Governance

The IMF is an international institution established by an international agree-
ment that is embedded in the legal systems of each member.! The institu-
tion is owned by and responsible to its member governments. Those gov-
ernments, in turn, are responsible to their own citizens either in broad
terms or more narrowly in the case of elected governments. Accountabil-
ity, transparency, and legitimacy are at the core of the IMF existence vis-
a-vis both its member governments and the world at large, regardless of
how various governments or interest groups may agree or disagree on how
those principles should be applied.

At the same time, the Fund is an institution of global cooperation and, I
would argue, global governance, even though many observers reject that
term. As such, the IMF is held responsible for its policies, actions, and inac-
tions by international public opinion and the various groups that seek to in-
fluence or affect those opinions. This reality creates tension and controversy.

The emergence of a larger number of systemically significant countries
during the past 60 years—especially the past 30 years—along with tech-
nological change that facilitates the instantaneous, global transmission of
information—complete, incomplete, and distorted—has forced the IMF
itself and its members to recognize the need for governance changes. Gov-
ernance and balance in governance are important to the smooth function-
ing of the international financial system as a whole because if the IMF is
respected, all countries have increased incentives to play by its common
rules.

1. In the United States the governing law is the Bretton Woods Agreements Act first passed
in 1945 and subsequently amended. Although in principle the international law incorpo-
rated in the IMF Articles of Agreement should take precedence over domestic law, in the few
cases that have been decided in national courts, the IMF Articles have not always received
that treatment.
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IMF governance is a broad topic. A principal issue is the quotas of
individual members. A second important issue involves the process of
choosing the senior management of the institution. Third, IMF gover-
nance involves relationships among the governors of the IMF (who meet
once a year but can be asked to vote by mail), the IMFC subset of gover-
nors (meeting twice a year), the Executive Board drawn from national cap-
itals, the management, and the staff. A fourth important subtopic is the
Executive Board itself, with respect to its powers, the qualifications of its
members, the number of members, and the distribution of seats among
the members of the IMF. The technical qualifications and geographic ori-
gins of the IMF staff might be regarded as management issues, but for
some they are governance issues. Finally, under governance, one needs to
consider how the institution as a whole relates to ad hoc groups, in par-
ticular groups of countries such as the G-7 industrial countries, the G-10
larger group of such countries, the G-11 group of developing countries,
the G-20 combination of systemically important industrial and nonindus-
trial countries, as well as regional groups such as the European Union. In
addition, self-appointed NGOs, academics, and other observers of the
IMF’s operations are quick to offer criticisms.

It is fair to argue, as did Williamson (2001, 109), that one should first de-
cide what the Fund should do before addressing its governance. In princi-
ple, it should matter with respect to the governance of the Fund whether it
is to be a smaller institution than it is today with limited lending and other
responsibilities, a larger institution with an expanded mission and scope
for lending, or remain the same. The view putting the horse before the cart
is more pertinent to an institution that is just being established. The IMF
has been around for more than 60 years, and the issue is how (whether) it
should be reformed even though reforms are likely to be evolutionary.

Accepting that IMF reform may well be evolutionary, most observers
agree that the IMF governance is a central element in any successful re-
form process that has any hope of restoring the Fund’s global relevance.?
The topic emerged with a vengeance during the East Asian financial crises
when the affected countries felt that their problems were not addressed
as generously and understandingly as they deserved, in part because the
East Asian countries did not have the power and representation in the
Fund that they merited on the basis of their economic importance.

2. Asnoted above, Lawrence Summers in 1999 in a speech at the London School of Business
commented on this topic in the context of a broader discussion of IMF reform as did the 1994
Bretton Woods Commission.

3. An alternative explanation for the level of support in the East Asian financial crises is that
under the influence of European members that were critical of the scale of support that had
been extended to Mexico, Fund management and staff were hesitant to propose large-scale
lending. In fact, IMF commitments to Indonesia, Korea, and Thailand average 3.8 percent of
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More recently, the Monterrey Consensus (UN 2002a) encouraged

[t]he International Monetary Fund and World Bank to continue to enhance partic-
ipation of all developing countries and countries with economies in transition in
their decision-making, and thereby to strengthen the international dialogue and
the work of those institutions as they address the development needs and con-
cerns of these countries.

That encouragement has led to a number of discussions in the Devel-
opment Committee (Joint Ministerial Committee of the Board of Gover-
nors of the Bank and the Fund on the Transfer of Real Resources to De-
veloping Countries) on how to enhance the voice and participation of
developing and transition economies in the Fund and the Bank.

The leaders who gathered at Monterrey were not alone in the view that
governance should be on the agendas of the Bretton Woods institutions.
In one form or another, the topic was mentioned in September 2004 by 23
of the 60 who commented on how the structure of the Fund and the World
Bank should be changed (Emerging Markets 2004); this was, by far, the
most common of any of the responses.

The issues involved have been highlighted in reports of the managing
director to the IMFC and in the IMFC’s communiqués.* The Group of 24
(G-24) ministers have been more strident (G-24 2005):

Ministers note that the BWIs’ [Bretton Woods institutions] governance structures
have not evolved in line with the increased size and role of emerging market,
developing, and transition countries in the world economy. Moreover, the role
of small and low-income countries in the decision-making process is extremely
limited. Ministers stress the need for concrete actions to reduce the democra-
tic deficit and enhance the voice and participation of developing countries in
decision-making at the IMF and World Bank, as called for in the Monterrey Con-
sensus. They express disappointment that no progress has been made on this
issue. The current under-representation of developing countries in the IMF and
the World Bank Executive Boards undermines the legitimacy and effectiveness of
these institutions.

The G-24 attaches sufficient attention to these issues that it has issued
an entire volume devoted to them (Buira 2005b).

Aside from the symbolism and power politics involved, IMF gover-
nance involves complex trade-offs between the legitimacy and opera-

GDP compared with 4.6 percent for Mexico, but IMF plus bilateral commitments averaged
9.0 percent of GDP compared with 9.6 percent for Mexico (Roubini and Setser 2004, 125).
This is not necessarily the right metric because it makes no adjustment for need or circum-
stances, but it suggests that the Asian complaint and the European conspiracy view are not
broadly supported by the data.

