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SECOND GENERAL ASSEMBLY

The International Monetary Fund and Democracy:
Reflections on Recent Experiences

November 2003

N 1-2 NOVEMBER, 2003, members of the Club of Madrid —former Heads of State and Government

of democratic countries— met in Madrid, Spain with experts from around the world to discuss the
challenges that the international financial system, particularly the International Monetary Fund (IMF), poses to
democratic values and institutions. The international community has engaged in a vigorous debate about the
role of the IMF in pursuing financial and macroeconomic stability, but there has been less scrutiny of the impact
IMF policies have had on the development of democratic political stability. The Club of Madrid believes that it
can make a practical contribution by initiating a series of studies on this question from the perspective of former
democratically-elected heads of state and government who themselves had to face the dual challenge of
undertaking difficult economic as well as political transitions to more open, just and market societies.

To ensure the discussion was well-grounded in the actual experiences of democratic governments, the Club
commissioned expert papers on Brazil, Korea and Poland —three middle-income countries which lived
through financial crises over the last dozen years as they underwent dramatic reforms to consolidate democracy
and whose former President (Brazil) and Primé"Ministers (Korea and Poland) are members of the Club of
Madrid. In addition, the Club’s General Assembly examined the role the Group of Seven industrial democracies
have played in steering IMF policies, as well as proposals for overcoming the weaknesses of IMF governance.
The discussions were greatly enriched by the participation of 26 former heads of state and government from
21 countries in Europe, Latin America, Africa, North America and Asia. They were assisted by a team of
academic and policy advisors who composed a set of questions to guide the discussion, ranging from the
nature of the financial crisis in each country, the design of the national and international policy responses, the
political process around the stabilization package, and the balance between liquidity and conditionality. The
overarching question on the table was whether the IMF approach contributed to the strengthening of
democratic governance in the country under review and what lessons could be drawn for designing future
reforms to the international financial system.

The assembled members reached agreement on a Final Declaration, which is included in this report. To the
surprise of many of us, we concluded that, in the case of these three countries, economic crises were
surmounted while at the same time democratic political systems were constructed and strengthened. This is a
remarkable achievement, which was facilitated by the financial assistance of many governments and
organizations in the international community, including the International Monetary Fund. At the same time, we
recognized that many other countries, particularly less fortunate countries faced with entrenched poverty,
inequality and weak institutions, have had different experiences with the international financial community.

In light of the complexity of this problem and the wide disparities among big and small countries as well as
rich, middle-income and poor countries, the Club of Madrid has decided to carry out additional work in this
field. It will endeavor to examine the experiences of countries with weaker democratic systems that may not
have the same bargaining power vis-3-vis the international financial and trade institutions. It will also continue
to examine the issue of how to improve global governance to ensure it becomes more democratic and
transparent.

The Club of Madrid convened its second General Assembly at a time of great hope and great despair regarding
the international order. On the one hand, processes of economic globalization and integration are speeding
ahead, creating both winners and losers. On the other hand, the promise of democracy is spreading far and
wide accompanied by rising citizen demands for governments to carry out more equitable social and economic
policies. The result is a growing tension between the imperatives of the market place and the basic values and
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practices of democracy. For example, there is a serious and valid concern that, without real improvements in
public services —health care, education, pension systems, among others— individuals will be ill-equipped to
exercise their rights as citizens and democratic governments may not survive. Yet these same democratic
governments, many of which inherited unsustainible economic policies from authoritarian regimes, find
themselves trapped in a storm of unregulated capital flows, distorted trade regimes and high debt and therefore
handicapped in their ability to cope and to foster job creation and poverty reduction.

At the eye of the storm, in the view of many, stand the IMF, the World Bank and the other Bretton Woods
institutions. Created in the wake of World War II as 2 means for nations to coordinate international financial
and currency policies, the IMF has evolved to become both a bank of last resort and an enforcer of
macroeconomic policy prescriptions designed to alter a nation’s basic approach to regulation of economic
power. As the excellent essay by Moisés Naim and Devesh Kapur included in this volume observes, an external
actor that exercises its influence on a democratic system inevitably provokes criticism as being anti-democratic.
The conditionality dilemma has led the IMF to rethink its approach and to emphasize country “ownership” of
a stabilization program. The Poverty Reduction Strategy Process (PRSP) launched by the World Bank and IMF
in 1999 is one way to expand consultation with stakeholders in society to ensure both the transparency and
democratic accountability of Fund-supported programs. It deserves further evaluation from the standpoint of

those concerned with strengthening democratic processes.

During the conference, participants also examined the democratic deficit of the IMF governance structure,
which is marked by a quota system that gives the G-7 democracies and other wealthy donors a controlling
voice in IMF policies. The IMF has taken positive steps 10 enhance the transparency of its own proceedings,
but ultimately further improvements depend on member states deciding to reveal more information to the
public and parliaments. We concluded that the international community also must address such challenges as
increasing the resources available to countries under financial strain, as well as developing ways to control

erratic flows of short-term capital.

Any summary of such a complex and highly-charged subject cannot do justice to the thoughtful papers and
deliberations presented in Madrid. We invite you to read the material contained in this report as well as the
background papers prepared for the conference, which are available on our website at www.clubmadrid.org.

Finally, we wish to reiterate the spirit in which we approach our work. For democracy to grow there must be
a guaranteed space for public debate, a forum designed to improve the quality of citizenship. The Club of
Madrid contributes to the debate by offering the valuable personal experience of its members, and the
knowledge of and advice from an outstanding group of political and academic experts.

With our direct knowledge of the challenges and difficulties confronting not only young but also mature
democracies, the members of the Club of Madrid pledge their efforts to actively promote democracy and to
share their experiences in order to help others navigate the difficult road to freedom.

We, the members of the Club of Madrid, have taken on this serious obligation; as a group we seek to spark the
democratic advances that could guarantee peace and the advancement of humankind. Part of this task will also
be to contribute to overcoming the lack of international governance. We believe that it is extremely important
to apply specific measures and practical recommendations, such as those developed in the course of the
second General Assembly in Madrid.

FERNANDO HENRIQUE CARDOSO KimM CAMPBELL
President, Club of Madrid Deputy President, Club of Madrid
Former President of Brazil and Interim Secretary General

Former Prime Minister of Canada
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Final Declaration of the 2003 General Assembly of the Club of Madrid

1-2 November 2003

E, THE MEMBERS OF THE Club of Madrid, all former heads of state and government of demo-

cratic countries from all corners of the earth, gathered in Madrid for our annual General
Assembly on November 1-2, 2003, to assess the relationship between the International Monetary Fund (IMF)
and countries undergoing democratic transition and consolidation that faced severe financial crises during the
past dozen years. We also pondered the Fund’s relations with the main industrial democracies. We have ;gocu—
sed on these issues because we believe that democracies must deliver on the promise of a bet'ter life for thei
citizens. The prospects for democratic survival and success require more effective international coo erationet g
assist democratic governments in times of financial crisis and to prevent crises from recurring ) °

We d.rew on the considerable expertise of our membership regarding democratic leadership to address urgent
p.ubhc. demands for economic, social, and political change. We expect to issue a report regarding the rela-
tionship between the IMF and democratic countriessin early 2004. But now we wish to make public certain con-

CluSlOnS COnCerning the eSSeﬂtiaI role Of demOCraCy n ChleVlIl l] el =
: a MF’s go i
' g g als and the lmpact Of IMF pOh

WZ reaffirm t.he inherent vglue of democratic institutions and practices: liberties of citizens to express their ideas
and 1o associate as they wish, respect and protection of the rights of minorities to sustain their beliefs and ways

of 1.1fe,‘ an independent media and a vibrant civil society. Democracies should deliver fairness and justice for
their citizens, and a concerted effort to reduce poverty.

E(;et encourage aldl democratic governments to pursue sound economic policies within the framework of a mar-
e . .

conomy an their own democratic procedures. We urge them to focus on effective strategies to foster and
enhance sustainable development in the long run.

