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1. Introduction

When the international economy is performing well there is little call
for reform of the international financial system or of the institution
entrusted with its supervision, the IMF (the Fund). But when things
are not going according to script, cties for far-reaching reforms are
loud and come from every corner. Most fundamental reforms are
long term in nature and do little to alleviate an immediate crisis; dis-
cussions invariably focus on a few high-profile issues; discussions and
negotiations are not simple; and, in the middle of a crisis, mundane
but helpful measures may be overlooked.

With the onset of the Asian (global) crisis in the summer of
1997, the IMF became the target of criticisms; the attack has been re-
lentless, coming from many quarters, especially from the US Con-
gress and a few high-profile academics. IMF lending policies (condi-
tionality or, in other words, the policy prescriptions and conditions
that are attached to a given country’s program), IMF’s ability to pre-
vent crises {early warning mechanism) and the problem of moral haz-
ard have been the focus of many of these attacks. Specifically, it has
been argued that the tight monetary policy (high interest rates) and
restrictive fiscal policy that have been part and parcel of IMF pro-
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grams have exacerbated economic problems, by adding to the finan-
cial burden of domestic banks and non-bank institutions in these
countries; that the IMF is akin to a fireman who trie§ to extipguish
fire, as opposed to a teacher who teaches fire prevention - with th.e
fire and the losses getting bigger and bigger; and large bailouts of pri-
vate investors enicouraging bad investments, . .
Although the Asian crisis and the Fund’s policy prescriptions
have started a lively debate on Fund lending policies, the IMF’s organ-
izational structure and its operational framework have been largely
ignored. This is not surprising given the fact that the. impact of the
IMF’s organization and operations on global economic performance
is indirect and not readily apparent. Although less direct than the im-
pact of IMF’s policies, enhanced organization and operations would
increase IMF’s efficiency and membership participation, which would
in turn increase IMF’s effectiveness in improving global economic
conditions. In this paper, we examine a number of these issues:

1) quota, voting structure and decision making;

i1} executive board (EB) and ministerial committees;
i1} management structure and staff; B
iv} political dimensions, transparency and credibility.

2. Quota, voting structure and decision making

2.1, The importance of quotas

The capital contribution of each country to the Fund (in other words
ownership} is referred to as the country’s quota in the Fund. A coun-
try’s quota is at the core of its relations with the Fund. A country’s
quota essentially determines its voting power, affects (les's today ti}:m
in earlier years) its borrowing capacity, and determines its allocation
of Special Drawing Rights (SDRs), a {ree reserve asset.

"The total size of IMF quotas (absolute size) is important in that
it in turn determines the size of the largest source of IMF lending,
The share of each country is important in that it affects IMF govern-
ance, specifically whether the IME 15.t0 f_un'(;tion as a mgltilateral in-
stitution as opposed to one that is dominated by a small group of
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countries (US or North America-Western Europe). The combination
of total IMF quotas and individual country quotas should be designed
s0 as to encourage creditor countries to lend to the Fund (voting
power and a marketrelated rate of interest) and debtors to borrow
and adopt appropriate policies (through significant IMF lending and a
below-market rate of interest).

While the total size of IMF quotas is assessed roughly every five
years through a general quota review, the share of each country
changes only if there is a selective adjustment in a country’s quota
(during a General Review), an ad boc increase or when the size of the
membership changes.

2.2. Quota calculation

The Articles of Agreement do not specify how country quotas should
be calculated. Quota calculations have essentially been related to
various economic indicators and have gone through an evolutionary
process but, as discussed below, other (unrelated) issues invariably
also influence the actual quota of a country. Moreover, actual and
calculated quotas may be very different for some countries. Origi-
nally, when the Fund was created, the quota of a country was
calculated as follows:!

Quota = (0.02Y + 0.05R -+ 0.10M + 0.10V) x (1 + X/Y)

where: X = average exports during the period 1934-38; ¥ = national
income in 1940; R = gold and dollar balances on July 1, 1943
M = average imports during the period 1934-38; V' = maximum varia-
tion in exports during the period 1934-38,

This formula was used to calculate quotas for new members un-
til the early 1960s. But beginning in the 1960s, the Fund started to use
a number of formulas for quota calculations (for those of new mem-
bers and for General Quota Reviews to increase overall Fund re-
sources) and modified some of the variables. The basic reason for the
change was that a multiple-formula approach would increase the like-
likood (namely, by giving countries more choice) that countries
would agree to ‘at least one of the quota calculations’, and thereafter

! For details, see International Monetary Fund (1998, pp. 26-27).
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they could negotiate or ‘horse trade’ until an acceptable solution for a
quota increase and special quota adjustments were reached. The most
recent set of formulas used are:”

(1) (0.01Y + 0.025R + 0.05P + 0.2276VC) x (1 + C/Y);

(2) (0.0065Y + 0.0205125R + 0.078P + 0.4052VC) x (1 + C/Y);
(3) (0.0045Y + 0.03896768R + 0.07P + 0.76976VC) x (1 + C/Y);
(4) 0.005Y + 0.042280464R + 0.044(P + C) + 0.8352 VC;

(5) 0.0045Y + 0.05281008R + 0.039(P + C) + 1.0432 VC,

where: ¥ = GDP in a recent year; R = average monthly reserves in a
recent year; P, C = annual average current payments (P) and receipts
(C) over a recent five-year period; VC = variability in current receipts
(one standard deviation from the five-year moving average over a re-
cent 13-year period).

The results of each of the equations 2-5 are proportionately
adjusted in order to have the sum of the quotas of all members
equal that obtained in equation 1. Normally (as there are always
exceptions), the quota of a new member is the higher of the results
of equation 1 and the average of the lowest two from equations 2-
5: this result is referred to as the calculated quota but it is not nec-
essarily the actual quota.

A number of issues regarding both the method of quota calcula-
tion and the determination of actual quotas deserve discussion. The
method of quota calculation and the determination of actual quotas
should ideally be shaped by the function(s) that quotas are supposed
to serve. Although quotas were conceived as a reflection of a coun-
try’s relative economic importance, this notion was never operation-
alized. In a general sense, quotas were conceived to reflect;

— a country’s potential contribution to IMF resources;
’ ial b i ds;
- a country’s potential borrowing needs;

- the impact of a country’s economic and financial policies on
the rest of the world.

* Ibid, p. 27.
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A complete discussion of the extent to which the equations cap-
ture the three basic elements mentioned above could by itself be the
subject of a book, but for our purposes a discussion of the broad issues
should suffice.” First, a country’s potential contribution to IMF re-
sources is in part determined by its economic size, its reserves, the
strength of its balance of payments position and, in practice, by a for-
gotten fact, namely, its willingness to lend to the Fund outside of its
quota obligation (te., through special facilities).* Thus, it would seem
appropriate to include arrangements to lend directly to the Fund (out-
side of what is available through a member’s quota) as a variable in the
quota calculation. For an assessment of the relative importance of re-
source commitments under various arrangements and actual non-quota
lending by the Fund, refer to Tables ! and 2. Financial commitments to
the Fund through these arrangements are significant relative to Fund
quotas (see Table 1). For instance in 1999, IMF quotas stood at roughly
SDR 145 billion while Fund borrowing agreements (GAB, Associated
GAB and NAB) were roughly SDR 52 billion, representing 36% of to-
tal quotas. But more practically, roughly 50% of quotas can be tapped
at any time for lending. Thus in early 1999, the Fund had a lending ca-
pacity of roughly SDR 75 billion (about half of the IMF total quota)
from quotas and SDR 34 billion (as the combined maximum lending
from GAB and NAB cannot exceed SDR 34 billion) from borrowing
arrangements, or 45% of that available from quotas. Such borrowing
arrangements are thus a large source of IMF funding (both as an abso-
lute number and as a percentage of quotas).’

Economic size (appropriately defined),’ reserves, balance of pay-
ments position and financial commitments in the form of special-

* Afrer the completion of this essay, we discovered that the Fund’s Executive
Board has called for a review of the quota formula by an external commirtee.

* Although the Fund’s standard borrowing procedure from its members is to
borrow the member’s currency in an amount determined by the member’s quota, the
Fund has also borrowed from the richer members through special facilities such as
the General Arrangements to Borrow (GAB), the Qil Facility and New Arrange-
ments to Borrow (INAB).

® Financial resources made available through the GAB and NAR are not opera-
tionally the same as actual lending (namely of member currencies) to the Fund. The
rules that allow the Fund to tap GAB and NAB are restrictive (specific balance of

ayment lending operation), and GAB and NAB rules are also different from other
Eistorical facilities such as Enlarged Access.

¢ While GDP is normal measure of economic size, it is an open question as to

whether market or Purchasing Power Parity (PTT) exchange rates should be used for
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TABLE 1

IMF RESOURCES - QUOTA AND BORROWING ARRANGEMENTS*
{in billien of SDRs unless otherwise indicated)
{end of December)

1970 1975 1980 1985 1990 1995 Dec-98

GAB and associated GAB 5.41 5.52 6.82 18.50 18.50 18.50 18.50
Oil facilities # 1 & 2 - 6.17 - - - - -
SFF - - 7.78 - - - -
Enlarged access - - - 1531 1528 1528 -
NAB - - - - - - 34.00
Others - - - - .05 8.29 9.74
Tota! commitment 541 11.69 14.60 33.81 41.82 4206 62.24
Quota 2843 2921 59.60 8531 9110 14532 14532

Total commitment under

borrowing arrangements
as a % of quota 19.05 4001 2450 3785 4591 2895 23.40°

IMF borrowing limits as a %
of quota - - - 50.60  50.60 - -

* GAB (General Arrangements to Borrow) becatne effective on October 24, 1962 and has been renewed and entarged
at various times. The oil facilities were established in response to the oil price increases of the mid-1970s and were
terminated in May 1976, “The SFF (Supplementary Financing Facility) became effective in February 1979 and was
terminared in March 1981, Enlarged Access to Fund Resources became operational in May 1981 and was termi-
nated in November 1992, NAB (New Arrangements to Borrow} was established in December 1957, The maximum
combined amount borrowed under GAB and NAB cannot exceed SDR 34 billion,

® Guidelines for borrowing by the Fund, intreduced in 1981, were dropped in 1991, The new guidelines do
not set specific borrowing limits in terms of quotas.

Sources: Various issues of Futernational Financial Statistics and IMF Annsal Report for the period 1975-98.