4. “The IMF's effectiveness and credibility as a cooperative institution must be safeguarded
and further enhanced. Adequate voice and participation by all members should be assured,
and the distribution of quotas should reflect developments in the world economy” (IMFC
2005).
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tional efficiency of the Fund in conducting its business (Cottarelli 2005).
Choices have to be made if there is to be progress on overall IMF reform.
The IMF will not be able to continue successfully without adjustments in
its governance structures. Lane (2005) links action on various governance
issues to the resolution of tensions within the Fund concerning such con-
tentious issues as how best to deal with emerging-market crises, the pro-
per scope of IMF conditionality, the phenomenon of prolonged use of IMF
resources, and the IMF’s relationship with low-income countries.

The balance of this chapter looks at four aspects of IMF governance:
(1) shares of IMF quotas, (2) choosing IMF management and staff, (3) re-
forming the Executive Board, in particular, the distribution of seats (chairs)
on the board, and (4) the IMF’s relations with various international steer-
ing groups.

Quotas and Voting Power

IMF quotas are the principal issue in IMF governance because quotas are
the building blocks for many aspects of the IMF and its operations. A
country’s quota directly translates into voting power because the number
of votes a country has in the Fund is based primarily on the size of its
quota.5 What matters is not the total number of votes, of course, but the
relative size of quotas because formal voting is generally by weighted ma-
jority with most issues requiring only a simple weighted majority; a few
issues require either 70 percent or 85 percent majorities.® The United
States, with the largest quota, has 17.08 percent of the votes, and therefore
can block (veto) change on the last set of issues.” In addition, a member’s
quota fixes how much that country may be called upon to lend to other
members through the Fund. It also determines more loosely how much a
member can borrow from the Fund.

The size of the Fund in terms of total quotas in the Fund must be re-
viewed at least every five years. Some of those reviews have been pro-
longed beyond five years.® Roughly half—8 of 13—of the reviews have re-
sulted in an increase in the size of the Fund.” Currently the IMF is in its

5. A member has 250 basic votes regardless of the size of its quota and one vote per 100,000
SDR of its quota.

6. Amendment of the IMF Articles of Agreement requires a weighted majority of 85 percent
of members and the positive votes of 60 percent of members.

7. The US quota in the IMF is 371,493 hundred thousand SDR. As of August 2005, its quota
share was 17.40 percent.

8. One review was concluded inside the five-year window.

9. New members of the Fund are given quotas commensurate with the size of quotas of ex-
isting members (often a complex negotiation), which increases the overall size of the Fund
while reducing the quotas and voting shares of existing members.
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13th quota review cycle, which is scheduled to be completed by January
2008. Aside from determining the overall size of the Fund, a review that
involves an increase in overall quotas can affect the relative size of quotas
and therefore a country’s voting power.

Negotiations over IMF quotas have traditionally been informed by for-
mulas that involve

B GDP at current market prices (an indicator of economic size and of a
country’s capacity to contribute to the Fund),

m official international reserves (an indicator of a country’s capacity to
contribute to the Fund),

B current payments (an indicator of openness as well as of potential
need to borrow from the Fund),

B current receipts (another indicator of openness as well as of potential
need to borrow from the Fund), and

B the variability of current receipts (another indicator of potential need
to borrow from the Fund).

These five variables are measured, often with difficulty, over periods of
varying length and combined according to a variety of different weights.!0

Starting with the Eighth Review of Quotas in 1983, five different for-
mulas have been used to generate calculated quotas. Calculated quotas
often differ substantially from actual quotas because of the tension between
actual historical quotas and differences in the pace of countries’ economic
development.!! An adjustment factor is applied to the results of each for-
mula so that they yield the same overall total. A country’s calculated
quota is the larger of the original “Bretton Woods formula” and the aver-
age of the two smallest of the four remaining formulas, appropriately
scaled. In most quota reviews that result in an increase in total quotas, the
increase in a country’s individual quota is composed of some combination
of its current quota share, an adjustment to bring some or all countries
closer to their calculated quota shares, and occasionally ad hoc adjust-
ments for countries whose quotas are way out of line. Everything is scaled
to the new overall size of the Fund.

In the 2004 estimates, a distribution of quota shares based on calcu-
lated quotas would boost the share of advanced countries 6.7 percentage
points relative to actual quota shares and reduce the shares of developing

10. In many cases, data have to be estimated. In addition, in recent discussions and calcula-
tions the last variable is calculated as the variability of current receipts and net capital inflows.

11. The historical relationship dates back to the Bretton Woods conference in 1944, when a
formula was used as a guideline for establishing initial IMF quotas, but the results of the for-
mula were only indicative. A political agreement was required to set the quotas for the im-
portant countries and establish their relative quota shares along with the formula itself.
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countries 3.9 percentage points and transition economies 2.8 percentage
points (IMF 2004g).!2 However, within the group of developing countries,
the calculated quota share for the subgroup of Asia (including Korea and
Singapore) would be 4.6 percent points higher than its actual share of 10.3
percent.

Moreover, within each category of countries, a distribution of IMF quo-
tas based on calculated quotas would bring about large adjustments in
relative voting power. In the 2004 estimates, the US share would rise 2.4
percent, Germany’s would rise 15.3 percent, but France’s would decline
13.1 percent. Among developing countries, China’s share would rise 55.5
percent, India’s would decline 47.3 percent, and Venezuela’s would de-
cline 67.4 percent; but Mexico’s would rise 57.4 percent and Korea’s 177.4
percent, which would make it the 11th largest quota in the Fund. Among
transition economies, Russia’s share would decline 52.3 percent, but the
Czech Republic’s share would be boosted 18.4 percent. The sizes of these
differences reflect a combination of inertia that anchors shares in histori-
cal relationships with each other and differential rates of economic and fi-
nancial development.

