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1. IEO REPORT ON THE EVALUATION OF ASPECTS OF IMF
CORPORATE GOVERNANCE—INCLUDING THE ROLE OF THE
EXECUTIVE BOARD

The Chairman asked for a moment of silence to mourn the loss of life due to
an earthquake in China.

Mr. Ge made the following statement:

As you know, a devastating earthquake struck China’s
southwest Sichuan Province on May 12. According to the State
Council of China, as of noon today, Beijing time, the death toll has
reached 41,353, and 247,683 people have been injured. Many are
homeless, and 32,666 are missing. A rough estimate of property losses
is $22 billion. My authorities and the military rescuers are
concentrating on relief operations in line with Premier Wen Jiabao
recent statement: “Saving lives is our top priority, as long as hope of
survival still exists. We must use all our forces, and save lives at
whatever cost.”

After the earthquake, the MD issued a statement expressing his
sympathy, and many colleagues have asked me to extend their
sympathy and condolences to my authorities. I take this opportunity to
thank them all.

Fund volunteers have initiated a humanitarian drive to send
relief to the victims. Tables will be set up to collect donations in the
HQI1 lobby and outside the HQ2 cafeteria. The drive will run from
today through next Tuesday, May 28, from noon to 2 p.m.

Mr. Torres and Mr. Pereyra submitted the following statement:

In its report, the IEO uses a stimulating mix of best-practice
knowledge and out-of-the-box thinking to identify several key
weaknesses that hinder Fund governance, and to make concrete
proposals to enhance effectiveness, efficiency, transparency, and
representation. This courageous and frank advice is exactly what we
expect from the [EO—particularly at this juncture, when the Fund
needs to respond with credible reform to strong questioning from
several quarters. We are not surprised at all. This report just confirms
that the IEO deserves our strong support.



This does not necessarily imply that we can support all the
ideas proposed in the report. However, we need to recognize that we
have before us a document that cannot, and must not, leave us
indifferent. We should not only congratulate the IEO for its
contribution, but also ourselves for showing the institutional
robustness to hire an advisory body to criticize us freely and candidly.
We recognize that the issues brought up by the IEO are complex and
will require careful processing beyond today’s meeting; and that many
of them are of the competence of Governors. In this vein, we would
like to provide the following preliminary comments on specific points.

The Fund should preserve its ability to act swiftly in extreme
situations like systemic crises, but the “informal governance
mechanisms” mentioned in paragraph 14 are pernicious. The IEO
offers a very good de facto characterization which, regretfully, reflects
the truth in this field very accurately. These alternative mechanisms
leave most of the membership out of the strategy formulation, decision
making, and implementation processes; use the Board only to give its
final blessing to the resulting program; and therefore make for a very
low degree of ownership and accountability. This is in part our own
fault. The Board’s paralysis in deciding how to deal with very
sensitive information that deserves extra-confidentiality makes a good
illustration of why “informal or de facto” solutions turn to be
unavoidable. Since we cannot agree on how to deal with situations in
which extremely sensitive information should be handled watertight
from markets, we just pretend that the current rules are fine and that
information shared amongst a 24-seat Board that reports back to 185
Governors will not leak into the market.

We fully agree with the IEO on the need to address key
weaknesses in voice and representation (paragraph 26). Clearly, the
demands from representing a considerable constituency may have an
important impact on the quality of work. On top of that, the number of
OED staff is now being reduced, which inequitably affects the
workload and the capacity of multi-country chairs to keep up with the
business of the Fund. The situation is compounded by the fact that
multi-country chairs that represent developing country constituencies
do not have the ability to fall back on well-informed offices in their
capitals. Converting the eight single-country constituencies into multi-
country ones will not solve this problem but could help to enhance
representation and rebalance responsibilities. We are open to
considering this idea.



Over the years, the IMFC has gained de facto political weight
within the Fund’s governance framework and it has one big advantage:
it makes decisions by consensus. While keeping in mind its advisory
nature, there is little doubt that the endorsement and advice provided
by IMFC Governors has come to be accepted as a key guiding element
in the Board’s work. In this context, we must then explore ways to
enhance the IMFC’s role in promoting wide consensus and strong
ownership.

If our Governors come “un-prepared” it is because the IMFC
Deputies Meeting does not serve its objective. In order to prevent the
“un-preparedness” of many participating Governors, as correctly
pointed out by the IEO, the IMFC should be preceded by a preparatory
stage. Obvious as this appears to be, this is not happening. as the
IMFC Deputies Meeting is anything but a preparatory meeting. In our
experience, it is difficult to recall any time when we have actually
done concrete preparatory work at the Deputies’ Meeting that can be
useful to our Governors. There have been calls for discontinuing it, but
it would be better to make it fulfill its objective. A sharper focus on the
proposed items for discussion and a chairmanship dedicated to
promoting agreement—and, admittedly, a stronger link with meetings
of emerging and developing country groupings, such as the G-24—
would effectively contribute to more active participation at the IMFC
and offset the discouraging perception of G-7 “preponderance.”