TABLE 2

USED IMF RESOURCES FROM BORROWING ARRANGEMENTS
{in billions of SDRs unless otherwise indicated)

Dec70 Dec75 Dec-830 Dec-85 Dec-90 Dec-95 Dec-98

Total from borrowing
arrangerments 3.23 870 849 3518 2073 3593 6045

Size of total IMF quota 2843 2921 5960 8931 9110 14532 14532

Used IMF resources from
borrowing arrangements
as a % of quota 1137 2980 1424 3939 2276 2472 4160

Sosree; Various issues of International Financial Statistics and IMF Annual Report for the period 1970-98.

the calculation; using PPP, the relative GDP (and thus the quotas) of emerging and
developing economies would increase significantly (see next section for detads.
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1zed facilities may all be considered as elements affecting a country’s
potential financial contribution to Fund resources. But these affect
potential and not necessarily actual contributions. There may also be
significant double counting when using a country’s potential resource
contributions; economic size affects a country’s current account posi-
tion and thus its level of reserves. Moreover, at a time of generally
floating exchange rates and high currency mobility and convertibility,
many countries do not possess a significant level of reserves, yet they
could make significant loans (their own currencies) to the Fund. At
the same time a country could have large reserves but not be willing
to lend to the Fund. Is it also not possible that a country accumulates
reserves through policies that are detrimental to the rest of the world?
Should this in turn increase a country’s quota? Is it not possible for a
country to have a high level of reserves but be unwilling to make a
commitment to the Fund through special facilities?

Economic size, lending commitments and the like represent
lending potential and commitments, not actual lending. Would it
make sense instead to use actual lending (from all sources — quota,
special borrowing arrangements, etc.) with an appropriate lag in the
quota calculations? Although at first blush this could seem appealing,
it 15 probably a bad idea because it is backward-looking and, more
importantly, it could make calculated quotas highly volatile because
of significant changes from year to year. But to the extent that inde-
pendent variables in the quota equations are supposed to capture lend-
ing potential, it may be useful to include some measure of commit-
ments in the form of specialized facilities and to reduce the element of
double counting,

The second historical use of quota was as a borrowing limit for
countries.” For a historical review of the limitation of quota on bor-
rowing see Table 3, and for actual lending as a percentage of quota see
Table 4. One thing is clear: over time, the size of quota for some
countries has become less relevant as a limit to borrowing. For in-
stance, South Korea’s use of Fund credit amounted to 1,400% of its
quota on January 31, 1999, while normal cumulative Fund lending
limits stood at 300% of quota. To the extent that borrowing limits are
divorced from quota, then current payments (or receipts) and their

7 Historically, SDR allocations have not been large (total allocation amount to
SDR 21.4 billion as of February 1999} or frequent enough to be of great signilicance.
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volatility have less relevance in the quota calculation. In other words,
the method of quota calculation and the purpose of quotas {namely,
how the Fund uses quotas in its relations with member countries)
should be closely related.

The third broad intention behind the quota formulas is to capture
the impact and significance of a country’s economic and financial poli-
cies on the rest of the world. Indirectly, the GDP measure and the
payments measures capture some of these effects but they do not dis-
tinguish whether the effects are positive or negative - good policies or
bad policies. As a practical matter, the economic and financial policies
of fewer than twenty countries, and especially those of the US, the EU
and Japan, have a significant impact on global economic performance
and on those of smaller economies. Yet the Fund has little leverage on
the large industrial countries to adopt appropriate policies. The absence
of coordination of exchange and interest rate policies among the three
major economic blocs has had a significant negative effect on emerging
and developing economies. Adverse interest and exchange rate policies
in the three major blocs can impose serious adjustment problems for
smaller economies, If a country’s policies have a big impact on others
and the country has a large quota, does not the country have some re-
spousibility to pursue appropriate policies?

It would, therefore, seem appropriate to include some measure of
the soundness of a country’s economic policies (adjusted for its economic
size) into the quota calculation. The inclusion of such a variable may set a
dangerous precedent in that it transforms the Fund more openly into the
world’s financial policeman (it is already considered by some to be play-
ing this role, de facto towards developing countries). But if implemented
appropriately, the policeman role would be targeted toward the few big
industrial countries that have a significant effect on the global economy.
This would be for the good of all if carried out reasonably. Such an initia-
tive may be in practice difficult to implement because of disagreement as
to what constitutes good and bad policies. There is no single measure of
good policies that is indisputable, while an index incorporating a number
of variables would be open to a great deal of wrangling. If the EU could
agree to convergence criteria, although somewhat flawed, IMF members
could agree to some indicators of good policies. A combination of some
of the following variables - inflation, unemployment rate, budget deficit,
current account (positive or negative) and exchange rate policy — would
be a reasonable starting point for discussion.
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TABLE 3

ACCESS LIMITS UNDER IME ARRANGEMENTS
(in percent of quota)

Access under credit

rranches and the 197074 197579 1980 1981-83 1984 1985 1990 1993 1994-98
extended Fund

facility
Annual 75 140 200 100-i50 102125 95-115 90-110 68 100
Cumulative - 600  450-600 306-375 280-345 400-440 300 300

Source: Various issues of IMF Annual Report for the period 157098,

TABLE 4
COMPOSITION OF RECENT IMF RESCUE PACKAGES
{in billion of TUS $ unless otherwise indicated)
M l'MFuresource con}mitment as Actual use of fux}d credi&:
% of country’s quota as % of country’s quota

Mexico 1995 17.7 1009 607
Thailand 1997 4 698 400
Indonesia 1997 11.2 748 431
Korea 1993 211 2640 1500
Russia 1998 15.1 350 318
Brazil 1998 18.1 834 158

*  The rescue packages for each country represent resources available over differing periods for each case.
B As of end December 1995 for Mexico and end December 1998 for all ocher countries.

Sowrces: International Financial Statistics, various issues and 5.A. Montek, “The IMI* and the World Bank: are
overlapping roles a problem?”, paper presented at G-24 Technical Group meeting in Colombo (Feb-
ruary, 1999, mimea},

2.3. Actual quotas and economic size

Calculated quotas may not be a good measure of what they are sup-
posed to represent, what’s more, they are subjected to ‘negotiations’
before actual quotas are determined. Politics and other considerations
invariably come into play at this stage in the game. To get a sense of
the role of politics and of other factors in determining actual quotas,
it may be interesting to compare the quotas of the largest IMF mem-
bers to some of their economic and financial attributes (see Table 5).
There are many anomalies ~ due to historical and/or political consid-
erations ~ and some of these deserve mention.

First, even if the quotas of individual Western European coun-
tries may have been appropriate in the past, they are harder to defend



TABLES

* " Based or 1996 GDP data.
#* Based on 1995 GDP dara.
##% Based on 1994 GDP data.

" Source: Various issues of Peternational Financial Statistics.

]
ECONOMIC AND FINANCIAL ATTRIBUTES OF THE COUNTRIES WITH THE LARGEST IMF QUOTAS S
(in percent)
Exports
Quota/ Votes/ (goods & resTef'\L;i - Total
Moral Toral GDP/ Exports/ Imports/ services)/  Population/ 147 reserves/
Country or World World World World World go World
Fund countries - . : World total
GDP eXports imports eXports population total
quota votes reserves -
(goods & old Teserves
services) g
1999 1999 1997 1997 1997 1997 1997 1597 1997
UsA 17.86 17.63 2778 12.42 15.93 13.67 4.60 348 5.02
Japan 540 6.29 14.41 7.59 6.00 6.98 220 12.99 13.78 %
Germany 6.25 6.15 7.23 9.24 7.83 8.62 1.40 459 4.16 -
" | France 5.16 5.08 479 5.23 4.77 5.33 1.00 1.83 2.97 rg
UK 5.16 5.08 4.43 5.08 5.55 5.34 1.00 1.91 201 =)
Traly 3.39 3.34 3.54 4.30 3.69 453 1.00 3.30 2.05 ‘EA
Saudi Arabia 3.36 3.31 0.43%% 0.50 0.49 0.94 0.30 0.43 0.45 g
Canada 306 3.02 212 3.87 3.56 361 0.50 1.05 1.39 2'
Russia 2.86 2.82 1.55 1.58 1.20 1.50 2.60 077 0.49
Netherlands 248 245 1.24 3.50 3.14 in 0.30 147 1.39
China 225 222 315 3.30 2.52 3.02 21.10 8.44 9.13
India 2.00 1.97 1.21% 0.61 0.72 0.65 16.40 146 1.80
Switzerland 1.66 1.64 0.88 1.31 1.26 1.78% 0.10 23 2.54
Australia 1.56 1.54 1.36 1.13 1.17 1.22 0.30 1.00 0.93
Belgium 1.49 1.47 0.83 3.07 2.77 270 0.20 0.96 0.77
Spain 1.47 1.45 1.83 1.88 2.18 2.16 0.70 4.05 3.38
Brazil 1.46 144 276 0.96 1.15 0.88 2.80 3.01 2.09
Venezuela 1.28 1.27 0.30 0.42 0.18 0.37 0.4Q 0.85 0.71
Mexico 1.24 1.23 1.38 1.18 1.08 1.78 1.60 1.70 1.95
TABLES (cont.)
Exports
Quota/ Votes/ (goods & . reiifrz]s - Toul
Yol Total GDE/ Exports/ Imports/ services)/  Population/ old/ reserves/
Country ota ot World World World World World 5 Werld
Fund countries ; . - World total
GDP* exports imports £XpOrTs population total -
quota votes J reserves - z
{goods & old reserves 2
services) g 3
1999 1999 1997 1997 1997 1997 1997 1997 1997 u%
Sweden . 1.15 1.14 0.78 1.49 1.16 147 0.20 0.64 0.5z %
Argentina 1.02 1.01 1.02% 0.49 0.54 0.42 0.60 132 150 %
Indonesia 1.00 0.99 0.74 0.96 0.74 0.92 340 0.98 1.46 é
Austria 0.90 0.89 0.71 1.04 1.1% 1.24 0.30 1.17 1.07 (Bb
South Africa 0.90 1 0.89 0.44 0.56 0.58 0.52 070 0.28 0.28 I
Nigeria 0.84 0.84 0.14%%% 0.34 0.14 0.23 200 0.28 0.24* _‘:j
Denmark 0.79 0.79 0.58 0.87 0.78 0.93 0.10 1.13 0.52 2
Korea 0.78 0.78 0.34 248 253 2.40 0.79 9.00 8.95 §
Finland 0.61 0.61 0.41 0.71 0.53 0.70 0.10 0.50 0.59 =
Portugal 0.42 0.42 0.32* 0.43 0.60 0.47 0.20 0.93 1.01 §
Iréland 0.40 041 0.25 0.96 0.70 0.90 0.10 0.39 0.35 g
Greece 0.39 0.40 0.42 0.16 0.38 0.22 0.20 0.74 1.32 §'
Luxembourg 0.06 0.08 0.05* 0.004 0.01 o
Euroland countries (11) g
2263 2235 21.60 30.36 2740 3030 5.10 19.19 17.75 «
EU countries (15) 30.12 2976 27.81 37.96 3527 37.60 6.60 23.61 22.92