Vijay Kelkar et al. (2005) dramatically point to some of the voting power
anomalies associated, in their view, with the current quota structure.!3
They note that the combined votes on the IMF Executive Board of Brazil,
China, and India are 19 percent less than the combined votes of Belgium,
Italy, and the Netherlands at the same time (2000-01) that their combined
GDPs at market exchange rates are 23 percent higher, their GDPs at pur-
chasing power parity (2000 PPP estimates) are four times higher, and their
populations are 29 times higher. Note, however, that the percentage differ-
ence between the combined calculated quota shares of the two groups of
countries, based on data through 2002 (IMF 2004g), would be unchanged
from the percentage difference in their combined actual quotas.!*

The quota formulas themselves are subject to the same conflicting
forces of inertia and of differences in the pace of countries’ economic and
financial development.!> Consequently, many members of the IMF advo-
cate changing the quota formulas to simplify the formula, preferably to

12. In these calculations, the current quota share of advanced countries (for these purposes,
industrial countries plus Cyprus and Israel) is 61.6 percent, the share of developing coun-
tries is 30.9 percent, and the share of transition economies is 7.5 percent.

13. Vijay Kelkar has coauthored a number of papers on IMF governance; see references, in-
cluding Kelkar, Yadev, and Chaudhry (2004).

14. The calculated quota shares of Italy and the Netherlands are larger than their current ac-
tual quotas, outweighing the implied decline in Belgium’s quota; at the same time, the large
increase in China’s calculated quota is partially offset by large decreases in the calculated
quotas of India and Brazil.

15. Dirk Messner et al. (2005) propose increasing the weight of developing countries’” votes

in the IMF and at the same time revising the IMF Articles of Agreement so that the voting
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one standard with no more than four variables, and to update the vari-
ables. Not surprisingly, this is not an exact science.

In 2000, an outside committee chaired by Richard Cooper (IMF 2000)
recommended a simplified formula based on two variables: GDP (the po-
tential ability to contribute to the Fund) and the variability of current re-
ceipts and net long-term capital flows (an alternative measure of the po-
tential need to borrow from the Fund), with the coefficient on the former
twice that on the latter composite. This proposal did not attract a lot of
support inside or outside of the IMF.

Others (such as Kelkar with his various coauthors) have suggested re-
placing GDP at market prices and current exchange rates with GDP on a
PPP basis, which ceteris paribus would tend to boost the quota shares of
developing countries. Bryant (2004) proposes including population in the
formula along with GDP. Introducing this variable would also increase the
voting power in the IMF of developing countries as a group but would
benefit poorer developing countries relative to the voting power of richer
developing countries.

Even technical adjustments in the way the quota formulas have been
estimated can matter; Buira (2005a, 27) reports that excluding intra-area
trade in the calculated quotas of the 12 euro area members of the IMF would
reduce their combined calculated quota share by 11.4 percentage points.'®
On the other hand, the latest estimated calculated quotas reported by the
IMF (2004g) would boost the combined quota share of the euro area by 4.5
percentage points relative to those countries’ combined share of actual
quotas. Thus, if EU and euro area quotas are to be reduced, as many have
called for, either the quota formula will have to be changed or the inter-
pretation of the inputs will have to be substantially modified, for exam-
ple, with respect to intra-EU trade.

A large group of small countries is particularly interested in adjusting
the number of basic votes for each member of the IMF, now 250 votes per
country. It is pointed out (Buira 2005a; Kelkar et al. 2005; Kelkar, Chaudhry,
and Vanduzer-Snow 2005) that basic votes represented about 11 percent
of total votes in 1945 and represent 2 percent today. The number of basic
votes per member has been unchanged and the number of members of the
IMF has increased substantially, but the increase in the overall size of quo-
tas has swamped the latter effect. (An amendment of the IMF Articles of

shares would be recalibrated every 10 years. The problem, of course, is that the formula used
to increase the weight of developing countries could also lead to a reduction of their weight
at the time of recalibration.

16. Lorenzo Bini Smaghi (2004) has a similar result, a reduction in calculated quotas of 11.7
percentage points and a reduction in voting power of 9.1 percentage points for the euro area.
For the 25 current members of the European Union (EU-25), Bini Smaghi estimates that the
reduction in calculated quotas would be 15.1 percentage points, and the reduction in voting
power 12.6 percentage points, from which the US voting power would receive a boost of 4.2
percentage points.
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Agreement would be required to change the number of basic votes each
country would receive.) Kelkar at al. (2005) calculate that if there were an
increase in basic votes that restored their share of total votes to 11.3 per-
cent, and if the remaining 89.7 percent of quota shares were distributed
according to GDP on a PPP basis, the voting share of developing countries
would rise by 11.5 percentage points, with the group shares of develop-
ing countries in Africa, Asia, and the Western Hemisphere all rising, and
the voting share of advanced countries declining 10.8 percentage points.
Moreover, the US voting share would increase 2 percentage points, more
than preserving the US veto.!”

On the other hand, adjusting the number of basic votes each country re-
ceives would not do much for most groups of countries. Ngaire Woods
and Domenico Lombardi (2005) point out that the voting share of the
largest 24-country African constituency would rise from 1.99 percent to
only 2.81 percent. Merely adjusting basic votes is a feel-good solution to
the problem of voting power in the IMF as well as a high-cost solution be-
cause it would require an amendment of the IMF Articles of Agreement.
Woods and Lombardi propose a more radical reform involving expand-
ing the double-majority approach, in which certain decisions require var-
ious weighted majority votes plus various majorities of members. This
could increase the scope to block specific changes, but it could well make
it more difficult to implement change except as part of a carefully assem-
bled package of proposals. However, it would potentially increase the
leverage of the sub-Saharan African countries whose two constituencies
include 43 countries, 24 percent of the total membership of the Fund.

Because the United States has more than 15 percent of the votes, it can
block (veto) certain major decisions of the IMF; however, very few affect
the ongoing operations of the IMF. Nevertheless, many observers feel that
the US veto gives the United States undue leverage over the day-to-day
decisions in the IMFE.!® However, the United States could only voluntarily
lose its veto because it could always block any amendment of the IMF
Articles of Agreement or quota increase that had the effect of reducing the
US voting share below 15 percent.!” In the context of the second amend-

17. The US voting share would decline about 1.5 percentage points but remain above 15 per-
cent if the contribution of basic votes to total votes were restored to the 1945 level. This de-
cline would be more than offset by the switch to quota shares based only on PPP-based GDP.

18. The basis for the presumption is understandable, but I have witnessed too many cases
where the IMF has not followed US wishes to worry a great deal about such problems. What
is true is that the United States historically has cared consistently about the IMF as an insti-
tution and about its day-to-day operations.

