an urgent need to both diversify
the sources of analysis available to developing country governments and to end the IFIs” gatekeeper
role. Sovereign governments must be given the space to adopt policies according to such
independent analysis. Donors will need to forgo the comfort blanket of an IMF programme as a
signal of sound economic management and take a stance based on their own transparent assessment
of the government’s economic decision-making, in conjunction with other stakeholders at a national
level (see Section I1).

Recommendations

e Voting power within the BWIs should be reallocated so as to fulfil the political outcome
mandated by the Monterrey Consensus document of “increasing the participation of
developing countries and countries in transition.” This could be achieved by ensuring a
review of the quota formula that removes elements that systematically underestimate the
size of developing country economies (e.g., the measurement of GDP should be done in
Power Purchasing Parity terms). The formula should also incorporate some “demand”
measures such as external debt or vulnerability to external shocks. Basic votes should be
increased so as to ensure the ratio of basic votes to total votes is, at least, equal to that at
the time of the founding of the institutions.

e The Board should be restructured so as to increase the number of developing country
Board seats. This can be done without expanding the Board’s size, by, for instance, a
rationalization of European representation, warranted in light of steps taken towards
European unification.?? The constituencies represented by each ED should be reshaped,
with a ceiling of no more than 10 countries per constituency being established. In the short
term, the practice of noting dissenting votes in the constituency should be formalized and
institutionalized as a standard practice.

e Board members should express their positions with formal votes rather than informal
indications of position.

19 CIDSE/Caritas Internationalis, 2004b.

20 Report of the Helsinki Process 2005.

2! CIDSE/Caritas Internationalis, 2004b.

22 This proposal has been made by Van Houtven, 2004.
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e The use of double-majority voting modalities should be given serious consideration as a
tool to increase the weight of borrowing countries in decision-making within the BWIs. As
a first step, the shareholders should agree on trying the model on a pilot basis, while a
process should be established to reach a decision on how to implement double-majority
voting on a permanent basis.

e The leaders of the organisations should be selected through open and transparent merit-
based processes.

e The IFIs should become more transparent by making the transcripts and minutes of
board meetings available to the public. Furthermore, real democratic control over the
Fund and the Bank activities is necessary through parliamentary control. The IFIs should
make it mandatory for shareholders to certify that policy positions taken at the Board are
regularly reviewed by a national Parliamentary Committee or other representative
forum. Implications of financial commitments to the BWIs should similarly be reviewed
by such forums (i.e. low-income members’ governments should be held accountable by
public representatives and civil society for the implications of loans contracted, as should
the IFIs who give the loans).

e There is a need to diversify the sources of analysis available to developing country
governments and to end the IFIs’ gatekeeper role for development finance. Donors
should increase support for research and analysis by international institutions such as the
UNDP and UNCTAD and country-based policy-oriented research institutions, support
that should not be conditioned on adopting particular methodologies or economic models.
They should also cease to rely on an ‘on-track’ IMF programme as a ‘signal’ of good
economic governance.

e A debt compact, as recently proposed by the Commission for Africa, should be shaped
according to the principles of a Fair and Transparent Arbitration Process, approved by
creditors and debtors alike and include representatives of those most affected by its
decisions.

Il.  Promoting a Plurality of Approaches to Equitable Development®

Since the advent of policy-based lending, in the early 1980s, the IFIs have generally pursued a
standardised approach to managing the economic problems of a country regardless of its particular
circumstances. The central tenets of this approach, most commonly termed “neo-liberalism” or the
“Washington Consensus” are deregulation, privatisation, ensuring greater openness to foreign
investment, trade liberalisation, unrestricted movement of capital and lower taxes. Indeed most of
the staff of the World Bank and IMF have studied macroeconomics at western universities, notably
in the US, where this neo-liberal economic model is the only one considered viable and, thus,
dismisses analyses that differ from its core tenets.

The IFIs do not effectively incorporate local input into their decision-making processes, even when
they purposefully solicit it. A good example of this is the experience with the Poverty Reduction
Strategy (PRS) process. This process is supposed to be a participatory one led by governments,
together with their respective civil societies, in order to devise a country-owned and country-led
long-term development plan. The PRS paper that results from the process is to be fully owned by
the government, reflecting each country’s unique historic, political, and economic circumstances.