SPE
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with the increasing integration of European countries, and especially
after the adoption of the EMU and the introduction of the euro. The
combined quota (as a percent of the Fund total) of the eleven coun-
tries of Euroland is 22.6% in comparison to a US quota of 17,.8%, The
combined GDP (as a percent of all countries) of these countries is
21.6% while that of the US GDP is 27.8%. This divergence will be-
come even more pronounced as other EU countries, especially the
UK, join the EMU. For the EU fifteen, the quota and GDP figures
are respectively 30.1% and 27.8%. Clearly, in comparison to the US,
the EU quota is too high if GDP is the critical measure.®

Second, the quotas of a whole host of other countries appear to
be significantly out of line if economic size is the overriding factor
(see Table 5) - for example, Japan (too low, 6.4% of total Fund quotas
vs 14.4% of world GDP), Saudi Arabia (too high by a factor of ten in
relation to GDP), Canada (too high), Russia (too high), Netherlands
(too high), China (too low), Belgium (too high), Brazil (too low) and
Venezuela {too high by a factor of four in relation to GDP). How-
ever, these discrepancies in quota (relative to GDP) are somewhat dif-
ferent if GDP calculations are based on Purchasing Power Parity
(PPP) exchange rates as opposed to market rates (see Table 6); most
notably China’s quota is even further out of line and the quotas of in-
dustrial countries are too high,

In some cases, the reason for the large divergence in quota is due
to infrequent quota adjustments to reflect recent developments {most
importantly special adjustment as opposed to proportional adjust-
ments, see later in this section). In some cases, most notably Russia,
politics have played a major role. In the case of Saudi Arabia, the ac-
tual quota discrepancy is due to IMF financial needs. The quota was

increased in 1981 as an integral part of Saudi Arabia’s loan of roughly .

$ 1C billion to finance Enlarged Access to Fund Resources. Due 1o the
significant increase in oil prices following the Iranian Revolution, the
Fund needed additional resources to finance the balance of payments
of members experiencing large current account deficits. An increase in
quotas was not a practical option as quota increases are a lengthy and
time-consuming political process. The Fund does not borrow on finan-
cial markets as does the World Bank. The only option was to borrow

¥ The EU quota is more in line if it is compared to other measures such as trade
{appropriately defined to exclude intra-EU trade) and reserves.
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TABLE 6

COUNTRY RANKING BY MARKET EXCHANGE RATE GDP & PPP GDP

(in percent unless atherwise indicated)

E

Countries ranked GDP/ | PPP GDP/ Ran]l; kg];l;are.of Rank by share
by quota World World PP ‘:noarrket exchijlmeg of world GDP using
contribution GDP GDP cates &1 ppp exchange rates

1. USA 27.78 21.36 1 1
2. Japan 1441 8.44 . 2 3
3. Germany 7.23 4.77 3 4
4. France 4.79 3.57 4 6
5. UK 443 3.35 5 7
6. Italy 3.94 3.17 6 8
7. Saudi Arabia 0.43 0.58 24 21
8, Canada 2.12 1.81 9 12
9. Russia 1.55 1.73 11 13
10. Netherlands 1.24 0.91 14 18
11. China 3.15 10.35 7 2
12, India 1,21 4.39 15

13, Switzerland 0.88 0,52 17 23
14, Australia 1.36 1.00 13 16
15. Belgium 0.83 0.64 18 20
16. Spain 183 1.69 10 15
17. Brazil 276 2.85 8 9
18. Venezuela 0.30 0.54 29 22
19. Mexico 1.38 2.10 12 10
20, Sweden 0.78 0.46 19 25
21. Argentina 1.02 0.99 16 17
22, Indonesia 0.74 1.86 20 11
23, Austria 071 0.49 21 24
24, South Africa 0.44 0.80 23 19
25, Nigeria 0.14 0.29 31 29
26, Denmark 0.58 0.34 22 28
27. Korea 0.34 1.70 27 14
28. Finland 0.41 0.28 26 30
29. Portugal 0.32 0.3% 28 26
30, Ireland 0.25 0.18 30 3
31, Greece 0.42 0.28 25 27
32, Luxembourg 0.05- - 32 -
Eurcland countries {11)] 216 16.09

E1J countries (15) 27.81 2060

Source: 1999 World Development Indicators.
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through a special arrangement (requiring approval from its membership)
from members with a strong balance of payments position. Saudi Arabia
was willing to accommodate the Fund for three reasons. First, such a
large loan would reduce global rhetoric against ‘high’ oil prices and their
impact on global payment imbalances. Second, it would reduce the per-
ceived size of Saudi reserves and thus reduce pressures on Saudi Arabia to
increase its expenditures. Third, Saudi Arabia saw this as an opportunity
to increase its quota dramatically and thus increase its clout in the inter-
national financial system. To the extent that a quota is supposed to re-
flect the relative importance or size of an economy in the world, it
would seem to have been a Herculean task to persuade the world that
Saudi Arabia was the sixth most important economy in the world in
1981 (and would continue to be the seventh most important economy in
the world 1n 1999; see Table 5). The argument was based on the volatility
of Saudi Arabia’s exports and the level of its official reserves. The argu-
ment might have been good, but what got Saudi Arabia its quota increase
was its own intense lobbying, coupled with the Fund’s need for financial
resources. The Fund had little room for manoceuver as other members
were not willing to lend to it. This clearly indicates that either the Fund
needs to have a much larger quota, or a mechanism to increase quotas
quickly (an unrealistic political proposition), that it needs to have a sig-
nificant access (cushion) to other funds (such as special facilities) in addi-
tlon to its quotas, or that it needs to re-examine its capital structure (see
section on capital structure).

2.4. Quota and voting structure

Quotas, as an overall reflection of a country’s economic and financial
importance, were also envisaged to be a reasonable basis for a coun-
try’s voting power in the Fund. As a financial institution, the basis of
the IMF’s voting structure was to be different from that of a political
institution such as the General Assembly of the United Nations with
its one-country-one-vote formula.

The vote of each member country consists of two parts - i) a
standard 25C votes and #7) a number of votes in proportion to
quota contribution {one vote for every SDR 100,000 of guota). For
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gl;,sst ‘cr:;);n}:;l;sg Ogex_cel:nl:-1 the smallest). the I.ion’s share of the coun-
AR a. ﬁ;;rrlw.dz le‘ aggreg'ate) 1s derived from its quota (see

instrtution the argument that a member’
vote should largely reflect jts capital contribution (quota) has b S
widely accepted and the standard 250 votes was a sflllall ioniissfcfg

ot e t O s O 1 SC

2.5, ' '
5. Quota reviews and adjustments, and qualified voting majoriies

Besides re-examining the method of quota calculation and
and procedure for determining actual quotas ( P
tas), the Fund should also look into how
Changes in quota determine the overall avaj]

the process
based on calculated quo-
changes in quota occur.
ability of Fund resources

1) General Quota Review (with two distinct parts):
equiproportional increase {no decrease)
selective adjustment (no decrease);

12) Selective and/or Ad Hoc Increase,

Dun 1
Ing quota reviews, mo

st countries’ quota i
‘ ncreases ar -
portional (namely, a country’s s o

hare of the total Fund quota is essen-

W ]Ilen:lbers or Selectl‘-‘e quota ad ust-
S

u ' ic ci
V€ quola as 1ts economic circumstances change (i.e., rapid GDP of
oy

what it should be (because of China’s record of ra

quota adjustments are infrequent). Also, the UK’s ol whil

quota was {or the

50 i
in industral countries, G i
in ind + General Quota Reviews o i

1 E ' ceur roughly ev, i
ssue is further taken up in the section on capital structure B every five years. This

10 ;
A country’s absclute quota cannot be reduced.
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longest time second to that of the US {ahead of Japan and Germany),
although its economy was substantially smaller than that of Japan and
Germany. Currently, Japan’s economy is much larger than that of
Germany, yet Japan’s quota is only marginally higher (see Table 5)."
Ad Hoc and selective quota increases were envisaged to adjust a coun-
try’s quota in the case of exceptional developments. But these adjust-
ments are difficult and are at best slow because other countries (whose
economies have not fared as well) do not want to see their relative
quotas decline. Contrary to official pronouncements political consid-
erations are never out of sight in Fund deliberations and decisions.

In view of the fact that General Quota Reviews are infrequent
and time consuming, and that selective quota adjustments are some-
what contentious at best, a more automatic procedure to adjust large
(relative) quota discrepancies may be desirable. To institute such a
policy, the first step must be a more rational and more acceptable
method of quota caleulation, A more rational methodology could re-
duce the heavy reliance on political horse-trading and it would be
more difficult to repudiate significant quota adjustments when and if
they are called for. Second, one would institute an automatic bi-
annual, or every five year, Ad Hoc quota review."” In the event that a
country’s (normalized) calculated quota diverges from its actual quota
(by some agreed threshold percentage), then the country’s quota
would be changed up or down to reflect the change (or some percent-
age of the change).

One of the principal countries that invariably objects to large se-
lective and Ad Hoc quota adjustments for others is the US. While
most decisions at the Fund require a simple majority, only a few very
important decisions require special majorities. The US has wanted to
keep its effective veto power on all important decisions ~ such as rati-
fication of quota increases, Thus, when special quota increases are
given and the US veto power is affected, the US argues for a change in
the special majorities if it is to go along with the special increase.
While the size of the US quota may be smaller than what it would be
if GDP were the overriding criterion (for example, relative to the

EU), the effective US veto power on important decistons has a num-

" Again, it should be noted that the results would be significantly different if

PPP exchange rates were used.
g . v . . .
2 One reason for making it every two years is that the constituencies of the EB

can change at every election cycle (Le., every two years),
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ternational organization but is instead a US-run, or at least a US-
dominated, institution.

In summary, a few points should be stressed. First, although there
s no “best’ formula for calculating quotas, whatever formula (or formu-
lae) is (are) chosen, it (they) should closely reflect the purpose for which
quotas are to be used. On the one hand, if the primary use of quotas is
to set country borrowing limits, then the variables that affect the size
of current account imbalances should be the key determinants of quo-
tas. On the other hand, if quotas have little relation to country borrow-
ing, then the inclusion of such variables becomes less important. Simi-
lar arguments should be applied to other purposes of quotas ~ potential
lending capacity or actual lending record to the IMF (these could be
very different), the impact of a country’s economic performance on the
global economy, etc. For instance, it is not indisputable that level of re-
serves directly affects actual lending to the Fund. A country could con-
tinue to have high reserves but be in a weak balance of payments posi-
tion; a country could have very high level of reserves but be unwilling
to participate in other lending facilities to the Fund (GAB, NAB, SFF,
etc.). A revised quota formula could include PPP GDP figures (as op-
posed to those based on market exchange rates) and could also include a
variable which captures the quality of a country’s economic perform-
ance (for example, economic growth, inflation, unemployment, budg-
etary position, current account, etc.).