19. In principle, it might be possible to admit by majority vote enough new members with
large enough quotas to drive the US voting share below 15 percent, but that would take an
increase in IMF quotas of more than 14 percent via such a process. There are not enough non-
member countries in the world to generate such an increase where each new member’s
quota is constrained by the size of the quotas of comparable countries, based on the five
quota formulas scaled to the current size of the IME.
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ment to the IMF Articles of Agreement in 1978, the majority for deciding
some issues was raised from 80 to 85 percent. This facilitated a reduction
in the US voting share from above 20 percent to above 15 percent while
preserving the US veto. Most proposed adjustments in the quota formula,
aside from those introducing a heavy weight on population or interna-
tional reserves, would not adversely affect the US quota share. While a
case can be made that it is in the US interest to reduce its quota share vol-
untarily so that it no longer can be accused of having undue influence over
the Fund, such an action is far from likely except in the context of a very
large package of IMF reforms that the United States strongly supports.

A potentially more promising route would involve the establishment
of a single EU or euro area constituency that would also have more than
15 percent voting power, creating a “contestable” veto power with identi-
cal quotas for the United States and the European Union. If their voting
shares were both about 18 percent of the overall total, it would free up
about 13 percentage points to reallocate to other countries reflecting their
relative economic development.?? Alternatively, both the United States
and the European Union could agree to reduce their voting power below
15 percent as part of a grand bargain on IMF reform whose outlines at this
point are decidedly blurred. This would free up an even larger share of
quotas and votes for reallocation.

Notwithstanding the political and technical complexities, the issue of
the relative size of quotas and voting power is central to reforming IMF
governance. Jack Boorman, in his remarks to an Institute of International
Finance Seminar in London on November 17, 2004, argued that the Euro-
peans must take the lead. I have argued (Boyer and Truman 2005; Truman
2005a) that the United States has some leverage, albeit in the nuclear cat-
egory, on the European position. Every two years, the United States has
an opportunity to block the continuation of the Executive Board at its cur-
rent size of 24 seats, rather than the 20 called for in the IMF Articles, be-
cause the vote to continue to raise the number of seats to 24 requires an 85
percent (weighted) majority.

Europe holds the key to progress in this area, and the pressure is rising.
Burhanuddin Abdullah (2005) expressed in unusually strong terms the
frustration on this issue felt by East Asian countries:

Finally and most importantly, we stress the criticality of addressing serious short-
comings in the Fund’s governance structure, as well as a lack of sense of owner-
ship of some members. In order to enhance the effectiveness and legitimacy of the
Fund, all members of the institution must feel a sense of ownership. They must
feel well represented and that they have a say in decisions taken by the Fund. As
such, all members should have adequate voice and participation.

In this regard, our constituency strongly believes that countries’ quota shares
have to be reviewed and updated so that they reflect countries’ relative positions
in the world economy. A viable solution could be a rebalancing of quotas within

20. EU countries currently have 32 percent of IMF votes.
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the existing total, whereby countries that are overweighted could voluntarily trans-
fer quota shares to countries that have grown quickly due to successful economic
performance and are now grossly underrepresented. Without advancement in
such an important area, the Fund’s credibility will continue to be undermined due
to the monopolistic behavior of large countries with veto power. In particular, the
Fund runs the serious risk of losing its relevance in Asia unless the Fund effec-
tively engages Asian countries by addressing this issue of the lack of voice and ef-
fective participation in the decision-making process. The influence, credibility, and
legitimacy of the Fund are contingent upon these changes. In this light, the up-
coming 13th General Review of Quotas will provide an opportune time to achieve
this objective, which should not be delayed any further. The ultimate goal is to see
a Fund that performs important functions for the benefit of all member countries
and cherishes the practice of consensus building in reaching board decisions.

The ASEAN+3 (China, Japan, and Korea are the +3) finance ministers in
May 2005 pledged to work together on this issue. The trilateral finance
ministers (China, Japan, and Korea alone) made a similar statement at the
same time. The Japanese Finance Minister Sadakazu Tanigaki (2005) had
already spoken eloquently about this topic in April: “The IMF needs to lis-
ten and understand the frustration and concerns Asian countries feel to-
ward it and make serious efforts to address these concerns. Unless the
IMF responds effectively to the above, it could irrevocably lose relevance
in Asia and ultimately in the world.” He cited two concerns: first, Asian
countries’ status in the IMF in terms of the distribution of quotas, board
members, and staff, and second, whether the institution is making suffi-
cient efforts to prevent, manage, and resolve capital account crises.?!

The United States has taken a forward-leaning position on this issue. At
the IMFC meeting in April 2005, US Treasury Secretary John Snow (2005)
stated:

We believe the time is ripe to start considering how to address these inter-related
issues [IMF representation should evolve along with the evolution of the world
economy and the world economy is now ahead of the evolution of the IMF]. The
IMF’s liquidity is at an all-time high. But the fact that the IMF does not need an
increase in its resources need not impede change. A rebalancing of quotas from
“over-represented” countries to the “under-represented” within the existing total
could yield substantial progress. This will not be an easy task, but it can be
achieved with boldness and vision to help modernize the Fund.

These are clearly complex issues, and careful consideration and consul-
tation are needed to address the full range of concerns. This is important
to preserving the global character of the IME, so that all countries feel they
have a rightful stake in the institution.

US Acting Under Secretary Randal Quarles (2005) reiterated the US po-
sition in June 2005, including a statement that “progress should not, and

21. Tanigaki did not put forward in his written statement the proposal, which had been at-
tributed in the press to the Japanese government in advance of the meeting of the IMFC, that
ASEAN+3 quotas in the IMF should be increased from 13 percent to 20 percent.
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indeed need not, be linked to an increase in the IMF’'s quota resources.”
Given the rancorous history of IMF quota negotiations, the US position is
naive at best and cynical at worst. This is the case even if the US position
is driven by strategic considerations and US government officials recog-
nize that in the end an adjustment in quota shares will only occur in the
context of an increase in the overall size of the Fund. The reason the US po-
sition looks as if it is just for show is that individual member countries
must consent to any reduction in their quotas. It is highly unlikely that any
country will voluntarily reduce its quota so that the amount can be trans-
ferred to another country. Moreover, the European countries collectively
have more than enough votes to block any increase in total IMF quotas that
would result in a reallocation of quota shares that does not satisfy them.
The common EU position on this issue at this point is not forward lean-
ing. Jean-Claude Junker (2005) stated the EU position at the April IMFC:

EU countries support this process [of strengthening the participation of develop-
ing countries] and welcome the steps that have been taken so far by the IMF and
the World Bank to strengthen the voice of developing and transition countries as
well as the renewed focus from IMF management on the importance of this issue.
At the same time it is important to discuss further measures, such as initiatives
to further build policy capacity in developing countries, further enhancement of
delegation office capacity and overall general measures such as an increase in
basic votes.