Is the Board “too large”? It is true that the size of the Executive
Board has increased considerably since its inception—perhaps above
the standard for expeditious decision-making in modern corporate
governance. However, since the membership has quadrupled (footnote
18), and therefore representational demands have mounted
considerably over the years, it is not totally clear to us that the
Executive Board has become “too large.” There may be too many
European chairs and too few emerging market and developing country
chairs, but this is a different matter that, admittedly, is beyond the IEO
reports terms of reference, so we do not blame them for not bringing
this crucial issue to our consideration. Perhaps the Managing Director
(MD) could ask its newly constituted group of advisors to pick up on
this issue.

We should not get bogged down in the debate on whether the
Board’s role is “supervisory” or “executive.” In light of our experience



with the actual work at the Board, the difference appears to us more
rhetorical than effective. We fully concur that we should steer clear
from micromanagement. However, while in principle we find it
attractive to reduce the burden of day-to-day “executive” work and
enhance our “supervisory” role, figuring out where to draw the line
becomes tricky when we get down to concrete examples. Both
components are strong in most issues we can think of. Therefore, we
are not convinced that the Board could easily reduce its meetings to
one week per month. Further elaboration on this subject would be
helpful.

That said, we see merit in the IEO’s discussion on the
prioritization of Board time and the creation of Board value added
(paragraph 44). A main objective of this exercise is to explore possible
reforms that can have a substantial impact in strengthening the Fund’s
ability to fulfill its mandate to secure global financial stability.
Particularly, under the present international circumstances, the Board
should engage much more in certain fields, especially multilateral
surveillance, and in setting objectives (as a budgetary target), but
leaving implementation to Management. In consequence, we agree that
the Board could have a greater say in the allocation of its time, maybe
even by revisiting the role of the Secretary’s Department in the
process. We recognize that designing the specific mechanisms to make
this greater flexibility happen would probably not be straightforward,
but we would nevertheless support work in this field.

Ensuring appropriate oversight of policy implementation
should be a permanent concern of the Board. Currently, the Board
reviews lending and surveillance operations; conducts periodic
reviews of policy implementation; and has, for example, called for
frequent assessments in the recent meeting on the guidelines for
streamlining conditionality. We would like to ask the IEO to elaborate
more on what additional tools the Board could use to better fulfill its
role in overseeing implementation.

On a related matter, we concur that the Legal Counsel should
be distanced from the organizational structure under Management to
enhance his/her ability to provide independent advice to the Board.

We also concur with the need to discharge more work on the
Committees, and strongly support the proposal that Committees should
forward their conclusions for Lapse of Time (LOT) approval. This



would speed up the work of the Board and make the decision-making
process more efficient without needing to reduce the number of chairs
(i.e., without affecting the Board’s representation).

Has the proliferation of Grays made Board meetings “less
lively”’? While recognizing that there is a downside to Grays, we
certainly prefer them to other time-consuming (and even less lively)
options. Especially, we know of few things that are more boring than
attending meetings where participants read their statements. Therefore,
we do not think that we can realistically avoid the use of Grays. To be
sure, they should be terse, provide value added, express approval or
disapproval concisely, and avoid repeating the content of staff reports.
Importantly, while protracted argumentation and exchange of ideas
will probably be unavoidable sometimes, maybe the Chair could play a
more proactive role in expediting and focusing discussions, in addition
to the basic function of controlling the order of interventions.

Summings Up are cryptic and understandable by the
“initiated.” We agree with the IEO that the code words currently in use
are not transparent, and should be clarified and made public. A related
issue is that the normal practice in the drafting of Summings Up is the
presumption that silence implies agreement with the staff—an
additional reason for chairs to participate actively in discussions.

We see much value in the IEO’s suggestions for improving the
handling of misconduct and conflicts of interest (paragraph 63). The
buff circulated by LEG (May 12) is correct in pointing out that the
MD'’s requirements in this area should be in his/her contract, since
he/she is not a member of the staff, and therefore the staff’s rules
would not apply to him/her. However, the IEO highlights several legal
vacuums, like the lack of clarity on who would be responsible for
enforcing such regulations on the MD. Other missing elements include
a “whistleblower” protection and a mechanism of complaints on
Executive Directors, the MD, and other senior officers that ensures
confidentiality of the source. Notably, given their access to privileged
information, high-level officials in governments, central banks, and
financial corporations are normally subject to restrictions on
employment after leaving such posts. By the same token, similar rules
could be considered in the case of Management and senior staff—and,
for that matter, Board members—to be consistent with recent efforts at
the Fund to avoid perceptions of conflict of interest and increase



member countries’ willingness to trust Management and the Board
with sensitive market information.

We cannot support the proposal to establish an IMFC/Council
(paragraphs 66-67):

° In the IEO’s view, the IMFC/Council would have the
political authority to exercise oversight over the Fund, which the
current IMFC lacks. However, the expectation that IMFC/Council
members will “formally share” the responsibility for their decisions is
a rather optimistic assumption with a legalistic flavor. From
experience, Ministers recognize only responsibilities signed by them
individually, and it is not clear to us whether they would accord a
similarly binding force to pledges assumed collectively. Therefore, we
have reservations as to whether the proposed IMFC/Council would
actually make a significant difference in reinforcing Fund governance.

J Despite its shortcomings, consensus decisions have
come to be the accepted practice at the IMFC. We are unconvinced
that this would be the case at the proposed IMFC/Council. In our view,
the IEO’s remarks that the IMFC/Council should “strive for
consensus” and that “voting should take place only in extraordinary
circumstances” may be more wishful than real. The provisions for
voting in the Council would allow for votes to be split amongst
countries, and therefore it is predictable that voting power will
ultimately be used to settle issues where consensus creation proves to
be too difficult.