2 This section draws heavily on CIDSE/Caritas Internationalis, 2004b.
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While in some countries the PRS has been a very important vehicle for promoting government-civil
society dialogue over economic and development policy and some slight variations in policy
approaches have been allowed, the PRS papers have not diverged fundamentally from the economic
principles of the Washington Consensus.

Three main reasons underlie this lack of variation. Firstly, the BWIs assistance to client countries is
less predicated on the PRSP than on other instruments removed from public discussion, notably the
CPIA and the PRGF.?* Secondly, the real or perceived fear that the World Bank and IMF will not
provide new loans or debt relief to countries that dare to address their economic policies differently
has led in many cases to “self-censorship’ on the part of borrowing governments. The Boards of the
Bank and Fund no longer endorse a PRSP — this is the main action taken in response to the PRSP
evaluations carried out by the Independent Evaluation Office (IEO) of the IMF and the Operations
Evaluation Department (OED) of the World Bank.”> However, they can reject the macroeconomic
policies within it by refusing to agree or by suspending PRGF or PRSC-supported programmes. A
third element is the fact that PRSPs are perceived as another bureaucratic conditionality which
governments have to deal with in order to get resources from donors, regardless of existing
development planning processes at country level. This point is clearly acknowledged in the
aforementioned IEO/OED evaluations.

The critical issue is the institutional incapacity to think of economic policy as inherently political
and social. Processes for poverty reduction are considered another technical issue that economic
models can help resolve, where some countries perform well and others do not. There is no
recognition of the highly political dimension to the choices made by governments in these
processes. Governments deal constantly in trade-offs where some groups will benefit, while others
will not. If genuinely committed to poverty reduction, the IFIs should always take a stance in
favour of the poor on the basis of sound evidence — this is the preferential option for the poor in
practice.

The IFIs have responded to criticism regarding the one-size-fits-all policies of structural adjustment
by augmenting the Washington Consensus with a number of ‘soft’ social and institutional policies.
However, consideration of institutional factors has not differed from the traditional economic policy
in terms of its lack of diversity and respect for local realities, and the prescriptive nature of IFI
policy. Social concerns have been marginally taken into account as an add-on to economic policy
models rather than in order to transform them. For example, the increasing role played by
governance and social equity indicators in the World Bank’s Country Policy and Institutional
Assessment (CPIA) tend to reinforce old-fashioned conditionality.

The IFIs do not adequately incorporate civil society analyses into their lending and policy decisions,
despite constant pressure from civil society representatives. Though they have come to accept
information about projects gathered by civil society organisations at the local level, the IFIs’ official
views come primarily from internal studies produced by their own staff. Although there has been an
increase in the number and type of venues for consultation between IFIs and civil society actors,
including NGDOs and faith based groups, - a positive change that should not be overlooked - the
lack of strategic follow-up has led to a widespread perception that these contributions have had little
real impact.”®

The most troubling aspect of the IFIs’ homogeneous approach to development is their response to
failed adjustment policies. Although they are beginning to acknowledge their failure throughout
Africa in the 1990s, for example, they take no responsibility for, much less attempt to reverse, the

24 CIDSE/Caritas Internationalis, 20044, 8/9.
% |MF / IEO (2004) and World Bank / OED (2004).
26 -

Ibid.
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damage that has been done. And yet, in many of those countries, generations to come will suffer the
consequences of the IFIs’ failure to support policies to tackle growing inequality, lack of
employment opportunities, degraded environments, and failed health care, education and pension
systems. Moreover, while they do so their countries will have accumulated more debt which will
further impoverish future generations and bind countries to the policy conditionality of the IFIs.
Indeed, since the mid-90s debt relief has been used as an instrument to leverage policy change with
little actual impact on the release of additional resources for development.

Evaluations of the PRS approach in 2004 by the Independent Evaluation Office (IEO) of the IMF
and the Operations Evaluation Department (OED) of the World Bank have revealed that there still
remains much to change. Both evaluations found: the IFIs have failed to facilitate meaningful
discussion of alternative policy options; they have failed to align the content of their programmes to
PRSPs; they are driven by their own internal process requirements rather than by the needs of each
country and its domestic procedures, including budget cycles; they have failed to make micro-
macro linkages or to engage adequately in poverty and social impact analysis, particularly in the
area of economic growth and poverty reduction; their policy analysis and recommendations are not
accessible enough to the public or indeed to policymakers; and their systems for recording
conditionality are mutually incompatible, so it is impossible to evaluate whether streamlining of
conditionality has taken place.