Second, quota reviews should incorporate a larger percentage of
selective quota increases {and maybe even decreases) to account for
changing circumstances. The Fund should be a more forward-looking
as opposed to a backward-looking organization.

Third, major quota anomalies should be adjusted as soon as pos-
sible; these include the combined quota of the eleven Euroland coun-
tries (now that they are an economic bloc), China’s quota and more.
These are best addressed through automatic Ad Hoc adjustments
(normalized).

Fourth, when quotas are adjusted (in line with a more rational
quota formula that better reflects the purpose of quotas), voting ma-
jorities should be changed so that no single country, or even an eco-
omic bloc of countries, has veto power on any decision, especially
on the allimportant decisions.

Fifth, it may be useful to further separate the size of a coun-
try’s quota from the size of a country’s voting power in the Fund.

R N S
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The simplest way to achieve this would be to increase the size of
the minimum vote allocated to each country before quotas are f'o
ured into the vote. In a private sector financial institut f-
(normally) CIOSE.E association of ownership and voting is b;sl:e,dt ,
the’ right f)f. an investor to protect his or her investment. A c:ouor1
try’s participation in the Fund is based on more consi.deration-
than the narrow objective of a private sector investor Moreov;1 S
to the extent that quotas and voting power are further se arated i
may b'ecome politically easier for countries to agree t . fle: ©
ble adjustments in quotas. B T ore e
’ Fma.ll.y, it should be recalled that such changes will increase th
MF s efficiency, enhance the IMF’s image as the world’ o
multﬂater:.;d financial institution and strengthen the IMF’s ?ngremlzr
ence s‘md financial outlook. All of these will in turn increase theeg\fl;’-
feffectlve.ness as the guardian of the international payment system a csl
international prosperity, While each of these five proposa)l; r}:l)
attacked as politically naive, the five combined could be even EEZH c?
as a non-starter. But all changes, especially when it involves red »
the power of the powerful, are initially unrealistic. e

3. Executive Board and ministerial committees

3.1. Executive Board

As in the case of any organization, the IMF’s performance is in laree
part dete_rmmed by the quality of its board of directors (Executig
B.oard), s management and its staff, In the case of a board Vi
chrect.ors,. the modern corporation is highly dependent lcl)
contribution of a qualified and independent board. 7 e
- Argund the time of th‘e 1998 Joint Annual Meetings of the World
ank an ‘the .IMF in Washington, a number of individuals called for
new ministerial policy committee to oversee IMF operations Whila
others proposed measures to strengthen the role of the Interin; Corn(i
mittee. Before passing judgement on these proposals, it may be useful

to review the operation of the F. 1
: : xecutive Board and of kev I
g committees. M govern:
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The Fxecutive Board (EB) of the Fund is composed of twenty-
four Executive Directors (EDs). Five of these directors (the big five -
US, Japan, Germany, France and the UK) by agreement {(de jure) rep-
resent only their own country and are appointed by their respective
governments. Of the remaining nineteen, three (China, Russia and
Saudi Arabia) represent (de facto) only their respective country; but
because the right to represent only their own country is not perma-
nent, these three EDs are still technically elected (but only by their
own governments as opposed to a constituency of two or more coun-
tries). The remaining sixteen directors represent more than one coun-
try and are elected by their constituencies.!* These country groupings
can change every two years at the time of bi-annual elections during
the annual meetings.

Saudi Arabia’s representation at the EB is due to an obscure ar-
ticle of agreement and is proof of just how accommodating the Fund
can be when it needs financial resources. Under the Articles of Agree-
ment, the two largest creditors to the Fund over a two-year period are

entitled to have their own seat at the board for the ensuing two years.
By and large, throughout most of the Fund’s history, two of the big
five countries have also been its two largest creditors. However, dur-
ing 1976-78, Saudi Arabia was the second largest creditor. As a result,
Saudi Arabia appointed its own ED for the period 1978-80. Later in
1981 (in large part due to increases in oil prices), the Fund needed to
borrow roughly $ 10 billion to meet potential drawings on its re-
sources. Saudi Arabia agreed to the loan but it wanted a substantial
increase (special, or, Ad Hoc) in its quota so that it could realistically
continue to preserve its seat at the board well after it was no longer
one of the two largest creditors. This essentially required increasing
Saudi Arabia’s quota, making it the sixth largest at the Fund in 1981
(ahead of Ttaly and Canada). When China replaced Taiwan at the
Fund, it decided it wanted its own seat on the board. Iraly had a sig-
nificantly higher quota at the time, yet it did not have its own seat. It-
aly did not oppose this further expansion of the board to accommo-
date China. In this instance it was political power rather than money

4 The candidates are nominated by the respective governments; the elected can-
didates serve a two-year term (Le., they cannot be fired by their government during
their elected term of office). The large country in the group invariably gets the posi-
tion of ED at either (bothg the Fund or {and) the Bank; with alternate ED, advisor

and assistant positions being allocated to other members of the constituency.
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that talked. Russia’s seat on the board was again the case of political
ji:;(?z;e; jﬁ ogpo(siedfto ec;lonomic importance, Later, as more ciunltiices
i e Fund atter the collapse of the Soviet Union, another con-
sﬁtgsler%gl Svizillse ?i(ic]la e’;oo‘;hEeDEslBh (with ngitzerland being its elected
as '
twenty-four today; while the Funi’);p?nnerflclijﬁsolﬁl t?':em'y reasud by
about 60 countries to 182. P s ncreased by
and Ez;: Ian v(;tlaix;fcglf the fact ;hat the Fund is a financial institution
(end no political one such as the UN), political considerations
| be minimized whenever possible. The Fund should not b
to pghncal pressures in constituting its EB, There is no a OF'V
g:;lgcml 03 ;fon?mi}i reizson (at least one that is transpaféﬁl:-)el:fh;
na and Russia should have their o ; '
Arabia, the Fund at least received badiyzléeiiz?,r;loil;:e; a—SZ ? f Sau'di
reason. These anomalies reduce the Fund’s global financial a:iamzla
and can only lead to more exceptions and irregularities in th fuonty
resulti;'lg in less and less transparency in its operations T
S flfdl:;ulxlljlflinliomtfts ? I}l:imrnum of three days a week for about
ot nths of the year. Tl:le day-to-day administration of
oans, programs, most policy issues, etc.) are entrusted to the
EB by the Board of Governors.” According to the Articles of A
ment, the “EB shall be responsible for conducting the busines fg f‘;f‘
Eund . EDs represent the views of their governments and consst?‘cut i
Cles; most receive instructions from each country in their con tit1 o
on a number of topics placed on the agenda of the EB. While : ue}’;‘l}gy
are elected by their constituencies (except the eight t.hat are ;1'1 oot 5
by single countries), the Articles of Agreement recognized Elp)pomt'e
}t]emazrzo}?;mldailiil servants (although Mr Keynes and Mr White S;(Stnig
ave a hard ume recognizing them as such if they were to lis
rtzf;ci}ni% }iscussxon).blt was for this: reason that Zhe EDs have:i?nzua-l
pity, th o )l; ca.:;lleo% e filred by their governments and that their sala-
ments}. Sull Egs do ncinbe}(la;!: Ef ?xj:d - 'by Ehe'ir' PN
ernati
represent .the.na.u-row interests of their res;(tsc?\ie ;;‘:i:r?fnvjr?i‘:[(ss)and they
. (\Whﬂe. 115 is true that some constitulencies have too man.y coun-
s (especially the two Sub-Sahara African constituencies), there is

15 Th
e governor for a country is ei : ini :
central bank, v is either the Minister of finance or the head of its
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still a delicate balance between the size of the board and manageable
sizes of constituencies. Rather than allowing more and more countries
to give their individual opinions, dedicated EDs synthesize the views
of their own constituencies and present an overall view. But no mat-
cer how dedicated an individual ED may be, the size of some con-
stituencies is simply too large (over twenty countries) to make them
manageable. The options for equalizing the size of the constituencies
include eliminating the individual seats for China, Russia and Saudi
Arabia; reducing the number of EDs representing the Furopean Un-
ion (see the previous section); and increasing the size of the smaller
(few countries) constituencies. Some combination of these three op-
tions would be a sensible approach. Besides making the operations of
the board more manageable, it would send a signal to the financial
markets that the Fund is more akin to a financial, as opposed to a po-
litical, organization. If the number of countries in the constituencies
with the smallest number of countries is to be increased, it should be
done across the board (namely, with little regard to the size of quotas
of a constituency) in order to relieve the pressure on constituencies
with more than fifteen or so countries.

Although some developing countries complain about the com-
position of the EB (namely, the large number of EDs from industrial
countries and the insufficient number from developing countries, es-
pecially from the poorer ones), this is a debatable point given that the
Fund is first and foremost a financial insticution. If the Fund were
strictly a private sector financial institution (which it is not), then
countries such as the US with roughly 17% ownership (and voting
power) could argue for 17% of the EDs. By some measures, less than a
handful of industrial countries have too few directors! At the same
time {as mentioned earlier), it may be desirable to even out the num-
ber of countries in all constituencies in order to have better expres-
sion of diverse views and to spread the work load more evenly. The
basic problem, however, may be with the size of each country’s calcu-
lated, actual quota and vote (with the close relationship of voting
power to quota) which in turn affects the composition of the EB.
This is a different issue and should be re-examined in the context of
the quota calculation and voting structure. Individual developing
countries generally feel that their views are insufficiently reflected.
This is more likely to be the case in the few very large constituencies,
Some EDs do not synthesize the views of their constituencies; they
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say that they want. Some of the problems of inadequate reflection of
the divergent views of countries at the EB are due to the less-than-
adequate performance of individual EDs. If a country’s views do ant
coincide with those of the country of the ED representing the crclfl-
stituency, the ED should give all views, and these diffeljging views
{with their corresponding vote) should be recorded by the secretary at
t.he EB meeting, This is invariably not the case. Indeed, man djéci-
sions are not voted on. According to the US ED at the iMF zhe EB
voted on only about a dozen of over 2,000 major decisions du’rin h
nearly five years of service (Lissakers 1998). The EB endeavors tg oer
erate on the basis of consensus, with the Managing Director (M]:I)))_
summing up the consensus decision.