The 2001 Draft Bank-Fund Joint Report provides clear
principles for establishing a definitive framework for the election of
the MD. Actually, the last elections have reflected a considerable
move toward greater openness, with diverse candidates participating in
the process. The real issue is how to ensure that the power to elect
candidates be balanced across the membership. The way to do this is
either through adequate regional rotation, or by using a qualified
majority to select the MD. Additionally, we are glad that work is under
way to introduce an accountability framework for Management.
Delegating the evaluation of Management to a Board Committee
seems appropriate, as well as keeping the necessary confidentiality.

International best practice supports a shorter time to make
Board documents public. In fact, we do not see why the length of time
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for disclosure should be two years—as suggested by the [EO—and not
one.

Finally, we think that opinions regarding the Development
Committee (paragraph 68) fall outside our mandate.

Mr. Gibbs and Mr. Thornton submitted the following statement:

We welcome this evaluation, which raises some fundamental
questions about the nature of the IMF’s governance framework. Many
of these questions will require further consideration in capitals, since
they go beyond the scope of the Board to decide. We believe there is
potential to strengthen the Fund’s governance and to make the main
elements of it—Management, Governors, the Board—more effective.
This would go a long way to restoring legitimacy. Our guiding
principle is that Shareholders—whether at the level of Governors or
their Board representatives—should focus on what they want
Management to deliver and then hold Management clearly to account
for delivery.

The IEO report clearly identifies many of the issues which
prevent the institution being as effective as it could be. For example,
there is a lack of clarity about the respective roles of the Board,
Management and Governors that can lead to a combination of micro-
management in some areas and a lack of accountability in others.
There is also a lack of mechanisms to allow shareholders to provide
strong strategic direction.

The areas of overlap and duplication could be resolved by a
clearer delineation of responsibilities, particularly on the roles of
Management and the Executive Board. Ensuring accountability is a
somewhat more difficult task, which will, inter alia, require reforms to
the political conventions which have restricted the selection of the
most senior staff in this and other institutions.

Enhancing Accountability

The key accountability deficit, however, applies to the
institution as a whole. As the report notes, at present we lack a strong
mechanism for setting the Fund’s strategic objectives, and for
monitoring progress against them. For example, the IMFC, designed to
provide political input, lacks the formal authority to set the agenda and
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evaluate implementation. The activation of the Council, provided for
in the Articles, could provide a mechanism for increasing political
guidance for the Fund’s work, strengthening political commitment to
this work, and so enhancing the multilateral policy dialogue.

While a Council might be the most comprehensive and
overarching method of strengthening political input, we should also
consider other, more immediate measures. In particular, the Statement
of Surveillance Priorities could also provide a means for the Board to
set strategic directions and provide accountability in relation to
surveillance. To increase political engagement, the statement should be
finalized following input from the IMFC. It will also need to be
accompanied by a suitable evaluation framework in order to ensure
accountability.

The Role of the Board

The report provides some valuable recommendations for
modernizing and streamlining the role of the Board. There is
dissatisfaction amongst Executive Directors themselves with how the
Board’s time is allocated. Providing management with more delegated
authority over decision making might allow the Board to shift its focus
to those areas where it can add the most value. This will involve
shifting away from day-to-day operational activities toward a more
supervisory role for the Board.

For example, we note the widespread view of staff that the
Board contribution to the large majority of Article IV consultations
adds relatively little of value, while taking up a very substantial
proportion of Board time. We therefore might want to reflect on
whether it would be possible to consider more of these documents
either through a sub-committee or on a lapse-of-time basis. The
Board’s role on Article IV consultations might be better focused on
ensuring that management and staff have implemented the surveillance
framework correctly, and adhered appropriately to the Statement of
Priorities.

Similarly, we should consider greater delegation to
management on personnel issues. It is not always obvious that the
discussions on the appropriate qualifications for senior staff positions
have much impact in determining the outcome, or indeed add much
value to the process. Of course, improved accountability of
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management to the Board is the obvious corollary to increased
delegation: the Board should be holding management to account for
what it delivers rather than instructing it how to deliver. This overall
approach is more consistent with a smaller Office of Executive
Directors, a direction we have already begun to take, so that more
effective governance is also less costly.

We should look at ways of strengthening the Board’s
committee structure, such as putting in place clear and transparent
guidelines for selecting committee members. The suggestion for an
evaluation of committee (and Chair) performance might also add a
further element of accountability to this process.

At the same time, enhancing the representational role of the
Board is essential to maintain the legitimacy of an institution which is
often criticized by civil society as being harsh and unaccountable. The
representation of the Fund’s membership at the Board is one of its key
strengths. Nevertheless, there are measures that should be taken to
improve this representational role, such as by increasing the
accountability of Executive Directors to their Governors. We think the
proposals to increase terms of service would undermine rather than
support good governance in the institution. The expertise individuals
bring to the Board including their experience of working with
international financial institutions renders minimum terms of service
unnecessary. Institutional memory can be preserved by the Office of
Executive Directors (OED) and/or the authorities and should not rest
in individuals. If there is a case for restricting terms, it should arguably
be thought of as an upper rather than a lower limit. For example, a
limit of say 2 or 3 two-year terms could be a better way both to
continually refresh the perspectives of the Board and to ensure that
individual Directors remain in close touch with the views of their
various Governors. This would also imply the need to agree a new
selection process for the Dean of the Board.