We'exammed in particular the cases of Brazil, Korea, and Poland. We celebrate that these countries surmounted
their profound economic crises while at the same time they sustained and strengthened and, in Poland’s case ¢

ate.d, th@r democratic political systems. They achieved this with the assistance of many gov,ernments and or, are'_
zations in the international community, including the International Monetary Fund. We recognize that other n: ftg -
also have been successful, while many have been less fortunate in their dealings with the international ity
and less successful in stabilizing their economies. Different lessons could be extracted from those casezommumty

The solution to the crises that Brazil and Korea faced required making creative use of democratic instituti

and procedures. The crisis broke out as each country was in the midst of a presidential election. The ke T
ment that the IMF reached with Brazil and Korea was subscribed to not just by the IMF ana the re: agrt?e-
governments but also by the main presidential candidates. The agreement with the IMF worked thzlnk;3 fcf tlge
effective commitment of democratic leaders, parties, and voters from government and opposition to sustain the
panoply of economic policies required to overcome the crises. Democratic legitimacy enabled the incomi ;
governments to make economic programs their own, thereby facilitating their credibility and sustainability "

Ezia:l(: Os tc}??fol;);(t)rintinon LO c}llemocra‘lcy and the market economy required several agreements with the IMF

e Camrotugd t.e presidency and Caplnet of many political leaders and parties. Democratic

T pomicy;l o renlo e&g;l, zh.apez an'd own its market—économy transition. Plural democratic partici-

il divere iy as 1tng resu.te in b1nd1f1g agreements tg implement effective policies. Poland’s demo-

o e e ey to securing cooperation betvaeen parties and the most credible guarantee that future
would abide by the agreement with the IME.
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Democracies are much stronger with good economic policies and performance. The experience of these three
countries demonstrates that democracies can implement good economic policies, and that the IMF should be
sensitive to the importance of strengthening, not weakening democracies. :

We exhort the IMF to deepen its efforts toward transparency in formulating, communicating and explaining the
economic policy requirements that it expects from governments that seek its assistance. Such transparency
should enable governments to debate and choose policies that respond to the democratic values and aspira-
tions and the social and economic needs of their own citizens, while they at the same time carry out their agre-
ements with the IME. Policies must be technically correct, but citizens must also perceive them to be politically
and socially fair.

The IMF should also endeavor to become more democratic in its own operations, including the composition
of voting rights and the transparency of its proceedings. We recognize the crucial role played by the Managing
Director of the IMF and we stress the need to improve the methods and procedures used 0 identify and
appoint her or him.

We reaffirm the importance of the international community, and especially the developed countries, paying
greater attention 10 the urgency of updating the international financial architecture so that it can better meet its
original goal of stabilizing the world economy. Challenges such as increasing the resources to be putat the dis-
posal of countries under financial strain, as well as identifying mechanisms to prevent and control erratic flows
of short-term capital, must be addressed. It is no less important for developed nations and the Bretton Woods

institutions to finance long-term investments in economic development, education, healthcare, and the envi-
ronment, which are beyond the present capacity of the IMF.

The Club of Madrid also calls attention to the fact that the economy has become global, but politics has not.
Hence the importance of working towards democratic global governance to address issues as crucial as sus-
tainable development and social justice.

G
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Does the IMF promote democracy?
Should it? Can it?

Some thoughts inspired by the deliberations of the November 2003
General Assembly of the Club of Madrid

December 2003

Morses NaM
Foreign Policy Magazine

DEvESH KAPUR
Harvard University




|. Introduction

The International Monetary Fund plays many roles
in the global economy: it is a financial and an infor-
matjonal intermediary; serves a global insurance
function; acts as an agency of ‘restraint’ on borro-
wing governments; is seen to act as a debt collector
for international capital markets and a foreign policy
instrument for some of its principals; serves as a con-
venient scapegoat and punching bag for most of its
members. Finally it represents the unfulfilled hopes
of institutional possibilities of global governance.

With the scale and scope of the Fund increasing in
recent years, so have the controversies surrounding
the institution. There are innumerable and con-
tentious debates on the effects of Fund programs on
borrowing countries, the conditionalities embedded
in these programs, and whether any alternative poli-
cy mix would deliver better outcomes. Some leading
economists vehemently argue that the Fund’s policies
and programs have pernicious effects on the
economies of bofrowing countries while other equal-
ly prominent ones defend the IMF stance. The Fund’s
behavior, however, not only has economic conse-
quences but also social and political ones, What are
the implications of the Fund for the politics of bor-
rowing countries, in particular for democratic
processes and institutions?

This was the spirit in which the Club de Madrid con-
ceived of the conference on the IMF and Democracy
in November 2003. The conference centered around
three case studies, all middle-income countries. The
three —Korea, Poland, and Brazil— were from dif-
ferent continents where a former head of govern-
ment was active in the Club de Madrid. Notably, the
agenda did not include weaker countries which
have had a more difficult time negotiating with the
IMF.! Nonetheless, the discussions were compre-
hensive and wide-ranging and reflected the wealth
of experience of the 26 former heads of state who
participated in the conference.

This essay does not purport to be a summary of the
proceedings. It is instead our own personal interpre-
tation of the discussions around a complex, multi-
faceted subject on which it is impossible to provide
a summary that would do justice to all the opinions,

! As the Final Declaration adopted by the Club members attending
the conference put it, “[MJany [nations] have been less fortunate in
their dealings with the international community and less successful
in stabilizing their economies. Different lessons could be extracted
from those cases.”
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Round Table on the IMF and the Role of the G7 and Other Developed Countries.
From left to right: Lionel Jospin (former Prime Minister of France), William J. Clinton (for-
mer President of the United States, Honorary Co-Chairman of the Club of Madrid), Kim
Campbell (former Prime Minister of Canada, Deputy President of the Club of Madrid),
Leonel Fernindez (former President of the Dominican Republic) and John Williamson
(Senior Fellow of the Institute for International Economics).

nuances and different views and experiences that
were expressed at the Madrid meeting. Therefore,
the essay is based on our own conclusions about the
deliberations that took place in the formal sessions
of the Club de Madrid, on the informal conversations
with many of the former heads of state who attend-
ed the meeting, and on our reading of the docu-
ments prepared for the event. Obviously our own
previous experience with the Bretton Woods institu-
tions and our reading of what we feel is a significant
and representative sample of the literature which
exists on this subject also informs our views on these
issues. While complementary to many points of the
conference’s Final Declaration, the opinions and
conclusions of this essay have not been endorsed by
the Club de Madrid or any of its members.

The essay is organized as follows: We first lay out a
framework that identifies what are the key questions
regarding the issue of the IMF and democracy. We

View of the Plenary Room.
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then distill the principal lessons from the three case
studies discussed at the meeting and build upon
them to clarify the connection between the IMF pro-
grams and democracy. Subsequently we” discuss
what we interpreted to be central themes of the dis-
cussions in Madrid, namely the impact of global
financial markets on democracy in developing coun-
tries. We conclude by suggesting six broad ideas
about how to think about the IMF and democracy.

Il. The IMF and Democracy:
What are the key issues?

There are three principal questions about the Fund
and democracy. One, what are the consequences of
the IMF’s activities for democracy? Two, should it
become more active in promoting democracy
through its principal functions, namely technical
assistance, surveillance or lending programs? And
three, how democratic an institution is the IMF itself?

At one level the IMF and democracy may seem
strange bedfellows. The Fund is officially proscribed
from taking political considerations into account in its
lending decisions and any discussion of the Fund and
democracy has to frontally confront the constitutional
reality of the proscription.? But there is an elementary
paradox. The IMF deals solely with governments —
which are fundamentally political entities. Its pro-
grams inevitably require economic reforms, often ofa
sweeping nature with widespread political conse-
quences. They often alter a country’s distribution of
power by, for example, changing public spending
patterns or ownership structures. That is why IMF
programs often excite so much opposition and have
unpredictable political aftershocks.