Note that Junker did not mention reducing the quotas or quota shares
of EU members of the IMF. Such an offer will have to wait at least until
the hard bargaining begins.

Choice of Management and Staff

The processes used today to choose the managing director of the Fund and
the president of the World Bank satisfy few observers, with the important
exception of key senior officials and political leaders in the United States
and in Europe. The Executive Boards of the two organizations in princi-
ple elect the heads of the organizations. In practice, with a few variations
around the edges, the existing convention, by agreement between the
United States and (a growing) Europe is that the Europeans propose the
managing director of the IMF by an ad hoc internal process and the US
president proposes the president of the World Bank. The Executive Boards
subsequently deliberate and elect the individuals proposed. This conven-
tion dates back to the founding of the institutions. It has been widely crit-
icized for decades, but it persists. Since 1999 two new managing directors
of the IMF and one new president of the World Bank have been chosen on
the basis of the convention.

Miles Kahler (2001) put forward the most comprehensive proposal for
change in this area. His proposal calls for (1) abandoning the US-European
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convention, (2) establishing a selection process based on developed crite-
ria, (3) expanding the list of candidates to include internal candidates, (4)
placing the selection process squarely, rather than indirectly, in the hands
of ministers, (5) developing a long list of candidates and later a veto-proof
short list of candidates, and (6) reinforcing the process via a two-term limit
and a review process at the end of the first term.

Many others advocate change. In the wake of widespread dissatisfaction
with the process that resulted in the choice of Horst Kohler as the IMF
managing director in 2000, the executive directors of the Bank and the
Fund formed working groups to reform the selection processes for the
heads of the two organizations (Kahler 2001, 77-78). Those groups did not
recommend discarding the US-European convention IMFC 2001). Instead,
they recommended other changes to the selection process that would in-
volve a more transparent process of choosing the heads of the organiza-
tions. The two Executive Boards endorsed the report in April 2001 as guid-
ance for the process, and IMFC noted the report in its communiqué.
However, these efforts had no visible influence on the processes that sub-
sequently led to Rodrigo de Rato’s succeeding Horst Kohler in 2004 and
Paul Wolfowitz’s succeeding James Wolfensohn in 2005.

In an interview as he left the World Bank, Wolfensohn (The New York
Times, May 25, 2005, C5) endorsed a selection process for the Bank in which
the president would be selected from a range of candidates in a transpar-
ent way: “I would personally wish that one could make these appoint-
ments on merit.” Horst Kohler IMF 2004h), when he left the IMF, ex-
pressed his support for a more transparent selection process that is not
limited to a particular country or region although he acknowledged that
there would always be an element of politics in the process. David Peretz
(2005, 27) advocates modifying the process for selecting the managing di-
rector of the IMF by taking it out of the hands of member governments and
charging a group of “wise men [and women]” to come up with a range of
possibilities and appointing the best person for the job regardless of na-
tionality. He also notes that reform of the selection process for the head of
the IMF depends on reforms in the selection process for choosing the head
of the World Bank and the World Trade Organization, which did modify
its procedure somewhat in 2005. The issues involved apply as well to
choosing the heads of UN agencies (where the UNDP used an open model
in 2005), the OECD, the BIS, and the regional development banks.??

Questions about the selection of the managing director of the IMF ex-
tend to the selection of the deputy managing directors and the diversity of
the staff. The first deputy managing director of the IMF, according to the

22. The president of the Inter-American Development Bank traditionally comes from Latin
America, and the president of the African Development Bank comes from Africa. However,
the president of the European Bank for Reconstruction and Development comes from West-
ern Europe (with the number two position reserved for a US national), and the Japanese
nominate the president of the Asian Development Bank.
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US-European convention, comes from the United States. Until the mid-
1990s, the managing director had only one deputy managing director
(DMD). When Stanley Fischer was selected, the number of DMDs was ex-
panded to include two others. To date, two of the DMDs have come from
Japan, two have come from Latin America, one has come from India, and
one from Africa.

Many members of the IMF complain about a lack of diversity within the
senior staff and the staff as a whole. They argue that those positions tend
to be occupied by people from what are now viewed as creditor countries,
thus providing such countries with undue influence over IMF policies
and decisions on programs of financial support. With respect to skills,
most observers believe that IMF staff hiring and promotion are merit
based; most of the technical skills involved are universal, not national or
regional. The issue of influence by the governments of the staff’s country
of origin is more complex.

The concerns are three. The first concern is about the power and influ-
ence of IMF technocrats who are viewed as economists trained in a partic-
ular analytical tradition. Most people familiar with disputes among econo-
mists and the lack of a Washington Consensus find this concern overblown
although they do not dispute the technocratic foundation of much of the
IMF's work and the influence of technocrats in the organization.

The second concern is geographic diversity. A concern for diversity
need not distort a merit-based appointment and promotion process. How-
ever, it can well have that effect. Today, the IMF imposes informal limits
on hiring nationals from some countries. Despite its very competitive sal-
aries favoring nationals of countries other than the United States, it often
has difficulty attracting qualified applicants to Washington.

The third concern is about political influence. Only a fool would argue
that politics never enters into decisions by IMF staff and, in particular, by
management, but many observers (Bird 2003; Bird and Rowlands 2001;
Cottarelli 2005; Van Houtven 2002) conclude that there is limited evidence
of systematic political influence in IMF decisions. Some scholars (Barro and
Lee 2002) have found some evidence of political influence. However, their
findings are sensitive to specification of the time period and the definition
of evidence of influence. As described in Woods and Lombardi (2005), the
IMF faces a large number of different types of decisions with the result that
at times there may be a strong consensus on those issues; at other times,
shifting coalitions of countries push particular programs or views.