The Role of Management

We agree with the IEO findings that the selection process for
appointing the Managing Director (MD) and members of the
management team should be based on qualifications and experience,
and that the convention whereby the MD is traditionally a European be
abandoned in theory and in practice. The World Bank should follow
suit. Similarly, while respecting all aspects of diversity, the MD should
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have full discretion when appointing his/her senior staff. Again, the
Board should hold the MD accountable for his/her performance and
the performance of his/her staff, not constrain or direct those
appointments.

Going forward, we will clearly need to consider further the
ideas raised in this report, and also be open to new suggestions and
solutions. The final package of measures will need to work as an
comprehensive system of accountability and governance. We do not
underestimate the difficulties in reaching agreement on some of these
contentious issues, and we therefore look forward to further
discussions in this and other fora.

Mr. Shaalan submitted the following statement:

We thank the IEO team for an interesting report on a crucial
subject, which attempts to address basic issues relating to Fund
governance. The areas covered in the report are major elements in
governance and are relevant and important. These are: (a) whether
Fund governance practices are capable of delivering high quality and
timely results; (b) whether the operations of the various governing
bodies of the IMF are run in an efficient manner; (c) whether there are
agreed standards against which IMF actions can be assessed, and
adequate mechanisms for the membership to be able to judge
performance and set rewards or sanctions; and (d) the degree to which
IMF members have their views considered in the decision-making
process. The report contains some useful recommendations, which
could after further study contribute to advancing the discussion on the
reform of Fund governance. However, there are other
recommendations we have reservations about.

We take note of the Managing Director’s statement, in which
he indicates that he plans to “announce some initiatives to take the
governance reform forward in the coming months.” We trust that this
will be done on the basis of a broad-based consultation process that
goes beyond merely information. In what follows, we will address first
the broad conclusions and recommendations of the report, and then
turn to the more specific issues relating to the IMFC, Management,
and the Board.

It is clear that that there is a need to clarify the roles and
responsibilities of each of the governance bodies of the IMF. It is well
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known that the IMFC is only an advisory and not a decision-making
entity, yet its communiqués have been used to shape the Fund’s work
program. There is also an overlap and a lack of clarity on the
respective roles of the Board and Management. We are not entirely
convinced, however. as the report seems to contend, that a shift in the
balance of Board activities toward more supervisory and
representational roles would necessarily lead to greater clarity on the
respective roles of Management and the Board. The aim of the process
of clarification should be to ensure that Management and the Board
work in harmony, rather than at cross purposes, toward reaching
common objectives. We believe Management should initiate and open
a frank dialogue with the Board on this issue, aimed at
operationalizing a clear understanding of the respective roles of both
bodies.

We have reservations regarding the view that the Fund needs
more active and systematic ministerial-level involvement in setting
broad strategic goals and in overseeing performance. We do not see
how such an involvement would lead to more efficient or effective
governance. Executive Directors, who are involved in the day-to-day
work of the IMF and aware of the challenges facing the organization,
are more able to ascertain the need for strategic change, and the
direction of the change. Furthermore, if setting the broad strategic
goals is to be undertaken by a Ministerial body, there is a risk that the
discussions could be overshadowed by political considerations that
would have the upper hand in the decision-making process. Decisions
should be rooted in technical, rather than, political grounds. In any
case, it should be well known that the membership, in the form of the
Board of Governors, have delegated most of their power to the
Executive Board.

We are not convinced by the argument that the Board’s
effectiveness is hindered by its excessive focusing on executive rather
than supervisory functions, and any move in that direction must be
defined and spelled out clearly before any measures are taken in this
regard. With regard to Board involvement in Article IV consultations,
the report suggests that consideration be given to allowing
Management responsibility for certain non-systemic country
consultations. However, we believe that this would considerably
weaken the process of bilateral surveillance, which is at the heart of
Fund work, and also undermine the principle of uniform treatment of
member countries. Even if a country is non-systemic, it would still
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deserve a full consideration by the Board of its policies. The fact that
Executive Directors do not frequently attend Board meetings related to
small countries does not in any way diminish the importance of these
countries, as issued grays express the views of Executive Directors.
There is no way Executive Directors can attend every Article IV
consultation discussion. There are other staffs, including Alternate
Executive Directors, in each Director’s office who can and do attend.

The IEO report points to the absence of a formal framework by
which Management can be held accountable for its performance, and
that this represents an important gap in good governance. Indeed, this
is a matter that had been long neglected by the Fund. However, more
recently, as noted in the statement of the Legal Department, the Board
approved a “performance feedback mechanism” in October 2007,
which is designed to enable the Board to assess the performance of the
Managing Director. The mechanism also provides for the Managing
Director to make his assessment of the performance of the Board.

As can be gathered from our comments above, we do not see
the need for the establishment of a ministerial-level governing body
with a formal decision-making role, within the IMF structure. Such a
body (new IMFC/Council) would constitute an added layer of
bureaucracy that would simply serve to confuse the decision-making
process and add to inefficiencies. Moreover, we believe that efforts
should be made to return the IMFC to its original advisory role. The
importance of the IMFC does not hinge on its having a decision-
making role, rather from the fact that it is the only forum in which the
voices of the whole spectrum of membership can be heard.