Three central questions:

The first question concerns the impact of IMF poli-
cies and the conditions it imposes on borrowers. Do
IMF conditions help or hinder democracy in borro-
wing countries or are they irrelevant? Are there fun-
damental institutional features of the Fund (i.e. its
functions and organization as opposed 10 its gover-
nance), which shape its effect on democracy?

2This proscription is interpreted from Article 4, Section 3 (b), which
calls for the Fund to adopt specific principles for the guidance of all
members with respect to their exchange rate policies and enjoins that
the principles “shall respect the domestic social and political policies
of members”. This is reinforced by the language in Schedule C (on
Par values): “The Fund shall not object because of the domestic social
or political policies of the member proposing the par value.”

A key aspect of the Fund’s lending programs is con-
ditionality and it is here that the implications of the
Fund’s actions for democracy are more direct.
Conditionality has always been one of the most
contentious aspects of Fund programs.? Ever since
the demise of the Fund as a financial cooperative
and the emergence of two groups of members
(“structural creditors” and borrowers and potential
borrowers), the number of conditions in Fund pro-
grams rose steadily. Following the Asian Crisis, the
Fund was criticized for its “Christmas tree”
approach: adding conditions to its programs that
had little to do with immediate program goals.
There was a growing recognition in the Fund that
the growth in conditionality in its programs had
become self-defeating and their implementation
record was patchy.f New guidelines on conditional-
ity were drawn in 2002 replacing the earlier ones
last issued in 1979. The new guidelines stressed that
conditionality would be applied “parsimoniously”
and reduced the emphasis on structural condition-
ality. They recognized that conditions should be tai-
lored to the administrative capacity of borrowers
and called upon the institution to focus on areas
within its core areas of responsibility (namely
macroeconomic policy making and implementa-
tion), while leaving other more sectoral, social, or
microeconomic issues to the World Bank and other
regional multilateral development banks.

There is an inherent tension between conditionality
and the cardinal tenet of democracy, which is that a
government governs with the consent of the people.
By its very nature IMF conditions inevitably smack
of external imposition, rather than initiatives which
emerged following debate and discussion that is the
hallmark of policy making in democratic societies.
The Fund has begun to recognize the limitations of
conditionality for program success, and has instead
started to stress the importance of borrower “owner-
ship” for successful implementation of Fund pro-
grams. The concept of “ownership” is a recognition

3 The original rationale of conditionality was to protect the financial
integrity of the Fund by providing a mechanism to reduce the risk of
noncompliance by a borrower on an agreed program. This original
rationale has since been supplanted by a host of other reasons ran-
ging from their allegedly signaling effects for capital markets to
“hand-tying” vis-i-vis domestic political opponents.

4 Average implementation rates of the set of programs covered by
the IMF's MONA database show that during the 1990s, “69 percent
of prior actions, 58 percent of performance criteria and 56 percent
of structural benchmarks [were] fully implemented.” IMF, “Struc-
tural Conditionality in Fund supported programs,” February 2001,
para 80.

3 IMF, “Guidelines on Conditionality”, September 2002.
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of the reality that successful implementation of eco-
nomic policy changes require strong input and par-
ticipation of the principal stakeholders in society
and cannot be parachuted from outside the country.
The Fund’s guidelines put it rather judiciously that it
“will encourage members to seek to broaden and
deepen the base of support for sound policies in
order to enhance the likelihood of successful imple-
mentation [of a Fund program].”® Nonetheless it will
always be difficult to gauge what constitutes “own-
ership” during crises. During a financial crisis borro-
wing governments face a Hobson’s choice or in
the case of non-democratic governments, there can
be a large divergence between “government owner-
ship” and “country ownership”. Very often what
passes for “ownership” in certain countries with
weak democratic checks and balances is nothing
more than the manifestation of the policy influence
of vested interests. Should the IMF in the name of
“country ownership” acquiesce to governmental
demands to use public funds to bail out private
banks looted by politically influential private share-
holders? Is it “best practice” in terms of the need to
respect “country ownership” to allow a government
to maintain massive subsidies for higher education
whose beneficiaries are mostly the children of a
politically influential minority while the budget for
rural primary education for a poor majority is practi-
cally nil? Should the IMF insert itself in these highly
charged and inherently domestic political deb:;tes?
According to its charter it should not. In practice, it
lc;ognzlrletclll.e time. Also in practice, it is often patent-

In recent years an operational focus on “gover-
nance” issues has led the Fund into subjects that are
at the heart of democracy. In 1996 the Fund’s Board
of Governors enjoined it 1o ‘promote good gover-
nance in all its aspects. These included strengthe-
ning the rule of law, improving the t‘fﬁ(‘iﬁ‘ﬂ(’}:ﬁill‘ld
accountability of the public sector, and tackling co-
rruption, all expressed by the IMF as essentia] ele-
ments of a framework within which economies can
prosplcr." Since then, according to the Fund, its
“role in promoting good governance has expanded
considerably” and the underlying assumption has
been thzu_ this agenda is positive for the economy a‘q
well as for democracy. For operational purpn};e‘s‘
h.‘mvever. the Executive Board interpreted th‘e‘
(’f’t’ﬂi‘ﬁﬂl'ﬁ’ guidelines by emphasizing that “the
IMF's judgments should not be influenced by the

'_:‘Ibid, para 3,

http://www.imf org/ex[ernal/np/exr/facts/gov_htm,
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nature of a political regime of a country.”® Conse-
quently, the IMF has largely defined its “gover-
nance” role to improve the “quality of government”
and in particular the reduction of corruption. 7

The second question is whether even if the goal of
the IMF to promote “good governance” is a laudable
one, does the institution have the tools to undertake
this task? Indeed, among the constellation of inter-
national organizations, is the Fund the appropriate
instrument for this task? Can Fund programs be pro-
cedurally more democratic and can their content
and goals be constituted to promote democracy or
be more “democracy friendly”? Intentions notwith-
standing, there is a fundamental limitation to the
Fund promoting institutions of good governance

since the time horizon of its programs is much shon:
er than the minimum reasonably needed for institu-
tion building. This is one reason why the “gover-
nance” agenda has had such limited success, All
prior experience of political and social reenginee-
ring, most notably the gradual historical processes of
the now advanced democracies, and previous
efforts by International Financial Institutions to carry
out institutional reforms, suggest that the road to
better governance —and the emergence of liberal

democracies— is bound to be long and uneven.?

Some argue that the international community has an
important role to play in creating an environment
conducive to democratic development and point to
the European Union accession process as an exam-
ple positive incentives can play in encouraging a
domestic reform process. The latter exception
notwithstanding, the empirical experience to date is
that democracy cannot be “imported” but has to be
“homegrown”. Efforts by outsiders to accelerate the
process are at best of minimal impact and can even
end up retarding the emergence of the domestic
dyn.amics that lead to the strengthening of demo-
cratic practices and institutions. Nonetheless, exter-
nal pressures to adopt practices like the obligation to
make governmental expenditures more transparent

while surely not a magic anti-corruption wand, dc;
make the most extreme forms of public thievery
harder to sustain. However, giving the impression
that the Bretton Woods institutions have the know-
ledge, the “experts” and the resources to wage an

8See “The Role of the IMF in Governance Issues: Guidance Note,”
gpproved by the IMF Executive Board, July 25, 1997. '

For a skeptical view of outsiders trying to jump start democracy in
developing countries see Thomas Carothers, “The End of the Transi-
t?on Paradigm,” Journal of Democreacy 13 (1), January 2002 and cri-
tiques in Journal of Democracy 13 (3), July 2002
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effective battle against corruption in their borrowing
countries may be a laudable pretense and a goal
worth keeping; but it is important not to lose sight
that it is more a pretense, than a reality.