Chairs and Reform of the Executive Board
The Executive Board of the International Monetary Fund is charged with
the supervision of the activities of the institution. The executive directors

are appointed or elected by member governments. They are paid by the
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Fund. As such, their roles are somewhat ambiguous. Are they to represent
the views of the governments that chose them or the interests of the insti-
tution as a whole when those interests diverge? Does the role of the board
need to be strengthened (Van Houtven 2004)? Should its scope and pow-
ers be broadened (Rajan 2005a)? Should its size be increased to reflect the
increased membership of the Fund or should its size be reduced or seats
reallocated to make it more efficient or representative?

Peter Kenen et al. (2004), David Peretz (2005), and Raghuram Rajan
(2005a) either favor or are favorably inclined toward a nonresident Exec-
utive Board, with senior officials from capitals meeting regularly—but
certainly not the current three days a week—to make important decisions.
This reform would tend to strengthen the role of the staff and manage-
ment of the Fund at the same time that it would receive more overt polit-
ical direction on key issues.

José De Gregorio et al. (1999) advocate a board independent of govern-
ments in the model of independent central banks. Timothy Lane (2005)
sensibly criticizes this view. He argues that independent central banks
have reasonably well-defined objectives focused more or less precisely on
price stability. Evaluation of the performance of the IMF involves deter-
mining whether the institution’s advice was sound and whether it was ap-
propriate for the Fund to lend to particular countries in particular circum-
stances. Those are questions that require judgment ex ante and later invite
second-guessing without agreed quantitative tests that can be applied.

Vijay L. Kelkar et al. (2005) and Kelkar, Chaudhry, and Vanduzer-Snow
(2005) advocate an intermediate solution in which each executive director
would serve a fixed six-year term and would be responsible to his or her
parliament or parliaments.?> Some observers favor other steps to increase
the transparency and accountability of the Executive Board. For example,
Woods and Lombardi (2005) favor the prompt publication of executive di-
rectors’ votes and the positions they take as well as evaluations of their
performance against standards set by the countries that elected them.

The IMF Executive Board at present has 24 members. Some, for example
Jack Boorman in remarks in London on November 17, 2004, think the
board is too large; Peretz (2005) calls for a reduction to 15 seats. Woods and
Lombardi (2005) favor a more even distribution of countries and seats.
They advocate that each of the three executive directors elected by single
countries (China, Russia, and Saudi Arabia) should take more countries

23. Kelkar et al. (2005) and Woods and Lombardi (2005) single out the United States for set-
ting a good example with respect to the accountability of its executive director because the
US executive director is nominated by the president and confirmed by the US Senate, and
the person can be called to testify before the Congress. (Some other executive directors tes-
tify before parliaments; see, for example, Lynch [2005].) The US executive director also is ob-
ligated to serve at a reduced salary partly as a consequence of the person’s exposed political
position. Moreover, the US executive director serves at the pleasure of the president and con-
ventionally is replaced soon after a change in US administration.
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into their constituencies. They estimate that the resulting reallocation of
countries and constituencies could reduce the size of each one to no more
than 10 countries. As a subsequent step, if other countries choose to be rep-
resented by one of the five appointed executive directors, the number of
countries in each constituency could be reduced further, to no more than
eight.?* The result, they speculate, might be that the elected executive di-
rectors would become more independent of their national governments.

If IMF constituencies became more equal in size and voting power, it
would still not solve the issue of the redistribution of voting power. Boyer
and Truman (2005) and Truman (2005a) have advocated addressing the
issue of chairs (IMF representation) and shares (the distribution of votes)
as part of a process focused primarily on the members of the IMF that are
also members of the European Union. At present the 25 EU countries ap-
point or play a major role in the election of 10 of the 24 IMF executive di-
rectors, 42 percent of the Executive Board. Among the 10, they currently
supply 6 executive directors and 8 alternate executive directors—29 per-
cent of the total. In five cases they supply both. In brief, the European
Union is overrepresented on an Executive Board that traditionally reaches
decisions via consensus; the European voices are too many and as a con-
sequence receive too much weight. EU members also directly control 32
percent of the votes in the IME.?? Indirectly through the inclusion of non-
EU countries in their constituencies or the presence of EU countries in
non-EU-majority constituencies, the European Union potentially can in-
fluence an additional 12.5 percent for a total of almost 45 percent.

Rationalizing the allocation of shares and chairs within the IMF in prin-
ciple involves two separable issues, one having to do with shares and the
other having to do with chairs. In practice, both issues will almost cer-
tainly have to be addressed at the same time even if progress toward the
ultimate goals of these reforms involves different timetables. Shares will
have to be reallocated toward those countries whose relative economic
size has outstripped the relative size of their quotas, generally the large
emerging-market economies (LEMs). Such a shift would tend to support
the financial stability of the organization.

The reallocation of chairs is a more complicated process. Boyer and Tru-
man (2005) and Truman (2005a) advocate a multistep process. First, coun-
tries that are not members of the European Union and do not aspire to EU
membership would join other constituencies, and EU members such as Ire-
land, Poland, and Spain would join EU constituencies. This would proba-
bly reduce the number of EU or potential EU executive directors and alter-
nate executive directors from a potential of 10 each to 6 or 7 each. Non-EU
executive directors and alternate executive directors in reconstituted con-

24. The authors are vague about whether such a change would require an amendment of the
IMF Articles of Agreement, but that almost certainly would be the case.
25. The 10 new EU members that joined in May 2004 have only 2.1 percent of the votes.
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stituencies would occupy the freed-up seats. As a second step or series of
steps, the EU chairs would be consolidated into one chair; this would allow
for the establishment of new constituencies or for a smaller Executive
Board. The complexity of working out this realignment to the reasonable
satisfaction of most IMF members should not be underestimated. No coun-
try should end up not being represented, and large countries should resist
limiting the size of their constituencies to the minimum number of votes
necessary to claim a seat.

Miles Kahler (2001) also advocates a consolidation of EU chairs in the
IMF. Peter B. Kenen et al. (2004) do so as well. However, Kenen at al.
would stop the process, as the situation now stands, at two chairs, one for
the euro area and one for non—euro area EU-member countries.