We are in favor of the proposition to clarify the mandates and
responsibilities of the Development Committee (DC). We agree with
the report’s conclusion that the DC’s jurisdiction should be restricted
to the work of the World Bank. This is in line with our continued call
for a clearer demarcation between the roles and responsibilities of the
Fund and the Bank. As indicated in the report, the Managing Director
of the Fund and the Chair of the IMFC can still participate in the DC’s
meetings as observers, and intervene as appropriate. This would
exactly reciprocate the current practice whereby the President of the
World Bank and the Chair of the DC attend the meetings of the IMFC
as observers.
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With regard to the Executive Board, we concur with the
proposition that the Board should give greater emphasis and develop
more effective processes to provide oversight over the implementation
of agreed policies and strategies. At the present time, the work
program is set by the Managing Director, and is presented to the Board
for discussion and approval. The IEO report recognizes that the Board
would need to play a more active role in setting its own agenda, if it
were to achieve the above objectives. According to the report, “this
would require a more active and systematic role for committee chairs
and some form of reporting lines from the Board Secretary to the
Board.” Perhaps the IEO team can elaborate further on this point.

We are not convinced that delegating some of the Board’s day-
to-day operational activities to committees would result in much added
efficiencies. As the statement of the Legal Department indicates,
committees perform only an advisory function, and the Board would
have to come back to the issues before a decision is taken.
Furthermore, committee meetings are attended invariably by all
Executive Director (ED) offices, so that not much in time savings can
be achieved. Regarding the reform of the Board committees, we do not
agree with the characterization by the IEO report that “several of them
are insufficiently independent of Management.” Furthermore, the fact
that there are Board committees with responsibility for financial
management oversight, administrative policies, and human resource
policies at other international organizations, is not sufficient reason to
have them at the Fund. More justification is needed for the creation of
additional committees.

We support the proposal that the term of Executive Directors
should be extended from the present two years, to at least three years.
As pointed out in the report, this would enhance institutional
knowledge, continuity, and Board effectiveness. We are not
convinced, however, that much can be achieved from having job
descriptions for Executive Directors, Alternates, or Senior Advisors, or
that the Annual Performance Review process be extended to the
professional staff in ED offices. On the contrary, such procedures
carry the implication that member countries do not understand the
qualifications needed for their representatives in the Fund, or that
countries are sending representatives who are not qualified, and would,
in our view, represent undue interference in the work of Directors’
offices.
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We are not in favor of the proposition that the Board meets on
a less frequent basis than is currently the case. The suggestion that the
Board meets, for example, only one week per month, is based on the
premise that the Board would in fact delegate much of its day-to-day
activities to committees or Management, a notion with which we
disagree, as pointed above. Furthermore, the idea that less frequent
meetings might enable the appointment of some non-resident
Executive Directors who are more senior, misses the important point
that daily contacts and exchanges between Executive Directors—as
well as between Executive Directors and senior staff—on a variety of
issues, provide a fundamental basis for successful decision-making by
the Board.

While we acknowledge the points and clarifications made by
the Secretary’s Department regarding the issue of Summing Ups, we
are not surprised by the IEO findings that a large majority of Board
members as well as of senior staff still have either questions or
concerns about one aspect of the Summing Ups or the other. The
extension of the electronic response period to preliminary Summing
Ups from 2 to 8 hours has somewhat enhanced Board ownership, but
we believe that the period is still too short, given the continued
proliferation of committee meetings and various briefings on off-
Board days.

On Management, we agree with the IEO conclusion that the
selection process for the Managing Director should be reformed, it
should be noted that the main principles that should underlie the
reformed process are already set out in the 2001 Draft Joint Report of
the Bank and the Fund Working Groups to Review the Process for
Selection of the President and Managing Director. The real issue,
however, is not addressed by the report on the subject, which is
whether the main shareholders are ready to implement these principles
effectively. So far, the experience has been disappointing.

We also agree with the conclusions of the IEO report regarding
the DMD selection process. While we see the concerns raised in the
IEO report regarding the process (or lack of it) of assignment of
responsibilities among the three Deputy Managing Directors (DMDs),
we are not clear as to how an optimal assignment pattern would look
like. One issue that does not appear to be addressed in the report is
whether the present structure of Management (an MD and three DMDs
of which one is senior) is the best suited for the Fund, or whether a
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different Management structure along different lines of responsibilities
could serve the institution in a better way. Any comments from the
IEO team on this issue would be welcome.

Regarding handling issues of misconduct and conflict of
interest, the IEO report acknowledges that the current Managing
Director is subject to the staff Code of Conduct under the terms of his
letter of appointment, but also notes that this is not specified in the
staff code, and that it is not clear who would be in a position to apply
this code to the MD. We have read the response and clarifications
made by the Legal Department on these issues, and are satisfied that
there are now sufficient safeguards to deal with issues of misconduct
and conflict of interest by the MD.