It was evident in the Madrid meeting that much of the
worry about the IMF’s impact on democracy was
related to its actions during financial crises of the
type that in recent years have occurred at in?mel?s::e
speed and with grave consequences. The implicit
hypothesis seemed to be that the most important
impact of the IMF on democracy
occurs during international eco-
nomic and financial crises, since
that affects the participatory
aspects of democracy. Crises
inevitably strengthen centraliza-
tion in decision-making within a
government (mostly in the cen-
tral bank and finance ministry).
In the IMF, crises concentrate
decision making within the G-7
(especially the U.S. but also
some European nations and
Japan), further muting the voice
of borrowing governments and
even more that of its domestic
constituencies. During financial
crises the involvement of credi-
tors [typically banks or large
bondholding financial institutions] domiciled in the
IMF’s largest shareholding countries means that the
Fund’s autonomy from such shareholders is particu-
larly constrained.*®

S =

In addition, the severe asymmetry in the speed with
which reversals in capital account and speed of
change in confidence on the one hand compared with
the time it takes for consensus building on the other
hand point to the inevitable consequences of crisis for
democratic decision making. While money now
moves across borders at the speed of light thanks to
globalized electronic fund transfers, governments
continue to move at the slow speed of inter-agency
meetings and consultation with multiple domestic and

10 Eor instance speaking of the IMF (and World Bank’s) role in the
Latin American debt crisis, Stanley Fischer was candid, “So long as
the United States was not free to move, the IFIs [International
Financial Institutions] were not willing to speak...” If they were
unwilling to even speak independently during times of crisis, l.hcn
they are even less likely to exercise agency by undernaking actions
without a green light from the U.S. Quoted in Devesh Kapur, John
Lewis and Richard Webb, The World Bank: Its First Half Centiry,
Volume 1: History, Washington D.C.: The Brookings Institution,
1997, p. 647.

#

foreign constituencies, This means that the orqy ?wpe
for governments is to minimize their vulnerabilities to
international financial swings and undertake greater
efforts at consensus building ex ante — underlying the
importance of the surveillance mission of the Fund.
We have learnt that once money starts to move out of
a country there is little its government can do to
reverse the situation in the short run. Preventing these
panics and minimizing its vulnerability to such runs
against its currency, its banks or its stock market is the
only prudent course of behavior for a government. As

William J. Clinton, former President of the United States and Honorary Co-Chairman of the Club
of Madrid, addressing the 2003 General Assembly.

we know, it is the role of the IMF to help the country
by alerting its authorities to such vulnerabilities and
working with them to eliminate or reduce the risks
before its 100 late. Unfortunately, one of the lessons of
the crashes of the 1990s is that governments in the
path to financial crash develop a special kind of
“learning disability” that blinds them to the lessons of
experience and fatally pushes them to repeat the
errors that are known to have led other countries to
crash. There seems to be a consensus that, in some
cases, the IMF has failed to act appropriately before,
during and after such financial crises. Such denuncia-
tions however, have clouded the fact that placing in
the shoulders of the IMF most of the blame for the
economic damage and human pain associated with
these disasters is like blaming firefighters for damag-
ing a home in the process of dousing 2 fire. The IMF
is seldom responsible for the policies that made a
country vulnerable to a financial fire that requires
blunt emergency interventions where, tragically, co-
llateral damage can rarely be avoided.

The third question concerns the central dilemma of
the Fund's governance: the relative balance of po-
wer (as reflected in quotas and voting power) bet-

14

ween the few countries who provide the funds for
the institution’s operations and the many borrowers
(and potential borrowers)!!. Since the 1970s the
share of developing countries in the IMF’s quotas
and voting share has been roughly constant (around
37.5 and 40 percent respectively) while they account
for 85 percent of the membership today. There is no
quota formula that would simultaneously resolve
the imbalance between financial and voting power
in the institution. Moreover in one fundamental
sense the IMF —or for that matter any international
organization— cannot be democratic, at least in so
far as popular control over decision-making is a key
aspect of democracy. Structurally, international
organizations are doomed to face a democratic
deficit in this sense. As Robert Dahl has argued, even
in countries with deep-rooted democratic structures,
it is “notoriously difficult” for citizens to exercise
effective control over key decisions on foreign
affairs; their influence on international institutions is
likely to be much less.’? One country one vote (as in
the UN) might seem more democratic than one do-
llar one vote (as in the Bretton Woods Institutions)
but both violate the notion of democratic equality
inherent in one person, one vote. And, for a finan-
cial institution, democratic decision-making is inher-
ently problematic — which borrower would not like
to control the terms of its loans? Also the proposition
that the vote of a tiny island nation has the same
weight as that of China or the US, continues to haunt
the search for global governance rules that recog-
nize the need to balance democratic principles [one
nation-one vote] and the realities that actually guide
the behavior of nations. Economic and military
might, size, geopolitical calculations and national
interests too often overwhelm justice and equality as
the forces that drive an international system where
might and size still matter more than treaties.
Designing institutions on the base of principles that
fly in the face of reality is always problematic and
leads to artificial arrangements that while admirable
in principle are irrelevant in practice. This of course

"' Each member of the IMF is assigned a quota whose size depends
on the country’s weight in the world economy as well the size of its
initial quota when joining the Fund. Quota subscriptions generate
Iumm of the IMFs financial resources, A member's quota <Ivl§n11ines
its voting power and the maximum financial commitment 1o the
Fund. It also affects the size of the countey’s access to IMF financ-
ing. Total quolas at end-August 2003 were SDR (Special Drwing
Rights) 213 billion Cabowt $296 billion),

12 .
Robert A Dall, “Can international organizations be democrtic”, in

lan Shapiro and Casiano Hacker-Cordon (eds,), Democracy's Erges.
Cambridge: Camloidge University Press, 1997. Dahl's skug‘alidsm of
the possibility of designing democratic international organtzations is
shared by James Tohin, "Comment on Dahl's Skepticism”. Thigl,
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is not a problem that just bedevils the IMF but all
institutions of global governance.

However, there are other institutional features of the
Fund that exacerbate the democratic deficit: a selec-
tion process for its leadership which is ad hoc and
lacks transparency, designed simply to suit the largest
shareholders (the US and Europe); an Executive
Board where European countries who hold one-third
of the seats are obviously overrepresented; and
despite the skewed deck, the frequent by-passing of
the institutional structures of governance —the
Executive Board and the International Monetary and
Financial Committee (IMFC)— by the G-7 who often
gives marching orders to the Fund at its periodic sum-
mits.!3> As Leonel Jospin, France’s former Prime
Minister put it at the Madrid conference, “developed
countries themselves do not always follow the rules
which they have a tendency to want to impose indis-
criminately to [sic] others.”

The financial realities of the IMF imply that one cardi-
nal principle of democracy, namely equality of parti-
cipation, cannot occur in practice. This, however, is
not a fatal weakness as long as the asymmetric distri-
bution of power is offset by a system of checks and
balances that protects the interests of weaker mem-
bers along with mechanisms that hold those that have
the power accountable. And if there is any aspect of
the Fund’s governance that violates the basic tenets of
democratic governance it is not the asymmetric distri-
bution of power in the voting structure but the imba-
lance between those who have the power and their
accountability. It is facetiously easy to blame the
agent —the IMF— for a lack of accountability, when
the real issue is the accountability (or lack thereof) of
the key principals, the major sharecholders. The limit-
ed accountability is the main reason why members
perceive increases in quotas to have a much greater
net benefit and hence explain why they fight so hard
to retain or increase their quotas.™

13 The Executive Board is responsible for conducting the day to day
business of the Fund, exercising the powers delegated to it by the
Board of Governors. In 1999 IMF's Board of Governors established
the International Monetary and Financial Committee (IMFC) to
replace the “Interim Committee”, which had been in place since
1974. The change was designed to strengthen the role of the primary
advisory committee of the Board of Governors. Like its predecessor
the IMFC advises and reports to the Board of Governors on issues
broadly within the institution’s mandate. The IMFC has 24 members.
B Contrary to general perceptions, a country’s subscriptions to the
IMF's quotas do not have any direct budgetary implications for tax-
payers. They imply contingent liabilities which, given the extreme-
ly low default record to the Fund and the institution’s balance sheet
reserves, are modest. The low direct cost to taxpayers —and the
many benefits— leads to excess demand for quotas.
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Hl. What have we learnt from
the three case studies?