This affirms much of what had been written by NGOs and networks such as CIDSE / Caritas
Internationalis about the role of the IFIs in the PRS initiative.?’ Both reports make
recommendations which should be taken up and concretised — notably in the area of encouraging
country-led management, which can only happen if countries are given freedom to choose policy
alternatives preferred by the country rather than imposed by the IFls.

The ultimate objectives of the IFIs should be to contribute towards poverty eradication and
equitable development, based on strategies developed and implemented by sovereign governments
who are held to account by their citizens. In contributing to poverty eradication and equitable
development, each institution must focus on its core area of competence to ensure that its policies of
macroeconomic stabilisation, growth and development are informed by the poor, and implemented
only where they are freely adopted by government as the optimal solution, following adequate
analysis of alternatives.

Recommendations

e In the immediate future, the analysis in the IEO and OED evaluations should be used to
drive concrete policy change with respect to institutional openness and transparency,
processes for negotiating programme agreements and aligning them to national strategies,
and development of alternative policy options within and outside the IFIs. In the longer
term, a radical revision of the architecture of PRSPs should be undertaken in order to
bring all actors, including the IMF and World Bank inside a domestic, partnership-based,
decision-making forum.?® According to this model of alignment, all donors, including the
World Bank and IMF, should show their commitment to national ownership by aligning
their policy procedures to national processes (i.e. budget debates, stakeholder forums,
sectoral working groups etc.) and by bringing programme negotiation and
implementation issues centre-stage under the PRSP approach rather than conducting
business ‘in the wings.’

21 CIDSE/Caritas Internationalis 2004a.
2 bid.
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e There is a need to adopt clear and agreed criteria for limiting the parameters of
conditionality. Conditionalities should be: drawn from the PRS or equivalent national
strategy; limited to areas of policy change identified as government priorities and not
imposed to achieve economic policy change; subject to PSIAs in order to identify
alternative policy paths, rather than simply building safety nets; transparent, publicly
accessible and subject to parliamentary and public scrutiny; coordinated with other
donors under a government-led policy framework; and designed so that failure to achieve
progress in one area does not result in budget support withdrawal from donors.

e The IFIs should consider alternative development policies in the formulation of key IFI
programmes, such as the Poverty Reduction Growth Facility (PRGF) and the Poverty
Reduction Support Credit (PRSC). To this purpose, they should work with governments,
civil society actors and specialised bodies such as the United Nations Development
Programme (UNDP) to build on and further develop the capacity to produce ranges of
policy options, including undertaking examinations of the economic, social and political
trade-offs associated with different policy paths. Such an approach would also serve to
develop accountability measures at the political level and improve overall governance.

I11. Ensuring the IFIs’ Role in the System of Global Institutions Respects the
Primacy of International Human Rights Law and Economic and Social
Development

It is important to place the issue of reform of the Bretton Woods Institutions in the broader context
of the architecture of institutions responsible for channelling collective global action on
development, human rights and security. The UN Charter was conceived as a normative model to
ensure that international policies, notably those in the monetary, financial and trade sectors, would
be coherent and thereby provide solutions to international problems of an economic, social, cultural
or humanitarian character, while promoting respect for human rights for all. To that end, the system
relied on two principles: specialisation and coordination. Within this scheme, the World Bank and
International Monetary Fund were specialised agencies of the UN. They did not have, per se,
jurisdiction on human rights issues. This was not to mean that they would have no obligations under
human rights law. In a system where they had limited mandates related to economic policy only,
they were subordinated to the UN.? It was the UN’s role (particularly through the Economic and
Social Council) to be the guardian of universal human rights standards and to ensure the primacy of
human rights across the spectrum of activities of specialised agencies.