Mr. Mojarrad and Mr. Rouai submitted the following statement:

We thank the IEO for a rich and comprehensive evaluation of
IMF corporate governance. This work, which capitalizes on numerous
studies detailed in the background documentation, should be viewed as
part of a continuous process to adapt the Fund over time to the new
international financial environment. Following progress made in a
difficult, yet unfinished agenda of quota and voice reform, today’s
Board discussion is the beginning of another chapter of reform of Fund
governance to enhance its legitimacy and relevance to the membership
and we expect both the Board and Management to closely cooperate in
setting the work program with the objective of reaching a consensus
on the needed reforms and a timetable for their implementation.

At the outset, it is important to recognize that governance is a
blurred concept and we therefore support the focus in the evaluation
on institutional structures as well as on the formal and informal
relationships between the Executive Board, Management, and the
IMFC.

Reform of the Fund governance involves delicate balances and
competing interests within the Fund and among countries, regions, and
groups. The difficulty associated with the process of reform of Fund
governance is also reflected in the fact that the main proposals made
by the IEO, particularly with regard to accountability and the creation
of the Council, are neither new nor innovative as they have been
debated at length since the Second Amendment of the Articles of
Agreement. While we are comforted by the conclusion that “gradual
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reforms in its governance allowed the Fund to remain relevant in a
changing world economy,” the key recommendations of the IEO report
need to be put into perspective.

The approach followed by the IEO to analyze Fund governance
is sensible. The four dimensions, i.e., effectiveness, efficiency,
accountability, and voice, give a fairly good representation of the main
principles that should guide the evaluation of a quasi universal, yet
cooperative, monetary institution like the Fund. We are not surprised
by the conclusions which confirm that effectiveness of Fund
governance and its efficiency are clear elements of strength, whereas
accountability and voice are relatively much weaker. Since voice and
efficiency have been extensively discussed by the Board in the context
of the reform of quota and voice or are being addressed through
refocusing of activities and streamlining of expenditures, including
agreement for the first time on an Office of Executive Directors (OED)
budget, we will focus our remarks on the need to improve
accountability and to better delineate responsibilities between the
Fund’s main bodies of governance.

The IEO identifies accountability as the weakest aspect of
Fund governance. While we agree that a clear accountability
framework is lacking in the Fund, there are no adequate standards
against which to assess an accountability framework for the Fund. In
addition, the Global Accountability Framework developed by The One
World Trust and referred to by the IEO evaluation offers only a
snapshot of Fund accountability and that only in its 2006 report, based
on data collected in mid 2006, and does not take into account recent
and ongoing reforms. From our own perspective, we would like to
stress the evolving character of reforms in this area and can point to a
number of initiatives that have already been implemented or initiated.
These include, inter alia, and in addition to the ongoing reform of
quota and voice:

o The creation of the IEO itself to, among other things,
support the Executive Board’s institutional oversight responsibilities;

o The consideration of an open and transparent
framework for the selection of the Managing Director (MD) and the
chair of the IMFC. Some progress has been made in the context of
recent MD appointments, even though this framework has yet to be
formally endorsed by the Board;
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o The recent setting-up of the framework of the MD’s
performance evaluation;

° The recent review of the structure and mandates of
Executive Board Committees and the role of the Dean;

o The evolving modernization and streamlining of the
annual report of the Executive Board to the Board of Governors with
the planned inclusion of a Chapter on accountability to cover work of
the IEO and other relevant initiatives in risk management and audit;

o Other governance-related measures include publication
of the Board work program and agenda and the adoption of a Code of
Ethics and a financial disclosure policy for the Executive Board.

Although the IEO main report and background studies make a
large number of worthwhile recommendations, we will limit our
comments to the three major ones:

o The transformation of the IMFC into the Council and
the refocusing of the Development Committee (Recommendations 1
and 2);

o The conversion of the Executive Board into a
supervisory and oversight body (Recommendation 3); and

o The development of an accountability framework for
Management (Recommendation 4).

The IMFC and the Development Committee

The transformation of the IMFC into the Council was
extensively discussed at the occasion of the conversion of the Interim
Committee into the current IMFC. Our views on this issue have not
changed and we continue to oppose such a transformation. In addition,
we question the relevance of the Council, as envisaged under the
Second Amendment of the Articles of Agreement, to the current
financial architecture. A careful reading of Section 2(a) of Schedule D,
which refers to roles like “supervise the management and adaptation of
the international monetary system” or “review developments in the
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transfer of real resources to developing countries,” shows that the
environment and concerns prevailing at the time of the creation of the
Interim Committee are no longer relevant. One has only to consider
the current status and limited role of the SDR in the international
financial system and the debate about Sovereign Wealth Funds to
realize how far we are from this original mandate.

The arguments in favor of the activation of the Council
continue to lack substance and we are not convinced that transforming
an advisory body of Ministers into one with legal responsibility would
make any significant difference to ground realities. Executive
Directors in the eight single-country constituencies (47.9 percent of
total voting power) are directly answerable to their authorities who sit
on the IMFC; similarly, at least seven of the multi-country
constituencies (25.2 percent of total voting power) are headed by
Directors whose country’s voting power constitutes, by far, the largest
component of the total voting power in their respective constituencies
(i.e., Belgium, Brazil, Canada, India, Italy, Switzerland, and the
Netherlands) and could not act independently of the interests of their
authorities. Only in the remaining nine constituencies (26.9 percent of
total voting power) do Directors have some room for taking decisions
independently from their capitals, even though prior consultations take
place for strategic decisions. Even with its official advisory role to the
Board of Governors, the IMFC is playing an important role in shaping
the Board agenda and providing political legitimacy to IMF work. The
current fragile balance between the role of Executive Directors as
representatives of their authorities and as officials of the Fund may not
be easy to replicate at the level of the Council, where differences in
political power will be more obvious and knowledge of the working of
the Fund will be uneven.