The three cases discussed at the Madrid conference
—Brazil, South Korea and Poland— present a com-
mon set of issues. During the period under analysis,

all three countries were democratic. All three are
middle-income countries, with relatively competent
bureaucracies and reasonably robust civil society. In
all three countries, there was significant “govern-

ment ownership” of the reforms required to deal

with the crisis and all three governments went
beyond what the IMF was asking of them. It should
be emphasized that these set of conditions are

uncommon among the large number of current and

foreseeable borrowers of the Fund. And, in all three

cases the Fund programs were relatively successful,

again a not common occurrence. Further studies are
needed to examine the experience of smaller, weak-

er states and the impact IMF programs have had on

their democratic politics.

Money was a constraint in the Fund’s initial pro-
gram in all three cases. Relative to the magnitude of
the crisis the Fund’s major shareholders tried to get
away on the cheap in the initial stages. The initial
programs were severely underfunded, resulting in
their breakdown and necessitating a new, better
funded, program. But this delay prolonged and
amplified the crisis.

The Korean case is interesting in that, in general,
Korean democracy came out stronger post crisis.
The analysis of events leading to the crisis and its
aftermath might lead to the following conclusion
based on backward induction:

— No reforms, no improvement in democracy.

— No crisis, no reforms.

— No capital account liberalization, no crisis.

— No pressure from the US, no capital account
liberalization.

— No pressure from Wall Street, no pressure from
the US.

Hence if true the widely suspected and particularis-
tic influence of American private financial interests
[Wall Street] on the US Treasury to push for changes
in South Korea unwittingly helped improve democ-
racy. Perhaps Wall Street pressures on the US
Treasury and in turn its influence on the IMF and its
conditions helped weaken the grip that a few, large
South Korean business groups traditionally had on
the government and thus open the door for more
competition. The Korean case highlights the para-
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dox that a little less democracy in one part of the
international system might result in greater demo-
cracy in another part and even base intentions can
have virtuous outcomes.

In general however an important insight from the
three case studies is that democracy proved surpri-
singly resilient and indeed it could be argued that
five years after the crisis in all three countries
democracy was stronger than before. This is nof
meant to be prescriptive — the economic pain inflict-
ed on ordinary citizens renders that untenable.
However, it does suggest the complex, and often
unpredictable, relationship between the IMF, eco-
nomic crisis and democracy.

The case studies also suggest that one of the original
purposes of the Fund, “the promotion and mainte-
nance of high levels of employment and real
income,” has a direct bearing on democracy. There
are few events as threatening to democratic order as
economic crisis, and in so far as the Fund’s efforts m
these cases limited the downside effects of econo-
mic and financial crises, they undoubtedly con-
tributed to shoring up democracy in these countries.
The Fund is often critiqued for the limited positive
consequences of its programs but the counterfactual,
namely that its actions often limit the negative conse-
quences, is perhaps underestimated, even though in
some cases (as in Indonesia, Argentina or Russia)
critics allege that its actions amplified the crisis. The
lessons, at least from these three case studies, suggest
that the IMF reprised a raison d’etre of international
organizations: their global insurance function (or role
as a safety-net) that can limit the downside for coun-
tries facing crises.

Another conclusion is that in all three countries dis-
cussed in Madrid there was a shift in the govern-
ment’s position ex ante and ex post elections, which
inevitably eroded democratic credibility. Political
parties that were elected on the basis of specific plat-
forms and promises changed course after elections
and ruled on the basis of a commitment to macro-
economic adjustment programs. Unsurprisingly, vo-
ters become more cynical about political leaders and
the role elections play in determining public poli-
cies. The paradox of government ownership going
hand in hand with voters cynical of politics presents
a conundrum. What would be better for democracy,
improved economic prospects Or an electorate dis-
engaged from politics?

There is, however, a major limitation on the lessons
that can be drawn from the three case studies.
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Countries where the challenges to a democratic
order are greatest, and which are also some of the
poorest countries, are also those where the Fund’s
dominance vis-a-vis borrowing governments is most
asymmetric. They were barely represented in the
Club de Madrid studies, and hence the deliberations
and lessons from the case studies apply principally
to emerging markets — largely middle-income coun-
tries. In all likelihood, if the case studies had been
low-income countries, the conclusions would have
been quite different. It is thus important to bear in
mind that any conclusions about this subject are
highly sensitive to the sample of country experien-
ces and national programs that is selected.

IV. How can the Fund’s role
in democracy be enhanced?

From our perspective, the discussions examined two
separate but interlinked strands that could enhance
the Fund’s support of democracy: improvements in
the governance of the Fund itself, that make the
Fund’s decision making more congruent with demo-
cratic principles of governance. And second,
changes in what the Fund does (and can do), so as
to bolster democracy, both globally as well as in the
borrowing countries.

The first issue is important not just as a matter of
principle but has important instrumental utility as
well. The democratic deficit in decision-making in
the IMF means that even if a correct decision is taken
the perceived lack of legitimacy vitiates public trust
in the Fund thereby creating the possibility of under-
mining its long-term effectiveness. To the extent that
democracy reflects the sovereign will of the people,
it is important to emphasize that democracy is about
process and not just about outcomes. Therefore,
even “good” outcomes based on processes per-
ceived as illegitimate can have inimical long-term
consequences for public trust. The importance of
popular participation for the success of poverty-
oriented programs is now well recognized. Just as
participation is crucial for the success of programs
aimed at poor people, it is also important for pro-
grams aimed at poor countries.

The problem with Fund programs is not that it has a
one size fit all or cookie cutter approach but that
decision making is a black box. As the report of the
IMF own Office of Independent Evaluation has
pointed out, the Fund often does not explain the
precise reasons for its conditions or transparently
state its assumptions (and doubts) underlying pro-
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gram design, especially the financing needed to
restore external viability!®. This allows for greater
discretionary intervention by major shareholders,
leading the Fund to a forced optimism irf program
design, in turn adversely affecting the quality (and
effectiveness) of its programs. In some sense this is
a reprise of the old debate of “rules versus discre-
tion”. The former results in greater perception of
technocratic credibility but the resulting “one size
fits all” is inherently problematic in a highly diverse
world. The latter, if done credibly, can be more
effective but if the institution’s governance is
skewed, it can result in greater political malleability,
eroding the Fund’s reputation and therefore its
long-term effectiveness. Consequently, if and when
the Fund shows flexibility (as it often does for the
best of reasons), the lack of trust in its actions cre-
ates doubts whether the decision reflected techno-
cratic judgments or the pressures stemming from
particular interests. Sadly, assessing how much of
the IMF posture and conditions on specific cases
rests on technocratic merit and how much results
from political pressures and calculations has
become a normal exercise among governments,
academics, journalists and politicians. Decreasing
such perception through deeds and increasing the
perception that the IMF is an objective, fair and
competent institution is an indispensable goal that
will naturally add to its legitimacy.

V. The IMF and Democracy:
What should be done?

The deliberations suggested to us several changes in
the governance and operations of the Fund, that
could enhance the institution’s effectiveness and its
positive impact on democracy. Perhaps it is worth
reiterating that the policy suggestions that follow,
while informed by the discussions in Madrid, are
our own opinion and should not be read as reflect-
ing some consensus view or the view of individual
members of the Club of Madrid.