Beside the issue of country representation at the board, it
could be argued that the backgrounds of EDs are quite narrow ED
are largely former (and current) government officials. As a r-esults
the character of the Fund is more akin to a govern;nent bureau-
cracy, rather .than a dynamic financial institution designed to tackllle
Fhe issues facing an increasingly market-oriented world. Ironicall
ina WOFId of continuing deregulation and privatization, the intemy,
tLonalhfmancial institution at the center, the Fund, is ’itself an .
changing public sector bureaucracy. At a minimum it Wouldul?‘
healthy to encourage more diversity in the backgrm}md of EDs i
The international community could usefully contemplate appoir;t—
ing two or more non-voting EDs with no allegiance to particular
government and with strong private sector experience. The EB ca
only benefit from less-politicized and more diverse views Increaz
ingly, EDs are being asked to grapple with private sector n'larket 1s-
sues facmg crisis countries, yet they and the Fund have lietl
experience (n this area, v

An important aspect of the evaluation of the effectiveness of
ED:s 1s the d.egree to which they are a rubber stamp for staff and man-
agement decisions. Given the volume, the detail and sophistication of
IMF board documents, no ED and his or her small staff can read, an
}yze, develop alternative empirical estimates and contribute Valilab?-
ideas to every board discussion. In the case of countries such as th:

% T fact i o
n fact it was a longstanding joke that i
. ; n the case of i
senting only itself at the board, the ED assi e o o countrics repre
, signment was the reward after retirement

or, more generously, it was the last i I
' post before retirement, i 1
was generous for the presumed importance of the Fund Neither interpretation
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US, the US Treasury goes through all IMF board documents and de-
velops contributions for the US ED. Other EDs, especially those
from developing countries (sometimes representing over twenty
countries} largely focus on what is important to their countries {nor-
mally availability of Fund resources, conditionality and Article IV
consultations); and, if they travel to half of their constituencies, they
are lucky to be present for board meetings 50% of the time, let alone
to get even this much work done effectively. Clearly the constituen-
cies with a large number of countries, especially those without the
benefits of a big support staff back home, are at a major disadvantage
in contributing to EB discussions and policies. For the EB to be more
in control of the day-to-day operations of the Fund, it should also ini-
tiate proposals, policies and reforms as opposed to reacting to docu-
ments produced by the Fund staff. More broadly, some have argued
that IMF governance would be improved by making the EB, which at
least theoretically runs the IMF on a day-to-day basis, more account-
able for its decisions,

In sum, a number of proposals to reform the EB and the EB’s
operations could be entertained. First, EDs should not necessarily be
government bureaucrats, the EB needs diversity of backgrounds.
Countries should select (appoint or elect) individuals based on their
knowledge of the field and private sector experience (commercial
banking, investment banking and maybe academics, etc.). In this re-
gard the appointment of a number of non-voting EDs, with no gov-
crnment allegiance, could be a useful step forward. Second, the term
of EDs (whether appointed or elected) should be limited, say to a sin-
gle five-year term or to two three-year terms. Some EDs stay almost
for life; for some countries this is a retirement benefit, and many of
those that are elected do not want to rock the boat. The board needs
new blood, new ideas and vigor. Third, the number of countries in
constituencies should be evened out while the size of the board
should be roughly maintained. The single constituencies for China,
Russia and Saudi Arabia should be abolished. The seats of the three
permanent members from the EU could be abolished and replaced by
one seat for 4/l of the EU (not just for the three). The single constitu-
encies for the US and japan should be abolished. Constituencies
should be re-arranged. The number of countries in a constituency
should be capped at some reasonable number to keep them manage-
able for one ED. Fourth, the size of ED staffs should be dramatically
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Lr;creased, esp;ciallzrk thc;;se of large constituencies, Fifth. the EB should
encouraged to take the lead in all matters by injtiati,
_ latin

opposed to reacting and rubber-stamping staff ?nitiatives.g proposils &

3.2. Ministerial committees

ghere are two important ministerial committees - the Fund Interim
Cg;rlnni%;cee _angi the joint (Fund and World Bank) Development
Comamit ee — that ?re essennal'ly policy committees.” These normally
e i Sracned song e o o o ebershi of thse commi
; of the - ]
with some countries representing only themsggzstg}fﬁzroiﬁ f’mmber’
sent the same constituencies as on the EB). The views ex ";S recll3 -
these ‘meetings la‘rgely reflect those of the government of 'thfa3 inister
who s representing the constituency (clearly, this is not an irsmmsft o
tk}e eight countries who represent only themselves). As a r 5{16 }cl)r
views of smaller countries in a constituency, and es; eciall 6‘211 e t;
f:levelc?p.mg countries, receive inadequate con:;ideratioi AIs}; ti? et
msgfﬁment time _(in one or two days) to discuss jssues i‘n deta,il a:ll(;f .
arrive at a solution in these meetings. Positions are formed bef .
and little change in views takes place at the meeting. In f h o,
agement draws up a rough draf ¢ iqué a5 o press relonms
even before the meeting starts ax?éln II:)‘;HIQHe K ‘Ten e
. ma i
{litle substance but usually emphasis and %;ﬁ;ﬂéﬁiiﬁi&gﬁaﬁges
the meeting, Most importantly, the Interim Commitree sets ol
g:rj; age?da 1f‘lor ];hekFI'lfnhd EB and the Development Committee tlI:)e:
me for the Bank. The committees also Lci
been adopt‘ed recently or that are in the prcfclzsl: L;)SF lg)ecimzsdthit c}imge
;1: rf:spe(cjmve executive boards. The structure and organigzatisxf Sf th)e:
erim Committee is much better sujte i iti
consensus and setting general guidelines, agl oz)p;lsegj Igapé{r;%e?opF)lltljal
tailed policies and plans for their implementation. The detailezc)inclig T
:g:il(e)lrllt :ﬁ pohc1ﬁs lilan bi better handled through the extensive djlrii-
tons that are held at the FB. A few decisi ' "
Articles of A.greement) require the direct vo‘t)enif(stlilih]%az;rlém%e(}m the
nors and voting is usually done by tested telex. e

h -
Curri

I € current [ ]eslde]lt OE the W’ Of ld Bank W()llld hke Q see < [I]. erim { :{)

mittee tr ansformed mto a JOJ.H[ committee alSO
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Although ministerial committees have their limitations, it is dif-
ficult to see what, if anything, can be gained from a new ministerial
committee or an enhanced and more powerful Interim Committee."
An enhanced EB would be a positive step and it should deal with the
day-to-day issues of the Fund. The Interim {and Development) Com-
mittee (the politicians) should tackle the big and broad political policy
issues, leave the implementation of policies to the EB, but twist arms
when necessary to reach international consensus on issues. Another
committee would only dilute the importance and role of Interim
Committee and add very little in the way of substance and improved
decisions. It is not another committee that is needed. A more power-
ful Interim Committee would need to spend the time to thrash out
solutions. Ministers are invariably impatient, have little time and are
largely interested in the ‘big picture’. The big picture is what the In-
terim Committee focuses on already. What the world needs is the will
to adopt appropriate policies and programs. It s the will to do what is
right for the world in the long run that is important, as opposed to
what benefits a particular constituency in the short run. If govern-
ments have the will, then the EB is the better venue for thrashing out
the details and arriving at workable solutions. And the EB should not
assign its responsibilities to the management or staff of the Fund.

It is curious that at times of crisis the international community
invariably wants new institutions, as opposed to building up and im-
proving on existing ones. Institutions do not solve problems, people
(leaders) with political will affect change. In February 1999, the G.7
established a “financial stability forum’ to bring together finance min-
istries, central banks, and financial regulators to strengthen supervi-
sion of the international financial system (The Ecomomist, 1999,
p. 74). The forum is currently the initiative of the G-7 countries only.
Each G-7 country will be allowed three representatives on the forum,
one each from their finance ministry, central bank and ‘senior super-
visory authority’. The IMF and World Bank will have two members
each, as will the Basle Committee on Banking Supervision, the Inter-

national Organization of Securities Commissions and the Interna-
tional Association of Insurance Supervisors. 'The committee will be
chaired for an initial period of three years by BIS General Manager
Andrew Crockett and it will have a small secretariat in Basle. The fo-

¥ A more powerful Interim Committee is the suggestion of the former German
Minister of finance, Oskar Lafontaine,
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rum clearl_y falls markedly shost of recent calls to overhaul the inter-
national fiancial architecture. In particular, it is surprising that de-
veloping countries and emerging countries are excluded from the new
forum; this 1s specially odd given that it is in these countries where
problems arise most often. The G-7 should not alone determine the
architecture of the international financial systems; the process should
also engage emerging and developing economies.

II.1 the same vein, in early 1999, the United Nations laid out a
bl'ueprmjc for a new global body to regulate short-term capital flows
with a view to warding off future crises. The body, to be known a
the World Financial Organization (WFQ), would have a s ecificsz
mandate dealing with the monitoring of all short-term cross~§order
flows. .Tht_? WFO would be similar in concept to the World Trade
Orgax?zau‘on and would study ‘hot money’ which can flow in and
zx;ico?gy'nanons at lightening speed with the help of computer tech-

In regard to new committees, the most disturbin dev.
has been. the attempt of the US Congress to circumvegnt thee1 Orirlréegz
the Interim Committee. As an integral part of the 1998 legislation ap-
proving the US quota increase, the Congress mandated the creation gf
2 “permanent advisory Commission to the Interim Committee” con-
sisting of leglsllators from countries that appoint EDs (Jiménez 1999)
This commission would, therefore, be composed of legislators frorn.
th'e us, ]apaq, Germany, France and the UK, a very exclusive com-
mittee for an international institution! Tt is difficult to see how such a
non-representative commission could add anything to global eco-
nomic and financial cooperation and to the operations of the Fund
Instead it will alienate most Fund members, There have also been
calls for new l.ending facilities to forestall crises and contagion. As a
result, on April 25, 1999, the EB approved a new facility - C;)nti -
gent Credit Lines (CCL) - for members with: ’

“T..] strong policies as a precautionary line of defense readily avail-
able against future balance of payments problems that might arise
from international financial contagion. The approval of financin

under tllle CCL will signal the Fund’s confidence in the memberE
economic policies, and in the member’s determination 1o adjust
them as needed should contagion hit. The CCL s being esgab-
hshed' for a two-year period and will be reviewed after one year’s
experience. It is intended to be a new instrument of crisis preven-
tion by creating further incentives for members to adopt strong
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policies and adhere to internationally accepted standards; by en-
couraging the constructive involvement of the private sector,
thereby reducing the risks of contagion; and by signaling the
Fund’s willingness to provide its financing to the member should

it be struck by contagion” IMF 1999a).