The IEO argues that the Council would address some of the
weaknesses of the IMFC if given an explicit mandate to exercise
oversight over the IMF on behalf of the Board of Governors. It is clear
that any effort to strengthen the IMFC would imply a redistribution of
power away from the Executive Board, as provided by Section 5 of
Schedule D on the Council. What is not clear is a demonstration by the
IEO that the Executive Board is not effective in exercising the
authority conferred to it by the Board of Governors. In addition, we
did not see any assessment of the likely impact of the Council on the
work and responsibilities of the Executive Board. At the origin, the
Council was seen as a political counterpart to a strong Executive
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Board; curtailing the Board’s executive powers while at the same time
reducing its legitimacy by creating the Council would strike a fatal
blow to the status of the Board and would weaken the delicate balance
between the Fund’s governance bodies. The activation of the Council
would also weaken incentives for compromise and consensus building
by Executive Directors, who would defer all controversial issues to the
Council, thereby hurting the interest of developing countries at a time
when the Fund is committed to enhance voice and representation.
Interestingly, the arguments developed in Box 2 against a non-resident
Board that members would “usually be less able to contribute to
strategic discussions and oversight activities because they are less
knowledgeable” could also apply to the Council.

On the Development Committee, we agree with the IEO on the
need to clarify its mandate and responsibilities and we have an open
mind regarding the limitation of its work to issues of relevance to the
World Bank only.

The Executive Board

The IEO recommends shifting the balance of Board activities
away from executive powers toward a more supervisory role.
However, it does not define the executive powers that need to be
restrained. One finds an indirect definition in paragraph 72, which
states that “The Board should reconsider the modalities for its
involvement in the Articles IV surveillance process” and
“consideration should be given to allowing Management responsibility
over certain types of non-systemic country issues, such as approval of
program reviews and certain Article IV consultations.” In fact, real
executive power on all matters connected with use of Fund resources
continues to lie with Management, which has the final say on bringing
a program or its review to the Executive Board, a decision which the
Board has never overturned. The IEO appears to suggest that
supervision and oversight are best confined to policy issues—rather
than country items—and yet policy is made and re-made, not in
abstract, but in dealing with concrete trade-offs and dilemmas that
arise from country cases. Moreover, surveillance is a cooperative
process based on peer pressure and evenhandedness that only the
involvement of the full Board can ensure. Delegating surveillance
activities to Management or even to a Committee risks undermining its
very reason.
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On the size of the Board, we agree with the IEO that itis a
delicate balance between effectiveness and representation and we
would like to point out that 60 percent of the authorities surveyed
share this view. We support, however, the views expressed by
Mr. Torres and Mr. Pereira, in particular, that “there may be too many
European chairs and too few emerging and developing countries
chairs.”

The IEO recommends that the Board meets less frequently,
perhaps for one week a month. This proposal is in fact linked to the
first, since it assumes that many of the executive functions of the
Board would be transferred to Management, which we strongly
oppose. Such a proposal, if accepted, would be in effect a transition
phase toward a non-resident Board, which the IEO itself rejects, and
would weaken the Fund effectiveness to respond quickly in times of
crisis and to serve the membership when Fund advice is most urgently
needed.

The evaluation points to a gap in the oversight by the Board of
policy implementation. The creation of the IEO and the recent
agreement on follow-up of implementation plans will help in this area
although we recognize that more needs to be done to enhance audit,
evaluation, and risk management in the Fund and the interaction of the
Board with these functions.

As for the accountability of the Board, it is interesting to note
that the surveys conducted by the IEO show that country authorities
had a more favorable view about accountability than the Board itself.
They hold, however, a more mixed view on the degree to which their
concerns and priorities were being represented at the Executive Board.
In view of current shortcomings in voice and representation, it is not
clear how a less executive Board could better serve the interests and
address the concerns of member countries. Nevertheless, we see the
need for the Board to set up a self-evaluation framework to assess its
own performance.

The IEO makes a number of other useful proposals with regard
to self evaluation of the Board, transparency, selection and terms of
services of Executive Directors, grays and quality of discussions, and
services provided to the Board by the Legal Counsel and the Secretary.
We expect these, and similar other proposals to be considered as part
of the work program of the Board and its committees, and we look
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forward to providing inputs for this work. In this regard, we attach
particular importance to enhancing the transparency of Board
operations. While we note with satisfaction the progress achieved in
the preparation and availability of the minutes of the Board, we see
room for improving the process of summing-ups of Board meetings.
We support clarification of the publication and archives policies and
consideration of a more liberal policy to the access to Board
documents and archives.

Management

Despite recent efforts and initiatives, Management
accountability is clearly an area where more substantive work is
needed. However, the accountability framework should be tailored to
the delineation of responsibilities. There are certainly areas where the
Board could delegate more, but there are also important gaps in the
Board’s exercise of its fiduciary responsibilities. More work is needed
to identify these opportunities for clearer and more efficient
delineation of responsibilities, without undermining the authority and
status of the two parties involved. We look forward to the finalization
and implementation of the framework of the MD’s performance
evaluation set up by the Board although we would not accept that this
has to be necessarily of a “two-way character” implying that the
Board’s assessment of the Managing Director stands at par with the
Managing Director sharing his assessment of the performance of the
Executive Board. We see merit, however, in the IEO recommendation
that, as part of a self-evaluation process, the Board should seek the
feedback of authorities, Management, and the staff.