1. Governance: We detected a general inclination to
reshape the IMF’s governance by reallocating quotas
and seats in the Executive Board even though there
was less agreement on what precisely this might
entail. It might appear somewhat odd that even
today Belgium (population 10 million) has more
votes in the Fund than Brazil (population 175 mil-

15 Statement of Montek Singh Ahluwalia, Director Independent
Evaluation Office of the IMF at the General Assembly of the Club de
Madrid, November 1, 2003.

lion) or Netherlands (population 16 million) more

than India (population 1048 million), or that Europe

holds a third of all seats in the Fund’s Board. The

need for an additional chair in the Executive Board

for the beleaguered African constituencies is widely
shared (especially if it is in addition to, and not sub-

stitute for, a European chair). Increasing the voting
rights of developing countries is a more formidable
challenge and the suggestion by Lionel Jospin of
France, a former prime minister of a G-7 member,
arguing for an increase in the basic voting rights of
member states (which would increase the relative
voting share of smaller, poorer countries without
affecting their quotas), could be the most viable
option in this regard.’® There is also some legitimate
debate about whether the Fund needs to improve the
sensibilities of its staff on the political implications of
its actions on democratic politics.

2. Leadership selection: While many lament the “de-
mocratic deficit” in the IMF, there can be little doubt
on the need to strike a careful balance between the
resources that key members provide and the legiti-
macy of greater representation. As important as
equitable representation is for both symbolic and
substantive reasons, a democratic system of purely
popular control over decision-making would impair
the effectiveness of most international organizations.
However, this unavoidable tension is severely exac-
erbated when the institution’s leadership is chosen
through an ad hoc and opaque process that
inevitably erodes the legitimacy and credibility of
the IMF and indeed that of the World Bank. How can
these institutions go around preaching transparency
and meritocracy and denounce crony capitalism
when their own leaders are selected through a
medieval, opaque process that is completely at odds
with even the most simple practices of corporate
governance, let alone democracy?

In the case of the IMF, an undisclosed yet decades-
old “gentlemen's agreement” guarantees the top job
at the institution to a European [while the top job at
the World Bank always goes to a US citizenl. In both
cases the search and selection procedures are either
merely symbolic, and domestic political considera-
tions and indeed unabashed cronyism often prevail.
A closed-door selection process based on domestic
political compromises hardly seems an ideal way to
choose the leader of an organization ostensibly
serving a broad, global constituency. The selection
process of the Fund’s leadership remains inefficient

18 Statement by Lionel Jospin, former Prime Minister of France at
Club de Madrid.
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at best and is the result of backroom deals centered
on the requirement that the job goes to a European.
This flawed method undermines trust in the institu-
tion and amplifies the democratic deficit. Moreover,
it also creates an acrimony that weakens the autho-
rity of the incoming managing director, strains rela-
tions in the Executive Board and, in so far as debts
are incurred in getting a candidate through, they
have to be settled through similarly awkward com-
promises (often in other international organiza-
tions) down the road. The situation
in the World Bank and other inter-
national organizations is equally
appalling.’

The IMF had initiated a high-level
review of its leadership appointment
processes and a report of a sub-com-
mittee of the Executive Board had
proposed transparent methods of
selection. However, this was “noted”
by the IMFC at one stage but there is
no record of its acceptance. It is
imperative that the IMFC take a deci-
sion on this report rather than allo-
wing discretion to reign again. The
selection processes for the Fund's
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ed resources of the Fund compared to the resource
challenges posed by these crises. Rebuilding market
confidence either requires extremely iargeoupfront
resources in very short periods of time, or some sort
of standstill procedures. In the absence of either
countries pushed to the wall may be tempted to bite
the bullet and simply default, or face political insta-
bility. Capital markets have repeatedly found the
Fund lacking resources relative to the magnitude of
the challenge. This has undermined the credibility of

From left to right: William J. Clinton (Honorary Co-Chairman of the Club of Madrid
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.candidates; term limits for leaders of

International organizations; and periodic indepen-
dent performance appraisals of those leaders to
reduce Fhe chance that they will use their positions
for partisan ends. Nonetheless, a simple set of rules
for leadership selection would not solve the prob-
Ie.m. International organizations face an u navoidable
f:hlemma that forecloses easy options, Rules allowing
International institutions to choose leaders oppmeﬁi
by key members would only leave these institﬁtiéns
expose.d to the risk of losing the financial support of
thg major players. At the same time, an unrepresen-
tative process in which a few rich nations dominate
the selection process and exercise their power in
unacceptable ways only undermines the Je itima
and sustainability of multilateral nrganizatig l'l:y
the IMF or the World Bank, e

mejl:mTrcu The speed and ferocity of “new style”
cial crises has thrown into stark relief the limit-
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the Fund in global financial markets, requiring even
greater resources in every subsequent crisis. While
issues related to the changes in the global financial
ftl'(‘]'if[l".‘(.‘[llre 2o beyond the Fund (and are discussed
in the next section), members felt the Fund’s
resources needed to be augmented, and in particu-
lgr poor countries need greater access to low condi-
tionality resources through periodic issues of SDRs.

4. “anerslﬂp”: The shift in the Fund’s stance from
c:on.dnio:mlfty to “ownership” by the borrowing coun-
try is a welcome change. One reason for the success
f’t the Brazil program despite elections and a ch:mg.;,e
in the head of state, was that opposition candidates
were also indirectly involved in discussions with thé
IMF. However, it still leaves a large unsetled terrain
on what constitutes ownership, and by whom. This
problem is particularly acute in democracies with
weak checks and balances, where the whims of a
dt.eputy minister for example become the “wish of the
client.” Moreover, to the degree that increasingly
‘ownership” is seen to be a sine qua non of success-
ft:I Fund programs, the operational implications of
“ownership” makes IMF intervention even more
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problematic in the case of non-demacratic borrowing
countries. Should the procedural requirements of
Fund programs be different in democratic countries
versus non-democratic ones? In these cases, it may be
tempting to suggest that the Fund needs to engage in
greater “due diligence” to ensure that the borrowing
government’s commitment is not simply a matter of
expediency. In practice, such highly political, subjec-
tive —and very consequential —assessments are rou-
tinely made by the IMF staff in deciding the scope,
size and timing of their programs. Conversely, and
quite naturally, all borrowing governments are keen
to persuade the IMF of their commitment to the
reforms needed to secure its funding and approval.

5. Surveillance: It is imperative that the IMF sharply
upgrade the quality, frequency and intensity of its
surveillance mission. This had been one of the key
functions of the Fund when it was created. However,
this function of the Fund has waned in recent years.
Its surveillance reports lack candor and in part reflect
a self-perception in the Fund of its importance as a
confidential advisor. As the report from the IMF
Independent Evaluation Office argues, this role of
the Fund has not been effective and should be given
a quiet burial. We concur with this judgment. The
tenor of the reports also violates key aspect of dem-
ocratic decision-making: procedural equality of its
members. In the United States and Europe, reducing
the fiscal deficit by a fraction of GDP over several
years has proven (o be extremely politically con-
tentious and difficult. Yet, the same shareholders —
and the IMF -- have little hesitation in insisting that far
poorer countties slash their fiscal deficits by a few
percentage points in a year. The Fund has avoided
even pointing out these enormous double standards
in its surveillance reports — a testimony 10 the seri-
ousness with which it takes this function.

In addition to candor the Fund's surveillance mis-
sions need to engage with a wider cast of stakehold-
ers in the borrowing country, especially parliaments,
academics, selective civil society organizations and
the media. Indeed it is perhaps very important that in
the course of its surveillance mission dialogue the
IMF team should meet, discuss and present its con-
cerns to the relevant parliamentary committees. A
substantially greater effort to engage key stakehold-
ers in surveillance missions is likely to increase Own-
ership if or when a program does occur.

Stronger surveillance can also promote an impor-
tant facet of democracy, namely transparency. This
is especially true with regard 1o government poli-
cies, budgets and expenditures, and their distribu-

tional implications. In addition the Fund needs to
be less guarded with respect to its analysis of the
international system and its effects on poor coun-
tries. The last has been a particular weakness of the
Fund in recent years, For instance even as evidence
mounted of serious shortcomings and malfeasance
in global financial companies and internal incen-
tives within these firms, the Fund has judiciously
avoided casting a critical gaze on their functions
and their effects on poorer countries. This avoid-
ance simply erodes the Fund’s credibility and
undermines trust in its usually correct advice on the
importance of open economies for prosperity. On
the other hand the improvement in the Fund’s
transparency policies over last few years is a wel-
come change.