While some of these changes may, in time, prove to be benefi-
cial, the international community should focus on improving the ex-
isting organization. Rather than creating new comrmittees and com-
missions, we would be wise to improve the composition and opera-

tions of the Interim Committee, the Development Committee, the

EB and the management and staff of the Fund, increase IMF resources

in a timely manner and rationalize IMF lending policies.

4. Management structure and staff

4.1. Management struciure

From the Fund’s inception, one of the unwritten (some refer to this as
“by tradition” or a “gentleman’s agreement”) Articles of Agreement
has been that the Managing Director (MD) would be a Furopean and
the Deputy Managing Director (DMD) would be an American.” The
basic reasoning in support of this position was that the representatives
of creditors (or of likely creditors) should run a financial institution;
otherwise the borrowers would lend all the money to themselves and
bankrupt the institution! Beginning in the early 1980s there was some
sentiment that the position of MD could aiso be filled by a Japanese
national {presumably as an honorary European). Since the announce

retirement of Michel Camdessus in late 1999 (effective in early 2000),
the Japanese government has publicly questioned the practice of
restricting the nationality of the MD to a European and have pro-

posed a Japanese candidate.

9 Most recently in 1993, given the increasing workload of the DMD, the posi-
Director and two Deputy

tion was divided into three — a First Deputy Managing
Managing Directors. The position of First Deputy Managing Director (FDMD - the
premier position after the MD, with large control of policy and relations with G-7
ountries and acting MD in the absence of the Managing Director) was assigned to a
US national (in accordance with past practice when there was only one DMD).
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. \);/Iilli ;'lcn rilnifts; fjﬁ:l};oacsﬁgt‘.sd that a pferson whose heart and
should be ruled out for the position ;?ﬁgto: F]:i));/}‘g?tnz{go Coum?eis
low that these two positions should always be assigne(’:l toa (;,urxl‘zt an
and an Amel.qcan respectively. As long as the industrial {largel Pegfl
tors) countries (US, Canada, Western Europe, Australia gN d sze §
land and ]ap.an) control over 50% of the votes ,they can sele tewh o
ever th.ey wish for these positions. There seem,s to be no oocd reason,
a prior, 1o restrict the nationality of the individuals who gcc realion,
two positions in the Fund if in fact the Fund is to be seen zfzif n
ternat}oga.l community’s premier financial institution. On the oi}iﬂ_
hand if it is to be run as a political institution, then there is good reer
son to _base dec1s1o‘ns on a highly restrictive citizenship critegrion Ba_
restricting the choice to Europeans and Americans, the world . by
losing out on the most qualified international financial mana renayhe
may come from Australia, Latin America or Canada Moreovgerr N ﬁ
a restrictive practice does not lend support to the Fund as an int o
t1or‘1al institution. It alienates developing and emergi rics
while serving no good purpose. g conntoes
While thle national origin of the managing director or of the fi
d‘eputy managing director should not be pre-determined, their ?St
s%onal backgrounds should not be institutionalized eithe;‘ Theslc:m i
tions have been almost exclusively filled by govemment. burea crats
?nd tE a lesser extent by academics (see Tables 7 and 8). In view gf rtfz
Szg:i ;. i; :I[llzglel;/zll fxs tllle guardian |of t.he ?nternational financial system,
sealor s private sector institutions should also be considered
iZ:, a::luzsbel fggti.h Tlhi) zla_rket experience of such individuals would be
‘ e global operations of ' itor 1
caplta%vflows (by far the lioljl’s share of ;E:rfllllijp;?alnfllc;iz;rmg prae
oreover, it is 1roni .
gues for transpa,rencyl;zﬁ“;}:l;;;Efgseo[fJiSMCl:"ongll-'es's, and oo Od'lers’ od
. enc; s policies and practices and
yet it ”has no objection to something worse — unwritten, or “gentl
man’s”, agreements. Clearly if the IMF is to be strengthex’led, tﬁeita?i

senior management positions sh
should be opened to t 1 1
managers and minds. v e best financia

P .

unrit’tl;};e ;jgis;if:;i) o}fat‘ie yidd Banég_ Group {always an American by a similar
) y ad I1more ar . . - N

banlking and investment banking (for theirf:fs&g?gii%rsori?j; ,tol I'}?ill;%l;% commercal
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TABLE7

PROFESSIONAL BACKGROUND OF THE IMF'S MANAGING DIRECTOR

Managing Director
(Nationality, Term)

History

Mr Camille Gut
(Belgium, May 1946-May 1951)

Mr Ivar Rooth
(Sweden, August 1951-October 1956)

Mr Per Jacobsson
{Sweden, November 1956-May 1963}

Mr Pierre-Paul Schweitzer
(France, September 1963-August 1973)

Mr H.J, Witteveen
(Netherlands, September 1973-June 1978)

Mr Jacques de Larosiére
(France, June 1978-January 1987)

Mr Michel Camdessus
{France, January 1987-Present)

L

He practiced law and journalism before be-
coming Minister of finance of Belgium in
1935 and Minister of defense in 1542.

He was first associated with private banking
institutions in Stockholm, He began his ca-
reer in the Stockholm Handelsbank. He be-
came Governor of the central bank of Sweden
(Sveriges Riksbank) in 1929.

He lectured in economics at the Stockhelm
Schoo! of Forestry and at the School of Engi-
neering. He published a number of articles in
various periodicals. He became Economic
Advisor of the Bank of International Settle-
ment and head of its Monetary and Econom-
ics Department in 1931,

He joined the staff of the French Treasury
where he was promoted to “Inspecteur des
Fipances” in 193%, He spent four years in
Washington from 1949 to 1953 as Financial
Counselor at the French Embassy. He re-
turned to the French Treasury as “Directeur
du trésor” in 1953, and held that post until he
was appointed Deputy Governor of the cen-
tral bank of France (Banque de France) in
1960.

He was employed in the Dutch Central Plan-
ninig Bureau in 1945, in which he gained the
rank of Chief of Department. He became a
professor of economics at the Rotterdam
School of Bconomics from 1948, He then
joined the Dutch Cabinet of Finance in 1963,

He spent most of his career in the foreign
service, which included many assignments to
French embassies in numerous countries. He
joined the Ministry of economy and finance
in 1963, He subsequently became Director of
the French Treasury in 1974,

He was Chairman of the Paris Club in 1978,
He was also Director of the French Treasury
from February 1982, From November 1584,
he became Governor of the central bank of
France,

Seurce: Various issues of JMF Annual Report,

SR
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TABLE 8
PROFESSIONAL BACKGROUND OF THE IMF'SDEPUTY
MANAGING DIRECTORS
Deputy Managing Director {
ENationalicy, Term) Hisory

Mr Andrew N, Overby
(US, February 1949-Tanary 1952)

Mr H. Merle Cochran
(US, March 1953-October 1962)

Mr Prank A. Southard, Jr
(US, November 1962-February 1974)

Mr William B, Dale
(US, March 1974-May 1984)

Mr Richard D. Erb
(US, June 1984-June 1994)

Mr Stanley Fischer
(US, June 1994-Present)

He began his career in banking in 1931 in the
Irving Trust Company, New York, where he
became Assistant 1o the Vice President in 1936,
From August 1946, he served as Special Assis-
tant to the Secretary of the Treasury. Since July
]]_;11947"he slerved as Executive Director of the
ternational Monet: 1
pexnatior State;.me ary Fund, appointed by

He spemt most of his career in the Foreign
service, which included many assignments
around the world, From late 1932, he served

as Financial Secretary of the 18 Embassy in
Paris.

He.was. Pr9fessor of economics at Cornell
University in 1931; he became chairman of
the Department of Economics in 1946, In
1949, he became US Fxecutive Director of the
IMF, and Special Assistant to the Secretary of
the Treasury.

In 1948 he joined the International Finane;

ancial
Staff of the US Treasury, in charge principally
Of representing the Treasury overseas. My
Dale was appointed in 1962 as US Executive
Director of the IMF,

He was a consultant in 1969 for Arthur D.
Little Tnc. and in 1971 joined Salomon Broth-
ers, New York, In 1976 he became Deputy
Assistant Secretary in the US Treasury De-
parument. In 1977, he returned to consulting
in the Comptroller of the Currency, US
Treasury Department and in 1981 he was ap-
peinted IMF  Executive Director for the
United States,

First Deputy Managing Director, He was As-
sistant Professor of Economics at the Univer-
sity of Chicago unril 1973 when he returned to
MIT as Associate Professor in the Department
of Economics, He became Professor of eco-
nornics at MIT in 1977, From January 1988 1o
August 1990 he served as Vice President, De-
velopment Economics and Chief Econom’ist at
the Wc.rl'd Bank. He returned to MIT in 1990
before joining the IMF in 1994, He has also
held consulting appointments and has pub-
lished extensively,
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TABLE § (cont.)

Depury Managing Director
(Maticnatility, Term)

Mr Alassane Ouattara
(Ivory Coast, June 1994-Present)

My Prabhakar Narvekar
(Indian, June 1594-February 1997)

Mr Shigemitsu Sugisaki
(Japan, February 1997-Present)

Source: Various issues of IMF Annsal Report.

History

He joined the TMF in 1968 as an economist 1o
the African Department leaving in 1573 to
join the Central Bank for West ;f&frlcan States
(BCEAQ), where he became Vice Goverr;)or
in 1983. He rejoined the IMEF m November
1984 as Director of the African Department
and was appointed Counsellor of the IM(‘DE in
May 1987. He recurned to the BCEA Nas
Governor in November 1988, Between do—
ventber 1990 and December 1.993, he served as
Prime Minister of Cote d’Ivoire.

He joined the IMF in 1953 as ?'Resea.rch P;:-
giscant, and held various posiions il _tbe
Agian and European Departments before et:
ing appointed Director of the {\sian Depar
ment in 1986. He became Special Advisor to
the Managing Director of the IMF in Au%ust
1991. Mr Shigemitsu succeeded Mr Narvesar,
who reired in 1997.

He joined Japan’s Ministry of finance 1n 1916;41,
where he held a pumber of positions, includ-
ing that of Deputy Vice Mimster of f1na1g:e
for Inernavional Affairs 1990—91’. He be-
came a Special Advisor 1o the IMF’s Manag-
ing Director in August 1994.
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TABLE ¢
PROFESSIONAL BACKGROUND OF WORLD BANK PRESIDENTS
President History
(Term)
Mr Eugene Meyer

(June 1946-January 1%47)

Mr John J. McCloy
(March 1947-April 1949)

Mr Eugene Black
(July 1949-December 1962)

Mr George Woods
(Janvary 1963-March 1968)

Mr Robert S, McNamara
(Aprif 1968-June 1981)

Mr AW, Clausen
(July 1981-Tune 1986)

Mr Barber B, Conable
(July 1986-August 1991)

Mr Lewis T. Preston
{September 1991-May 1995)

Mr Jarnes I, Wolfenson
{June 1995-present)

He assumed office on June 25, 1946, He was
the owner of the Washington Post and active
in banking circles, as head of a successful
banking house {(Eugene Meyer & Co.)