Mr. Sadun and Mr. Cipollone submitted the following statement:

We thank the IEO for the comprehensive set of reports which
provides a broad overview of the current structure and looks into
possible ways to strengthen the Governance of the Fund. We also
would like to thank the Managing Director for his concise and focused
statement and the Legal Department and the External Audit
Committee for clarifying a number of issues raised by the IEO.

The report provides recommendations on several aspects of the
Fund’s governance. Although some of them look interesting and
deserve further consideration, a careful analysis of various alternatives
and a close dialogue among all governance bodies involved is
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essential. Therefore, at this stage it is crucial that we determine the
best way to proceed, including how to engage with the various
governance bodies. We focus our comments on some of the
recommendations as well as on the approach chosen to create the
report.

The Procedure: Surveys Might Not Be Enough

Surveys could be a useful tool to describe the status quo and to
shed light on the effectiveness of the current arrangements, but we are
not sure that they constitute a sufficient basis to identify the best
guidelines to improve the current setting. While we found the [EO
survey sufficiently informative, seeking additional input is necessary
in order to provide guidance on how to best adapt governance to
international best practices and to respond to the governance
challenges facing the Fund in the coming years.

We believe that a systematic comparison with similar
institutions, including the World Bank, which has the same universal
membership, a similar Charter, and the same origin, would have
provided useful insight. By the same token, more detailed information
on the recent evolution of corporate governance in the private sector
and the weaknesses that have emerged in recent years would also have
complemented the survey’s input. Of course, any comparison should
not neglect to take into due consideration the specific nature of the
Fund’s activities and products, mostly global public goods, as well as
the role of its shareholders, sovereign states that are subject to regular
assessments of their economic policy and are the institution’s only
clients.

In sum, although the IEO report, largely based on a survey, is a
good starting point, we believe that a broader approach might have
provided a more solid base to improve the governance of the Fund.

Management And Executive Board: Effectiveness And
Accountability

The governance structure of the Fund is quite complex,
reflecting the diverse activities. Therefore, the balance of power
between Management and the Board depends on the nature of the
decisions that are made. Furthermore, this balance has changed over
the years. The deep Board involvement in daily business, witnessed in
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the first years of the Fund’s existence, has been progressively reduced
leading to the current situation, in which the Board mainly responds to
Management’s proposals. Still, the Board has retained a crucial role in
outlining policy directions as well as in providing policy advice to its
membership.

There is no doubt that the current governance structure and
interaction between the Board and Management need to be
strengthened, including a sharper definition of their reciprocal areas of
responsibility. How should this be done? Should the Board fully
delegate the daily business to Management and focus only on strategic
issues?

We doubt that the Board supervisory role can be enhanced
merely by reducing the scope of the Board’s involvement. On the
contrary, continuous participation gives the Board the necessary skills,
opportunity, and insight to better outline strategic directions and tailor
them to the rapid changes in the global and members’ economies. We
are afraid that without its daily involvement, the Board’s contribution
and its influence in steering and monitoring the Fund’s activities
would be substantially hampered, and its role would become largely
formal. Moreover, focusing the Board’s involvement and interactions
with Management to strategic issues only might undermine the quality
of its supervisory role.

How To Strengthen The Board’s Work: What Role For
Committees?

Ensuring that an Executive Board work with efficiency and
credibility has always been a difficult task, particularly for global
international institutions. While smaller Boards would be able to deal
expeditiously with the flow of regular business, it might not be
representative enough to act authoritatively (Lister, 1984).

Where more technical expertise is needed and more in-depth
analysis is required, relying more on the work of committees appears
to be a suitable solution. In fact, while recognizing that the Board
remains the ultimately responsible body, committees can facilitate the
Board’s discussions by making recommendations to the Board.

Risk management is one of the areas in which a committee
could play an important role in ensuring that the Fund meets the
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highest international standards. Since the discussion of the second
report on risk management, an advisory committee, chaired by
Management, was established and the Board has been sufficiently
informed. Nevertheless, as has been said on previous occasions, the
Board should be better equipped to carry out its diligence function in
this area and should not be seen as the body responsible simply for
putting the “seal of approval.”

We remain convinced that without introducing an additional
body, the Budget Committee is the natural place for discussing these
issues in a more systematic way, considering also the substantial
expertise that members have developed in this area. To this end, we
believe that the Budget Committee mandate could be broadened.

With regard to surveillance, a Committee can help foster a
more focused debate on the main challenges of a member’s economy
as well as on staff’s policy recommendations vis-a-vis the member’s
authority views. While the Committee provides a forum for in-depth
analysis on more technical and complex issues, its role is to better
prepare and focus the Board discussion, which remains the only
governance body to fulfill the mandate and fiduciary role on
surveillance. Finally, we concur with the IEO that Committees should
be chaired by a Board member, as is the case in other international
organizations, including the World Bank.

Management And Board Accountability: Are New Tools
Needed?

In principle, we are in favor of establishing