VI. Globalization and Democracy:
is the Fund a critical actor or a bit player?

In so far as democracy is about process and not sim-

ply outcomes, there is no more troubling issue about

international financial crises than that elected gov-

ernments have to cater 1O, and answer, not to the

people who have elected them, but to external

actors and enforcers. The heart of the matter in the

deliberations of the Club de Madrid (as interpreted

by us), was the dilemma faced by leaders in demo-

cratic developing countries in how to steer between
the Scylla of global financial markets and the
Charybdis of the demands of their own citizens. The
platforms they run on to get elected are ones that are
rarely approved of by the Fund and global financial
markets. Once they are elected, they change course
(as was the case with Kim Dae Jung in Korea). This
change in course is usually good for the country’s
economy and improves its standing in global finan-
cial markets. But as we have already noted, it
increases cynicism amongst the people about politi-
cians and political parties and is corrosive to their
trust in democracy and democratic processes. On
the other hand, it is the case as the Korean example
suggests, that the volte-face in economic policies
helped democracy in one important way by weak-
ening the business-politics nexus. The reforms
strengthened markets by limiting state interference
and concomitant rent seeking behavior, especially in
the corruption ridden financial sector.

The Fund has important signaling and gatekeeper
effects on capital markets. However, it has been their
cheerleader rather than an impartial referee, let alone
a partisan for the weaker countries in the global sys-
tem. The Madrid discussions were categorical on two
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issues. One, in general global capital markets have
much greater impact on emerging market democra-
cies. And second, when a crisis takes place the US
Treasury is by far the most important actor and the
Fund is just the agent. If as the former US Treasury
Secretary Robert Rubin says in his new book “future
financial crises are almost surely inevitable and could
be even more severe” it is unclear if the Fund has the
capacity to deal with this inevitability.'® The discus-
sants stressed the importance for major shareholders
to be proactive in endowing the institution with the
capacity to face the next crisis, rather than simply
react to the past ones.

A central concern at the conference was with regard
to the weak decision making mechanisms on global
issues. Globalization has proceeded asymmetrically
with much greater movement in financial markets
and product markets, while it has proceeded slowly
in those areas that benefit LDCs, namely labor on the
factor market side and agriculture products and rex-
tiles in product markets, At the International
Conference on Financing for Development at Mon-
terrey in 2002, it was agreed that the main responsi-
bility for development lies within developing coun-
tries themselves but if their policy space and
autonomy is restricted then this responsibility
becomes moot. It was also agreed at Monterrey that
the governance structure of multilateral institutions
in anachronistic, but while the former continues to
be stressed the latter is not.

There is an increased recognition that markets need
a regulatory framework — one that states need to be
involved with. Nonetheless, it is at least the case in
the United States that when these firms do engage in
malfeasance they can be fined severely. To argue
that these firms have only behaved in this fashion in
Fhe one market that they care most about but not so
in emerging markets would stretch credulity. The
discussion highlighted the need for a stronger inter-

n.atl.onal 'regulatow framework that can exercise a
similar discipline.

Since its inception the IMF has transformed itself
f.rorn an institution whose primary goal was to faci-
¥1tate international monetary cooperation to an
%nstrument facilitating the development of capitalism
in developing countries. The resulting proliferation
of goals has been criticized, although the Fund
argues that given the complex interrelationships
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among a host of economic, structural and institu-
tional variables, there are good reasons for the mis-
sion creep of the IMF. The widening agenda of the
IMF, however, has had a negative impact for demo-
cracy. Observers of government bureaucracies have
long recognized that multiplicity of missions impairs
bureaucratic incentives and erodes institutional
autonomy by rendering them more vulnerable to
politicization. The IMF’s skewed governance struc-
ture and lack of competition make it more vulnera-
ble to these threats.

In many ways the Fund’s predicament reflects the
penchant of the global community to critique it, and
then ask it take on more tasks without backing them
with additional financial resources and then critique
the IMF even more for failing to deliver. One solu-
tion to this problem that emerged from the discus-
sions was the need to strengthen other international
organizations, to distribute the “burdens of the
Fund” so to speak to other organizations, both
regional and international. For instance while the
discussions revealed that the Fund did have a posi-
tive role to play in middle-income countries, it left
open the question whether it was the appropriate
institution for the small, structurally weak, low-
income countries where the problems are of much
longer term nature and where democracy is also
usually weakest. By insisting that the Fund be all
things to all members, it is hardly surprising the insti-
tution fails to live up to expectations — but that may
be as much the result of unreasonable expectations
than weaknesses in the Fund per se.

VIIl. Conclusion

Many of the heated debates on the Fund reflect the
reality that with the passage of time, the mismatch
between the antiquated structures of multilateral
institutions and their larger global environment has
increased — and so have tensions. In reflecting on
the discussions at the Club de Madrid we offer six
mo-dest conclusions.

1. There is no doubt that despite the Fund’s techno-
cratic persona, its actions are highly political -
they have significant political consequences and
may often be driven by geopolitical calculations.
The bureaucratic dynamics, internal politics and
nAIrow organizational interests that normally exist
in any organization also erode the IMF’s ability to
avoid inconsistencies and double standards.

2. The Fund is not an independent actor and deci-

sion making in the institution reflects its gover-




nance. The criticisms of the Fund appear to
reflect a frustration with larger forces that the
Fund itself is buffeted by, namely global finan-
cial markets and its largest shareholderS.
The Fund’s own decision-making is not always
transparent and its emphasis on speed and cen-
tralization in policy-making in the borrowing
countries tends to short-cut democratic proces-
ses. The Fund also needs to be more aware of
the implications of its actions for democratic
governance. An increased awareness, might lead
the institution to adhere to a form of “Hippocra-
tic oath” and become more conscious about any
negative consequences of its procedures and
programs for democracy.
There is little evidence that in the three cases
(Brazil, Poland and South Korea) discussed by
the former heads of state economic crisis under-
mined democracy. If anything, five years later, it
has proved to be stronger. By engaging the prin-
cipal presidential candidates (particularly in
Brazil and South Korea) during the crisis, the
ensuing Fund programs had wider political
acceptance, and in that sense were helpful to
democracy.
Democracy promotion is not a science — we
know very little about how to do it and the Fund
certainly does not have either the mandate or the

skills to undertake this enormously challenging
task. It would riot just be shortsighted but dan-
gerous to ask the Fund to undertake this role. At
the same time the Fund can support democracy
indirectly by promoting transparency in a coun-
try’s economic policies and budgetary practices
and by increasing consultation with key demo-
cratic institutions.
It is important to keep in mind that there are
intrinsic reasons why international organizations
cannot be democratic, and there are no
Solomonic governance solutions to this dilem-
ma. If the IMF cannot be more democratic
(although it can certainly be less undemocratic)
it is important to ask whether it can do more for
democracy by doing less. May be a “narrow”,
technocratic Fund with a very limited scope of
intervention is better for democracy in that it
ensures that a country’s citizens take decisions
about their future and not an outside “do good-
er.” On the other hand it is also true that in the
face of an imminent financial crash both the
country’s government and other affected parties
are bound to continue to force the IMF to inter-
vene. In many ways one of the paradoxes com-
ing out of the debates in Madrid is that the IMF is
far less powerful and can do far less than most
observers seem to assume.
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Summary of the Reports of the Working Groups’ Rapporteurs and Concluding
Remarks by the Academic Coordinator

Report from the Working Group on Korea, by Byung-Kook Kim!

¢ had a very constructive, lively and productive discussion over the last two days. Let me summarize
our major points of agreement and also of disagreement.