However, the IFIs have slowly accumulated additional power and functions within the international
system by taking on many of the issues that were once the primary responsibility of the UN and its
family of agencies. As a large number of newly independent countries joined the UN during the
1960s and 1970s, the weight of developing countries under the UN’s one-country-one-vote system
increased. Thus, the leading industrial countries sought to concentrate more decision-making power
within the IFIs where a voting power allocation system largely skewed in their favour allowed them

2 See Tilburg Principles on World Bank, IMF and Human Rights 2002, para. 6 (stating that the nature of the IFls as
specialized agencies is “another indication of their international legal personality separate from their members, which
carries with it rights and obligations according to international law.” See also para. 4 (“The responsibility for
implementing human rights is universal and concerns all — state and non-state — actors whose activities may affect
people’s lives. The primary responsibilities and obligations in the field of domestic human rights enjoyment, however,
remain with the State: States cannot ‘delegate’ human rights obligations to, for instance, international institutions and
relieve themselves of these obligations. As international legal persons, the World Bank and the IMF have international
legal obligations to take full responsibility for human rights respect in situations where the institutions’ own projects,
policies or programmes negatively impact or undermine the enjoyment of human rights.”).
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to exert greater influence. By the end of the 1990s, the IFIs were involved in funding, policy,
monitoring and evaluation in areas as diverse as structural adjustment, poverty reduction,
environment, health, governance, education and civil society development - a phenomenon that is
known as “mission creep”. Yet, they did so without the authorisation of or debate among the
international organisations that were formally responsible for multilateral cooperation on these
issues.

This process was facilitated by the language in the agreements approved by the IMF and World
Bank in 1947 to co-operate with the Economic and Social Council and other UN bodies, which
recognized them as ‘specialised agencies,” as defined in Article 57 of the UN Charter. In fact, such
Relationship Agreements grant a significant degree of independence to the Bretton Woods
Institutions as compared with that enjoyed by the rest of the UN Agencies. This has been a key
factor enabling the richest countries to expand the mandates of the international financial
institutions unchecked by the broader international community.

As a result, the international financial institutions today exert significant influence on the ability of
client countries to protect and promote human rights. In some cases this influence is exerted
directly, by setting actual policy on non-economic areas, while in other cases this influence is
exercised indirectly, through the impact of economic policy prescriptions on human rights issues.

Whenever these prescriptions are in conflict with those of other UN specialized agencies and
bodies, including those in charge of human rights, the IFIs prescription tends to prevail on account
of their power to influence the flows of much-needed official development assistance and private
investment to those countries.*

The Monterrey Consensus, by restating the general principles of specialization and coordination
enshrined in the UN Charter, provided sound basis for restoring the role of the UN in the normative
and agenda-setting arena.®* However, the Monterrey implementation process has yet to demonstrate
its potential to re-establish this role for the UN. The UN Secretary General once again emphasised
the role that the Economic and Social Council should play in his report for the September 2005
review of the Millennium Declaration. He noted that ‘it is the only organ if the United Nations
explicitly mandated by the Charter to coordinate the activities of the specialised agencies’.*
Members of the UN should determine concrete means, based on the Secretary General’s
recommendations in this report, to bring the IFIs under the explicit coordination function of a
reformed ECOSOC.

Recommendations

e As part of the UN system, the IFIs should be held accountable to international human
rights law, including the International Covenant on Economic, Social and Cultural Rights
and the interpreting jurisprudence. A good starting point would be the approval and
further elaboration of the Draft Guidelines prepared by the Office of the High

% The IFIs not only administer a substantial share of all official development assistance, these institutions also exert
enormous power by acting as gatekeepers for flows of official development assistance. They give their stamp of
approval to countries they deem fit for investment, thereby signalling to the rest of the international community,
including bilateral donors, other international financial institutions, and even the private sector, that it is safe to invest.

3 See International Conference on Financing for Development Final Outcome Document, para. 52 for coordination
(“we should encourage policy and program coordination of international institutions and coherence at the operational
and international levels to meet the Millennium Declaration development goals of sustained economic growth, poverty
eradication and sustainable development.”) and para. 68 for specialization (“Greater cooperation among existing
institutions is needed, based on a clear understanding and respect for their respective mandates and governance
structures.”).

*2 United Nations 2005, para. 172.
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Commissioner on Human Rights on ‘A Human Rights Approach to Poverty Reduction
Strategies’® The Inspection Panel of the World Bank should be given powers of
enforcement and restitution in the event of human rights violations as a result of the
World Bank lending decisions.

e Inorder to ensure accountability of the IFIs to the international human rights framework
the UN’s role in global governance should be strengthened and co-ordination between the
IFIs and the UN agencies improved. The follow-up process to the Monterrey Consensus —
i.e. the June 2005 High Level Dialogue of the General Assembly with the Bretton Woods
Institutions and the World Trade Organization — provides a venue to discuss longer-term
means to achieving this goal. Serious consideration should be given to the proposal for
establishing an Executive Committee of ECOSOC at the intergovernmental level,
responsible for providing ongoing and regular follow up to the mandates emerging from
the Monterrey Consensus.**

e The Relationship Agreements linking the IMF with the UN and the World Bank with the
UN should be renegotiated with an aim to: a) enhance the responsibility of the IMF and
World Bank to the UN and b) enhance the ability of the UN to ensure that international
financial institutions fully respect the jurisdiction of other agencies, funds and bodies,
particularly those with non-economic mandates. In the longer term, permanent
mechanisms for solving jurisdictional disputes in a transparent way should be established.