He was a lawyer and counsel to Chase Na-
tional Bank, He held positions in the execu-
tive branch of the US Government (including
Agssistant Secretary of War),

He was an investment banker and Senior Vice
President of Chase Manhattan Bank; previ-
ously he was US Executive Director to the

Bank and Assistant Secretary at the US Treas-
ury.

He was an investment banker and Chairman
of First Boston Corp.

He was President of Ford Motor Co. and Sec-
retary of Defense in the Kennedy and John-
son Administrations.

He was with Bank of America and Banlk
America Corp. for 32 years, serving the last
11 years as President and CEQ.

He was a member of the House of Represen-
tatives from 1965-85, serving 18 years on the
House Ways and Means Committee.

He joined [.P. Morgan & Co. in 1951, where

he became President and later Chairman of
the Board and CEQ.

He established his career since 1946 as an in-
ternational investment banker with a parallel

involvement in development issues and the
global environment.

Sosrce: Various issues of World Bank Anntial Report,
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TABLE 10
FESSIONAL AND
TIONALITY DISTRIBUTION OF PRO.
e MANAGERIATL STAFF BY REGION
(in percent)
e
T
38 5.8 52

Africa

Asia
Japan
Orher Asia

Furope
Frante
Germany
Ttaly
United Kingdom
BRO countries®
Other Europe

Middle East

YWestern hemisphere
Canada
United States
Other Western hemisphere

Total

* Regions are defined on the basis of the country distribution of glihll\‘glropea
segion inchudes countries in both the Europsan Department an
Faut region includes countries in North P’&fnca. ) ]

b *The Baltics, Russia and other former Soviet Union countries.

Somrce: IMF Annual Report 1998, TMF, Washington.

sarea departments. The European
n IT Department. The Middle
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In the same vein, the term of the MD and FDMD should be lim-
ited to encourage new blood, and to allow for the infusion of new
ideas. Whereas the average tenure of MDs and DMDs has been long,
it has been especially long compared to the average tenure of EDs in
general, and it is even longer compared to that of EDs in recent years.
More appropriate would be something along the lines of a single term
of five years, ot two three-year terms. Tenures exceeding ten years are
too long for the top management of an institution where change and
accommodation to change should be the anthem.

Pt e

4.2, IMF staff

A number of the ‘stars’ among the old timers at the Fund (and at the
World Bank) characterize the contributions of the staff as “20 percent
do 60 percent of the work”. The percentages may be slightly different
from one account to another, but the message is the same. For an insti-
tution that preaches efficiency, liberalization, transparency and good
policies to countries, the IMF should also examine its own house if it is
to enjoy credibility around the world. What are the issues in improving
the quality, efficiency and effectiveness of the IMF staff?

As an international institution, the IMF must do all it can to
promote national diversity in its staff without sacrificing quality.
While some maintain that there are strict and implicit employment
- quotas (namely, in proportion to a country’s quota), some considera-
tion of such percentages may not be a bad target; a target but not an
+ actual percentage that must be adhered to; a target with strong quality
- constraints. Clearly staff from emerging and developing economies
could provide the Fund with insightful advice to enhance Fund-
‘country relations.”

: At the end of 1997, 122 countries were represented on staff,
“while 60 countries had no representation on the staff.” Table 10 con-

‘tains the regional distribution of the Fund’s professional and manage-
~rial staff,

7 ™ One of the authors of this paper will never forget the advice offered by a
World Bank staff member in a meeting reviewing Bahrain’s economic policies; the
“advice was for Bahrain to set up gambling casinos to attract tourists. A good catalyst
“tor a revolution in Bahrain!

2 For further details see IMF (1998, p. 100).
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‘The Fund’s professional staff is largely composed of Ph.D.
economists from the West, or at least trained in the West. More spe-

cifically, whatever the origins of the professional staff, a significant
' ists, the point being

majority are US university-trained Ph.D. economm
that the academic and professional backgrounds of the Fund staff are
not diverse (even though their national origins may be more diverse).
Sound development policies should be based on more than the advice
of US-trained Ph.D. economists who have joined the Fund usually di-
rectly upon graduation or after working in government bureaucracies
for a few years. Universities outside the US also provide firstrate
graduate education. Private sector experience in banking, investment
banking and the like could only be helpful. Individuals with experi-
ence in supervision of fipancial institutions and in public administra-
tion would supplement, broaden and deepen TMF advice.

The IMP’s staff members complain of frequent discrimination

and of lack of transparency in personnel decisions, which permits de-

cisions to be made inconsistently and allows favoritism to continue

along race, religion, nationality and gender lines. The Fund, in re-
sponse to staff concerns, conducted an unprecedented discrimination
review in 1996 which reported disturbing complaints {Simpson 1999).
In particular, employees from developing countries complained that
the Fund operated to the advantage of the employees from industrial-
ized countries, its major shareholders, and mostly to the advantage of
those who are native English spealsers who can write quickly. Even if
such complaints are not strictly valid, this widely held belief among
the staff from non-industrial countries does not present a healthy at-
mosphere; appearance of discrimination, or widespread belief thereof,
may be as important as reality in such matters.

In the face of these generally held beliefs, the Fund has ap-
pointed a Special Advisor on Diversity. This special advisor, with the
support of the MD, has apparently initiated a pumber of programs to
enhance diversity — by country of origin and by gender.”

Besides the promotion of national background and educational
diversity in its staff, there are 2 aumber of other policy initiations that
could enhance staff efficiency. IMF salary structure is more akin to
that of a government bureaucracy than that of a private sector institu-
tion. Meritocracy is largely sacrificed (although receiving 2 lot of lip

2 TMF (1998, p. 101}
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servi )

e ;ﬂgfzeéliloec rsike Igf promoting harmony among the majority,
Fund (with the exc);. 1 15t01‘£c;3'_uy, the nature of appointments at the
that of tenure t Ic)l 1% © fl?(ed—.term appointments) are similar to
nary hum :hm.a‘éa. erfmc stitutions. Once you are over an imagi-
e lgenei 0};)5 ;:la:r 11feci but at the Fund,' unlike in academics,
‘golden cage’ from Whisc:harilt _aSSECIated benefits create for some a
whether actual or inferred, 1 C;S a,r'd to escape. Tenure for staff,
members should be e T for Fhe Fund. Effective staff
be let go. Efficienc Promoredﬁ nd highly paid; the inefficient should
fiscal responsibili y starts at home. For an institution that requires
o less oIfD : 511 fill\;;ly’ IEffICIency., etc., from its members, it should ask
of okt Iifi(:t .b eritocracy, 1n_sa1;.1ry and in continued employment
i ,h . ecome an institutional obsession. Again the Fund
claims that it has begun to implement such a program:* e fun

GRS i

wp . . .
COo recruit and retain the staff it needs, the IMF has developed a
m : .
con pf;lsamon C?nd I:}eneflts system that is designed to be competi
, to reward performance, and to -
take account of th i
| per es
needs of a muitinational and largely expatriate staff” pecd

While ' i
o Wh mz};e lgloal O;f senior management is on the mark, actual per
ave been somewhat differ A or
formance . ent. A number of senior
stall men lI)ers cm;:plam that the Fund could be run more efficiently;
suall « Stri etmay elgnbthe low side; and the Fund’s overall organizij
cture could be improved. Over th :
ponal s ; : . Over the past three years, abou
Sectzr Pfﬁ }iemci)lr and mid-level staff have left the Fund for the ’privat;
ConSid.erat. ough some of this attrition may be strictly due to salar
o 1.ndicat;;)ms fa?d may be quite healthy, some argue that it is mor)r;
an in n of low morale. No matter what the reason, this attritio
p sIents a significant loss of human capital for the Fund ;
1 sum, to 1niti :
s ’1: ;2 El};tla}.:e the necessary changes, some proactive policies
ave nee by. The Ef s ou%ld take a c;nore active supervisory role in staff
ing reforms and proposal 1
| mavters by init and proposals. At the same time, th
re i ;
| PDs mustr ;am frgm promoting nepotism (an often-voiced criti’cism
o stalt o m ers) by interfering in stalf appointments and promo
e 1 ] L] » -
Gon ,O : divis's no 1}'1901:111 for petty po@mcal considerations in the selec-
flon of dr 1onf cd iefs, advisors, assistant directors, deputy directors
i ors of departments. To create an appropriate atmosphere

* Ibid,
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acy, the term of the FDs, MD, FDMD and
bould not be held to a higher

for promoting meritocr
DMDs should be limited. The staff s
standard while some board members and the senior management are
given tenure. All of these policies would also be helped by an EB

whose governance is close to that of a private sector institution.

5. Political dimensions, transparency and credibility

5.1. Political dimensions

As a financial institution, national political considerations should
have little or no place in the Fund (or in the World Bank). To the
extent that political expediency drives he Fund today, political
developments will also be the sand that grinds it to a halt tomorrow.
Sadly, politics have played a role over and over again — delayed loans

to Nicaragua and Pakistan, special considerations in loans for Mexico

and Russia and special board representation for China and Russia.