Many observers from a European perspective (Bini Smaghi 2004; Woods
and Lombardi 2005; and Willy Kiekens in remarks, “What Kind of Exter-
nal Representation for the Euro?” delivered at an Austrian National Bank
seminar on June 2, 2003) see the consolidation of EU representation into a
single chair as a positive step in Europe’s interests. Horst Kohler (IMF
2004h) expressed support for an ever-closer political union within Europe
and saw consolidating EU chairs in the IMF as consistent with that vision.
Since the Vienna European Council meeting in December 1998, EU mem-
bers have sought to upgrade the coordination of their positions in inter-
national forums, the IMF in particular. From the bottom up, IMF executive
directors from EU countries meet in Washington with representatives of
the European Central Bank (ECB) and the European Commission as the
EURIME. Further up the line, a staff group (subcommittee on IMF matters,
or SCIMF) involving national capitals as well as the ECB and the Com-
mission works up common positions for subsequent review and approval
by the Economic and Financial Committee (EFC) of deputies and final re-
view and approval by the Council of EU Finance Ministers (Ecofin) (Bini
Smaghi 2004; Woods and Lombardi 2005). However, partly because of the
presence of non-EU members in some constituencies and the presence of
other constituencies in which EU members are not dominant and partly
because of the desire of some EU members to go their own ways on some
IMF issues, this process of coordination has not produced uniform EU po-
sitions on all issues.

As noted earlier in connection with the issue of the distribution of IMF
quotas in the IME, the Europeans properly should take the lead in this
area. To date, they are not so inclined, if one can judge by what Junker
(2005) said to the IMFC. To break this logjam, the United States has its
nuclear option.?® However, an important question is whether the United

26. In principle, any group of countries with more than 15 percent of IMF voting power has
similar leverage to force a reallocation of chairs within the IME. However, the direct conse-
quences of failure would be larger because, if the size of the Executive Board were reduced
to 20 seats without a consolidation of European seats, the instigators might find themselves
without any representation on the board.
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States sees it in its interest to deal with a single European entity. In Tru-
man (2005a) I argue in the affirmative and that the United States in gen-
eral should push for closer European integration. However, not all US of-
ficials and observers agree. Each camp can interpret the constitutional
issues that arose in the late spring of 2005 as favoring its initial position.

If the Europeans were to consolidate their representation in the IMF,
such a step would have strong implications for the IMF as an institu-
tion, including other aspects of its governance (Mathieu, Ooms, and Rottier
2003). Note one aspect: according to the current Articles of Agreement, if
the European Union were to assume a consolidated chair as a single coun-
try, which some argue would require an amendment of the IMF Articles
of Agreement, and the EU quota were the largest in the IMF, the head-
quarters of the IMF would have to be moved to Europe. Such a move
might cause considerable disruption, but that possibility would be one
that would have to be addressed as part of an overall bargain.

The IMF and Steering Committees

A basic question with respect to IMF governance is from where does the
institution receive its direction? Today, as a formal matter, the IMF man-
agement runs the Fund. The Executive Board supervises the management
and staff. The IMFC is formally an advisory body that in effect provides
some overall guidance.?” The Board of Governors acts in the areas where
the Articles of Agreement require it to act.

In practice, none of these groups acts as a true steering committee for
the IMFE. One might well argue that the IMFC should play this role. How-
ever, despite efforts in recent years to bolster its role, it has failed as a
body that either generates consensus or provides broad innovative direc-
tion to the Fund. That role has been played by outside steering commit-
tees. Only a trained political scientist can explain this failure, and col-
leagues of that political scientist would probably disagree. This observer’s
explanation is that the IMFC'’s effectiveness is constrained by two factors:
(1) the continuing formality of its meetings, complete with speeches that
are prepared in advance and released to the public, and (2) the substantial
control over the IMFC’s agenda and discussion that is exercised by IMF
management and staff.

27. The French finance minister, Thierry Breton (2005), proposed the revival of the proposal
to institute the Council, as provided in the IMF Articles of Agreement, as a body represent-
ing the Board of Governors with formal decision-making power in the IMF, replacing the ad-
visory IMFC. Such a step would tend further to weaken the IMF Executive Board and
strengthen the role of the IMF management and staff. However, that proposal was recon-
sidered and set aside in the late 1990s, when the Interim Committee, intended as a precur-
sor of the Council, was transformed into the IMFC.
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Throughout its history, the IMF management and staff itself have not
been a principal source of innovation or direction for the international
economic and financial system. The G-10 negotiated the Smithsonian
Agreement, and the IMF’s involvement in that negotiation lost the man-
aging director his job. The ad hoc Committee of Twenty (C-20) dealt as
best it could with the IMF reform process following the Smithsonian
Agreement. The IMF has not been able, or allowed, to play a major role in
shaping cooperation on major international macroeconomic policy is-
sues.?8 The reasons for this weakness are complex. The IMF has been in-
effective, in part, because its most powerful members wanted it that way.
The IMF also is an institution that is dominated by its staff, which means
that it is cautious with respect to innovation. At the same time, the IMF
has not been able, despite repeated efforts, to sponsor effective dialogue
outside of a narrow interpretation of the scope of its responsibilities.

Over the past 30-plus years, the steering committee of the IMF was first
the G-10 with a strong US lead, next the G-5 countries, and more recently
the G-7 countries.?? Of course, the G-7 finance ministers and central bank
governors seek to steer the international financial system and the global
economy, not just the International Monetary Fund, but in the process
they have been the steering committee for the IMF as well.

C. Fred Bergsten, in a March 4, 2004, speech in Leipzig, Germany, to the
deputies of the G-20 on the subject of the G-20 and the world economy,
Boyer and Truman (2005), and Truman (2005a) have called upon the G-20
to replace the G-7 in its role as the steering committee for the international
financial system and the IME3 As noted earlier, Lawrence Summers in
December 1999 delivered a speech at the London School of Business in
which he called for the G-20 to play an operational role in the international
financial system, but to date its operational role has been strictly circum-
scribed by tacit agreement within the G-7.

Mervyn King, in remarks at a conference on February 4, 2005, stressed
the need to expand the group of countries that discusses exchange rate
and other macroeconomic policy issues beyond the G-7. He might stop at
a G-7 group plus a few other countries, such as China and India or the five

28. The IMF has played a major and sometimes innovative, if controversial, role in connec-
tion with some specific issues, for example, the debt crises of the 1980s and the transforma-
tion of the economies of Eastern Europe and the former Soviet Union in the 1990s.