Conclusion

CIDSE believes that reform of the IFIs should be based on the principles noted at the outset:
namely, solidarity, subsidiarity and a preferential option for the poor. Reform is urgent — it is
being demanded by the majority of shareholders of both institutions and it is part of the reform
agenda of the UN proposed in the UN Secretary General’s report. This agenda will be discussed in
September 2005 at the follow-up to the Millennium Summit. More potently, IFI reform is urgent
because the consequences for the life chances of people affected by IFI policies are in the balance.

At the Monterrey International Conference on Financing for Development, 2002, the IMF and
World Bank committed to “continue to enhance the participation of all developing countries in their
decision making.” Little has changed since then in spite of the fact that it would be in the interest of
the IFIs to take steps to ensure that they “represented the diversity of members across regions.”

CIDSE believes that voting power should be reallocated to fulfil the Monterrey mandate. In
addition, transparency around decision-making should be improved through formalised voting and
publication of positions taken. Double-majority voting modalities should be introduced on a pilot

% Office of the High Commissioner on Human Rights 2002, Draft Guideline 18, para. 244 and 245 (Clearly laying
down the responsibility of states as members of the World Bank and the IMF to ensure that the policies of these
institutions conform to the states’ human rights duties and that in determining the policies of these institutions, the states
should be subject to monitoring and accountability procedures at the state level; the guideline provides that international
institutions must also be subject to accessible, transparent and effective monitoring and accountability procedures. If
they fail to do so, steps must be taken to establish appropriate monitoring and accountability mechanisms in relation to
the poverty reduction and human rights responsibilities of these institutions.)

¥ See United Nations 2005, para. 180 (“The [Economic and Social] Council needs an effective, efficient and
representative intergovernmental mechanism for engaging its counterparts in the institutions dealing with finance and
trade. This could either be achieved by expanding its Bureau or by establishing an Executive Committee with a
regionally balanced composition.”)

% Statement by a Group of IMF Executive Directors on the Selection process for a New Managing Director. IMF Press
Release No. 04/55. March 19, 2004.
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basis; transcripts and minutes of Board meetings should be made available to the public and
shareholders should institute processes of parliamentary monitoring of positions and decisions taken
by their government at the Boards. There is a need to diversify the sources of analysis available to
developing country governments and to end the IFIs’ gatekeeper role for development finance. The
‘debt compact’ proposed by the Commission for Africa should be implemented on the basis of the
principles of a Fair and Transparent Arbitration Process.*

The IMF and World Bank should commit to supporting genuinely country-led development
strategies, which will require them to reform both policy conditionality and the manner in which
they engage in low-income countries. In the short-term, the IMF and World Bank should develop
and implement improved policies on transparency, poverty and social impact analysis of policy
conditions, allow and promote meaningful debate of alternative policy options. In the longer term, a
radical revision of the architecture of PRSPs should be undertaken in order to bring all actors,
including the IMF and World Bank inside a domestic, partnership-based, decision-making forum on
economic strategy, policy-making, governance and conditionality.

As part of the UN system, the IFIs should be held accountable to international human rights law,
including the International Covenant on Economic, Social and Cultural Rights and the interpreting
jurisprudence. Effective accountability requires at least a strengthened role for the UN in global
economic governance, supported through the establishment of an Executive Committee of
ECOSOC at the intergovernmental level, and a review of the Relationship Agreements linking it to
the World Bank and the IMF.

Reform of the World Bank and IMF is inevitable. Indeed, there has been a process of internal
evaluations and external pressure which are moving the institutions inexorably though slowly
towards change. That change must now be carefully managed to ensure that it amounts to a bold
step in favour of poverty reduction, justice and equality.

% Commission for Africa (2005), p 56.
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