Policy inconsistencies based on political expediencies can only

undermine the Fund, with both the credibility of the Fund and the

integrity of the international financial system. at stake. Invariably,
when the Fund is accused of politically motivated decisions and of
f acting behind the scenes to

double standards, the US is accused ©
promote its interess. During the Sandinista’s regime, Nicaragua

applied for a loan. Al the ‘v's were crossed and Al the 4’s were dotted,
but the US did not want balance of payments financing for the

Sandinistas. US lobbying prevailed.
Nowhere is the US role more apparent than in the Fund’s rela-

tion with Russia, Mexico and South Korea. Since joining the IMF 1n

1992, Russia has become one of its largest borrowers, receiving over
¢ 20 billion in loans and other assistance. With each loan, the IMF re-

quired Russia to adopt economic ceforms. Even though Moscow

rarely fulfills its promises, the IMF continues to disperse money. Ttis

he conditions of most of these loans are virtually identical

telling that t
to the Fund’s conditionality since 1992, The problem is that the IMF

has continued to distribute funds to Russia despite institutional resis-
tance and an inability to implement the reforms necessary for finan-

cial recovery and growth. In other words, the cheap credits allowed

Reformi : izati
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El;siittie}:lelay_ reforrr}s‘ and, as a result, the IMF rewarded Mosc
for not xe orming. Critics point out that the IMF should encourDW
Russic t1115:‘c1t1c11‘ce r'eforms such as enacting property-rights laws a ilge
pank ulgoiy Rco e, instead .of providing Russia with any additigna’i
loans. Fo ussia tﬁ continue its current policies while asking th
IME addi};s,or% flts abits with additional loans is like giving ‘cogcai ‘
term Politicall beri:egi, ]I:llj: EU o NhATO e b T ShO?::
tical - it 1s at the expense of the IMF’
toer'f;l Cziilblht'y and standing, especially among emerging aridhzirtlege{_
Siz dge spit:ci)tsmllzsc.klfo ftheyfwant to continue financial support to Iz:js_
; des performan i ith-
out us*;?lg the Fund as their Vehiclcee.’ they can do so directly aad with
Ty 199 8e f;iill S}ﬁ tIIll\e/I ;MF’S independence was further shattered in
July I to,su " E " , under US pressure, released $ 4.8 billion to
Russia o ipport {;t the ruble and its unstable financial markets
But with hailu;t wee s{,:1 no Russian government official could account'
for what ha | appened to the money which had been intended to sta-
pilize “membeérpuslguﬁg many to claim that the IMF’s support had al
d “m s of Russia’s power structure t !
?;;g;ngrrshmto dollars ending up in Swiss bankoacf:(;lgneg” P&SOﬂi
1 thé o ;ose a(r:e very similar problems to those encountered in A(;V'
in the 1% :d onditions attached to the loans required the mone;sa
uted to agencies that were compl h
' ed t pletely un
;:;iswe cap1_ta1 1.nﬂ0ws._Because of mismanagerf}entpfjfii;ein?r o
ler iirrtlljpion in Russia, much-needed reforms, suc’h as plans fé)rreva_
i 5 e bu get deficit, overhauling the tax code and tax colle t'cut-
har eI 1\n\/Ic;;c) ;35;1 1r}1;1§en;ented. Félrther financial promises (on behillfog%
e been i
o o made to Russia by the G-7 during their
" i?iife of its long bordex: with the US, Mexico may be consid
ered unluck fyt;)lr- ;/fk)'], dependmg‘ on one’s point of view. In 1982 a;
the onset e Mexican debt crisis, the US arranged BIS brid ’f'
s éni,n 1& co}xlltn_buted its own financing and it pressured the Fu1g1§l tl-
go b 15‘; i ow; na; ;tsvgz_uld d(; fo; })ther countries. In the late 1980s acs)
Srad ing refined for implementing deb ion 1
heavily indebted countries, the US rushed thg gla;rii:;uzi'for
ion

. th
:_ (Ax;flligihltgl'lgel)ﬁl%ld eilnd tl'.ie Bank ahead of time in order to aid Mexico
| . To the private sector, it was unfortunate that sufficient

time and consi i i
sideration had not gone into the plan, and the choice of
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Mexico as its first beneficiary was again unfortunate because 1t sent
the wrong signal to the financial markets; corruption, lack of com-
mitment and failure will be rewarded. In the same vein, it is telling
that the size of the 1995 IMF package to Mexico was at that time the
largest IMF package as a percent of quota (see Table 4).

The 1998 Korean Program is another stark instance of US po-
litical pressure. Although the package exceeded normal Fund lending
limits, it also imposed a number of conditions that had never been
imposed before ~ one condition for the loan was the opening up of
the Korean market to foreign competition and foreign ownership (a
long-standing US pre-occupation) and another was that no IMF re-
sources could be used for Korean industries that compete with the US
in world markets.

Because of US actions, the Fund has increasingly been accused of
becoming an instrument of US foreign policy. This accusation was given
more factual credibility with the debate and passage of US congressional
legislation approving the US quota increase in 1998. Again, it is impor-
tant to recall that the Fund was desperately in need of additional re-
sources and thus the US Congress (over the objection of The White
House and of the US Treasury) used its powers to extract extraordinary
concessions and to impose extraordinary conditions in approving the
quota increase. Congress imposed a number of specific IMF restrictions
on the Korean economy, created new commissions with restricted
memberships to affect IMF policies and imposed an audit of the IMF by
the US General Accounting Office.” This raw exercise of power was fur-
ther demonstrated as Congress gave the Fund’s other major shareholders
fifteen days to publicly accept congressional demands before the legista-
tion would be enacted. The G-7 accepted the terms after discussions, but
the rest of the world was left out in the cold; emerging and developing
countries were not consulted but will now be subjected to policies that
they did not enact. Such blatant disregard for the Fund as an interna-
tional institution will not serve long-term global interests.

In sum, the role of politics must be reduced in IMF policies and
operations. To achieve this, the size of special (qualified) voting ma-
jorities for certain decisions should be significantly reduced. Quota
calculations, quota allocations and voting structure should be revised.
These changes will reduce the ability of the US to pressure the Fund

» For an extensive discussion of these and their implications, see Jiménez (1999).
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resources and more. These decisions appear opaque not only to the
outside world, but in some instances even to the institution’s EB.

To enhance its credibility, the Fund must find a way to monitor
what happens to its loans. How is the money used? Does it go into a
black hole? Does it bail out local politicians and the well-connected?
Does it find its way into Swiss bank accounts? These are critical ques-
tions for the IMF’s long-term credibility. Otherwise taxpayers {espe-
cially those in emerging and developing countries} will be paying the
Fund back for years to come for enriching corrupt local politicians;
this is not the recipe to support long-term IMF credibility and to en-
hance the living standards of the disadvantaged.

The IMF’s new interest in good governance is ironic given its
own track record. The IMF lent over $ 1 billion to Zaire’s legendary
corrupt leader, Mobutu Sese Seko. From 1972 to 1995, Zaire received
approximately $ 1.8 billion in IMF loans. In 1972, per capita GDP
(measured in constant 1987 US dollars) was $ 683 in Zaire; in 1993, it
was only $ 317, or some 54% less than it had been before Zaire re-
ceived any loans. Kenya received IMF assistance which went into a
black hole throughout the 1990s and the country was only recently
admonished.® Morcover, in recent years, the IMF has extended and
continues to extend loans to Russia despite overwhelming evidence of
corruption and an absence of progress in the adoption of recom-
mended policies. In sub-Saharan Africa, after two decades of devel-
opment planning financed largely by the IMF and World Bank, there
is a lower per capita income today than when aid started. The Fund
needs to audit what happens to its loans and to related borrowings.

While the Fund implements this sensitive task, its programs
must not be used as a vehicle to gain unrelated {and unnecessary) con-
cessions from countries - for example, to increase foreign ownership
in local firms. This is both myopic and political. If the Fund allows it-
self to be used 1n this way, it will be taking a step backwards.

% IMI’s conditions in 1998 for resuming lending to Kenya require that it ap-
points directors to its anti-corruption authority.
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about policy, particularly by offering alternative perspectives, meth-
odologies and proposals. In order to be a more credible and effective
financial institution, the IMF could reach out to groups such as: those
who work with the poor, labor representatives, academics, NGOs
and representatives from organizations representing small-to-medium-
sized businesses. This would help to ensure that basic social expendi-
tures are protected and that unemployment would be minimized.
Without appropriate consultation of the public by the government
through regular interactive meetings, hearings and workshops, IMF
programs may not identify core problems, predict likely negative
outcomes and win popular support for difficult measures. All of this
should be supported with a comprehensive worldwide public rela-
tions effort. The Fund’s sentor management should not resist com-
prehensive reforms but should instead be their catalyst. Fundamental
reforms can only strengthen the Fund and enhance its performance in
a world that stands still for no one.

Finally, most meaningful and substantive reforms are invariably
questioned as to their political realism. Our proposals as a package,
and probably even individually, will be labelled as politically naive.
We expect such criticism and frankly would be disappointed if we did
receive it as we believe that fundamental reform invariably requires a
good dose of naivety and idealism. In the end if ideas merit implemen-
tation, we can rest assured that politicians will not lose sight of politi-
cal realities, We hope that this paper will serve as a useful catalyst for
meaningful debate on organization and operational reform of the IMF.

REFERENCES

Asxari, H. (1991), Third World Debt and Financial Innovation: the experience of Chile
and Mexico, OECD, Paris,

Banpow, D, and I. VasQuez {1994), “A record of addiction and failure”, in Perpetse

ating Poverty: the World Bank, the IMF, and the Developing World, Cato Institute,
Washington, pp. 15-36.

BRD, G. (1995), IMF Lending to Developing Countries: Issues and Fuvidence, Routledge,
New York.

BLusTEN, P. (1999), “IMF concedes errors in Asia but denies aggravating crisis”,
Washington Post, January 20, p. F3.

BrROWNE, R.S. (1994), “Alternatives to the International Monetary Fund®, in J. Cava-

nagh, D. Wysham and M. Arruda eds, Beyond Bretton Woods: Alternatives to the
Global Economic Order, Pluto Press, London, pp. 57-73.



Reforming the IMF: some organizational and operational issues 381

Novak, R. (1999), “4.6 billion for Russia neutrality”, Washington Post, April 12,
p. A23.

OMNIBUS BILL FOR THE 1999 BUDGET {1998), Title VI International Financial Pro-
grams and Reform, Washington, Octeber 21,

OXFAM PoLICY DEPARTMENT STAFF {1995), “A case for reform: fifty years of the
IMF and World Bank”, Oxfanz Insights, Oxford.

PETERSMANN, H.G. (1998), Financial Assistance to Developing Countries: The Chang-
ing Role of the World Bank and International Monetary Fund, Europa Union
Verlag, Bonn.

POLAK, I.]. (1994), The World Bank and the IMF: A Changing Relationship, The Brack-
ings Institution, Washington.

SANGER, DV.E, (1998), “US and IMF made Asia crisis worse, world bank finds”, New
York Times, December 3, p. A20.

SCHADLER, S. ef 4l (1995), “IMF conditionally: experience under stand-by and ex-
tended arrangements”, IMF Occasional Paper, no. 128, September,

SMPSON, G. (1999), “International Monetary Fund Report says secrecy hurt efforts
to combat bias within agency”, Wall Street Journal, April 9, p. Al4.

SINGH, M. (1994), “The IMF and the World Bank in an evolving world”, in J.M.
Boughton and K.S. Lateel eds, Fifty Years after Bretion Woods: The Future of the
IMF and the World Banks, International Monetary Fund, Washington, pp, 35-42.

WIGHTON, D. (1998), “Blair urges big IMF overhaul”, Financial Times, September 22,
p-4