29. The G-5 includes France, Germany, Japan, the United Kingdom, and the United States.
The finance G-7 includes also Canada and Italy. (The G-8 includes Russia, but it is princi-
pally a political group.) The G-10 includes Belgium, the Netherlands, Sweden, and Switzer-
land as well as the G-7.

30. The industrial-country members of the G-20 comprise the G-7, Australia, and the country
holding the EU presidency when that is not a European G-7 country; nonindustrial-country
members are Argentina, Brazil, China, India, Indonesia, Korea, Mexico, Russia, Saudi Arabia,
South Africa, and Turkey.
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countries (Brazil, China, India, Mexico, and South Africa) that joined the
G-8 at their leaders’ summit in Gleneagles, Scotland, in July 2005. During
2005, Brazil, China, India, and South Africa participated in several meet-
ings of the finance G-7. However, although they were invited as more
than breakfast or luncheon guests, the finance ministers and central bank
governors of those countries were not full participants in the meetings in
the sense that they were not involved in the full agenda of issues, includ-
ing drafting the final communiqué in which the G-7’s conclusions, agree-
ments, and directives are enunciated.

The G-20 is a more natural group to play a significant role as a global
steering committee in light of the changing and broadening list of coun-
tries of systemic importance, a list that extends beyond Brazil, China,
India, and South Africa for many issues such as energy, global adjust-
ment, and governance more generally.3! Central bankers actively partici-
pate in G-20 meetings alongside finance ministers; this feature contributes
to the group’s permanence as well as to its technical expertise on interna-
tional economic and financial issues. With a group as large as 20, subcau-
cuses on specific issues would be expected. If the G-20 is to have more in-
fluence, a permanent secretariat might be desirable along with the use of
working groups and more frequent deputies’ meetings to follow up on
ministerial decisions.

As a steering committee for the IMF, the G-20 countries have approxi-
mately 63 percent of the current voting power in the IMF and almost 80
percent of the voting power when including all the votes in the con-
stituencies of which they are members. If EU representation in the G-20
were collapsed into one membership, that should further improve the ef-
fectiveness of the group and either contract its size to a G-16 or permit a
slight expansion to 18.32

Paul Martin (2005) has called for an L-20—a G-20 at the leadership level
of prime ministers and presidents—that builds on the finance group that
already exists.3® The G-20 group of countries is not without challenge as
the steering committee for the global financial system. Peter B. Kenen et
al. (2004) call for the creation of two new groups: (1) a G-4 involving the
United States, the euro area, Japan, and China to coordinate exchange rate
matters and (2) a Council for International Financial and Economic Coop-
eration (CIFEC) with 5 permanent and 15 term members. They argue that
the CIFEC would have greater legitimacy, accountability, and representa-

31. Anyone can quibble about the G-20’s membership on the margin, but it comes closer to
meeting the test of including the systemically important countries than often is the case with
political compromises.

32. David Peretz (2005) argues that the IMF needs an agenda-setting body of no more than
15 members that regularly meets at both the deputy and finance minister levels.

33. Martin’s advocacy follows proposals by Colin Bradford and Johannes Linn (2004) and
work by the Centre for Global Studies (2004).
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tiveness than the existing finance G-20; their argument is not very per-
suasive on the first two points given that the G-20 already exists, and on
the third point any ad hoc group will be perceived by some nonpartici-
pants as being nonrepresentative. They also propose that the CIFEC have
a mandate to cover economic issues other than the IME which is also now
the case for the G-7 and G-20.

More of a threat to the IMF as an institution, as well as to the G-20 as
the steering committee for the international financial and monetary sys-
tems that provides guidance for the IMF, would be the proposal by Kemal
Dervis and Ceren Ozer (2005) to create a new United Nations Economic
and Social Security Council with six permanent and eight nonpermanent
members who would exercise the votes of their constituencies. The votes
would be an equally weighted combination of population, GDP, and con-
tributions to the UN budget for global public goods. There would be no
vetoes, but supermajorities would be required for some issues. The Coun-
cil would (1) provide a strategic governance umbrella for international in-
stitutions, including the IMF; (2) appoint the heads of those institutions,
including the IMF, using transparent search procedures; and (3) mobilize
resources for those institutions.

A similar but less well-developed idea is contained in the Report of the
Secretary-General’s High-Level Panel on Threats, Challenges, and Change (UN
2004). In part, these rival plans reflect turf battles between foreign min-
istries and finance ministries; each ministry wants the institution in which
it calls the shots to be dominant. In part, these plans reflect dissatisfaction
with the orientation and governance of the Bretton Woods institutions.
It can also be argued that these proposals are intended to pull the Bretton
Woods institutions into one common system for global governance.

The principal inference to be drawn from all this ferment with respect
to a steering committee for the international financial system including
the IMF is that in the immediate future that steering committee will not
be drawn from the institutional structure of the IMF itself. If the choice is
between the finance G-7 and G-20, it is difficult to imagine that the ratio-
nal choice would not be the latter group appropriately reconfigured to in-
clude only single representation of the European Union. However, that
may not prove to be the choice. Political leaders have a sometimes dis-
ruptive and counterproductive tendency to reach out to create new insti-
tutions to address a renewed perception of recurrent global problems.

At the same time, political leaders frequently do respond to broader po-
litical pressures—those manifested through NGOs at the national or in-

34. Dirk Messner et al. (2005) propose the creation of a Council for Global Development and
Environment (CGDE) in the United Nations partly as a funding vehicle and also “with an
enhanced mandate and sufficient legitimacy to counterbalance the independence of the Bret-
ton Woods institutions from the UN System.” The Fund and the World Bank are associated
with the United Nations by mutual agreement, but they are not formally part of the UN Sys-
tem of Organizations.
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ternational level and those articulated by academics. This truth under-
lines the challenge of communication that the Fund faces in today’s world
of instantaneous global transmission of information, misinformation, and
disinformation: getting information out promptly about its programs and
priorities. The institution has made important strides in communication
and transparency over the past decade, but one has the sense that it has
fallen further and further behind in the race to convey the truth about its
policies, procedures, and accomplishments.
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