To the question of the original crisis, there was a wide consensus among the leaders and experts that the Ko

case was close to what we call a “capital account crisis,” which is different from an “old-style current acco :ea'n
sis.” As for the economic variables that caused the crisis, three critical factors were identified. The first oun v
panic and a liquidity crisis that caused massive capital flight. The second one was a combir.lation of d - WS}S
structural causes like, for example, the close relationship between banks and corporations and the lackon}esnc
;egulat.iortl) on ?apital flows combined with the previous liberalization of the capital accounts. The third é’ﬂ;‘éz
Cj;;;fﬁo vl:ggmg about the crisis was the impact of the uncontrolled and highly volatile speculative financial

On the political side, three important variables were also identified. The first one was a sense of compla

Korea was a country that had gone through a successful economic modernisation and that success haldp Cenccly .
sense of _st.elf—complacency that affected the reform policies before 1997 and also the management of thcrea'lt'e in
1997. C1:1$1s was .somethjng that was not considered possible in South Korea. At the san%e time r.herZ :S:;Saﬁ
Eg:i};?f:z r;;r; ltlc}ctaou:i)pokrlt;n;leeof the e);pt)lelrience of pa;ltial reforms, most of which had failed before i997. The third

it . ' cause of the crisis was the failure of presidential leadership during 1997. Those thr

critical factors did contribute to precipitate the economic and financial crisis togeth p' : s
bed as a certain failure of democratic politics. For instance, Korea had had th ot Wl'th . COUIC:I be’ -
syst.e.m before 1997, tried to do it but failed to do so beCle’lSe the i e o e oot
political parties did not function as institutions of agenda setting, gz]ili?igil k‘?jislfi{;zlzr?;a:(;:zgo?gfb;za;zilti}cle

On the questi i mm
Workinqu ‘ ;S;I:hgtf I;):)7:(1;1:rsh}pklofbt.he IMF programme, there was a consensus among participants in the
quickly became a core owner of the IMF i
e el programme, and that this was mainly due
political factors and less due to what the IMF di i

i iy : e id or did not do. Among those factors:

o C?:ne-lﬁ?:} 'Klm P‘ae—ﬁln:lg became a core owner of the IMF programme because he sawsigt as an oppor-

S S sm ate his pplltacai role; b) the state bureaucracy also supported the IMF programme beff

b dy 1.5971 (lhi a r; opportunity to implement many of the reforms that could not be implemented between 1;;‘13
i and €) NGOs and civil society groups also became core owners of the IMF programme because they

saw in |[ an Opp(thllnil'y o hlﬂ- “l{.‘ il :
o o ¥ I)il}’ll 1Ce O er Tal .V d o“]ards the I‘eformlst
I Ih e 5 I' pOW owa dS the progr6551 € Sector and t i

Our discussion also e sized the Face

Boreor ciemo?r;:(l::?; :‘iq:ll:zh;(;:ulmlhe ffut Fhar Korea was very lucky too. The financial crisis came when both the
the IMF programusc: on the or;.m ?u-}mmw were bc:cgmiﬂg mature . Both factors eased the implementation of
l't:pr(:senm[i;:cs s ;'n:lde engrﬁ-iu(lj side, the coop(:n;upn between the South Korean government and the IMF
e Dfsaisiosthen fon I:(;;mn::::. (‘ on li}e economic side, the vitality of the Korean economy — which had joi-
comprehensive reform me.:vmre‘; l(oaff)ph:“.[ i e Development (OECD) in 1996 - allowed the state to adopt
Shates wd S dssitine h(;]pc(‘] .w: !L‘l \\I‘ls.alm iucksf in the sense that it had a close alliance with the United

ry much in assembling the second IMF package.

"I' ) .
he group came to the conclusion, however, that one h

R as to be auti i
from the South Korean case. One bas to be b very cautious when trying to draw general lessons

Lto overestimate the role of the IMF programme in the suc-

-_—
1
Member of the Advisory Comm

ittee of the Cl i
of Government, Harvard Uniue ub of Madrid. Professor of Government, University of Korea; Visiting Professor, Kennedy School

rsity.
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cessful recovery of the Korean economy as well as in the consolidation of the Korean democracy after 1997.
Structural reforms to increase transparency and accountability had their intended effect in South Korea because
democratisation had proceeded further in South Korea than in other Asian countries and because the Korean
democratic institutions, in spite of their limitations, were stronger than in other crisis-struck Asian countries. Those
structural reforms could be implemented because Korea had a professional state bureaucracy, active NGOs and
civil society groups and a competitive business Sector. The same structural reforms would not have produced the
same effects in other less developed crisis-prone countries that may not have these features. 5o, one has to be care-
ful because adding conditionalities to include structural reforms may not be a good thing for all countries.

The second lesson that we could draw from the Korean case is that there should be some reforms in the IMF
governance structure to allow the developing countries to air their interests to the international community.

The third lesson that we drew from the Korean case is that in spite of the successful overcoming of the crisis, the
crisis itself shows that some capital account control measures are needed.

Report from the Working Group on Brazil, by Bolivar Lamounier?

he group on Brazil, as the others, had a very rich discussion. We focussed our discussion on the 2002 pro-
gramme and on the crisis that developed during that year.

The crisis was diagnosed as having been caused by three sets of factors: lingering fiscal and current account pro-
blems not officially solved over the previous years; some external influences, particularly the contagion from the
Argentine situation; and third, and perhaps more importantly, the electoral process itself.

The prospect of a left wing candidate winning the elections was very clear. The financial markets saw that as a
danger to existing market-friendly economic policies and badly miscalculated and underestimated the strength of
the Brazilian institutions. The fear of the election’s result then caused the beginning of a panic with substantial
capital outflows and other damage to the Brazilian economy.

The agreement with the IMF was very significant and can be regarded as a successful instance of crisis manage-
ment. It certainly helped the transition to the new Lula administration. It truly helped avoid a significant crisis after
the elections and it also helped the administration to implement sensible policies. 1 think they would have carried
out sensible policies anyway, but the IMF programme was certainly a strong inducement for the government to
adopt sensible and realistic economic policies during that period. Thus the Brazilian case is generally regarded as
an example of a successful and well- managed case of IMF involvement in 2 crisis-struck country.

Some important lessons were drawn, First of all, during that period there was in Brazil a very significant mutual
learning going on, a dialogue between the administration and the opposition candidates and of both with the IMF
through the administration. There was a sharing of information, a certain sharing of responsibilities represented
most significantly by the fact that three of the four presidential candidates accepted the agreement with the IMF
during the campaign. All this represented 4 mutual involvement in a programme that was regarded as necessary
at that point in time. From this Brazilian example, the Working Group considered that some steps could be taken
in the future in other countries to increase this kind of dialogue before a crisis takes place. In other words, ins-
tead of just jumping in when a crisis has already occurred, this process of mutual learning, mutual information
and more informal talking can be useful in view of preventing crises and not simply managing them after they
have taken place.

The Working Group also discussed the important issue of ownership. In the Brazilian case it can be said that the
level of ownership was very high and so clearly there was no question about the Brazilian ownership of the pro-

2 Member of the Advisory Committee of the Club of Madrid, Director, Augurium Consultores, Sao Paolo.
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gramme. Brazil had had some previous experiences with the development and implementation of economi

grammes with the IMF and so there was some experience with this.There also were technical team ]ISmC ﬁfo-
technical teams, that were involved in offering solutions and preparing the plans from the very begi i’ i o
before the IMF came into the picture. Rt e

In this respect, when thinking about the relationship between the IMF and different countries at different levels
of development, of different sizes and so on, one has to bear in mind the importance of the issue of each
country’s domestic capabilities — both of a technical and of a political kind - so that solutions can be offered
solutions can be debated, recipes can be debated, and even e j i ’

, , ventually rejected, as indeed i i
solutions cun be j ] they were in Brazil

Having stated that we had in Brazil a successful instance of crisis management, members of the Worki

made however the sobering observation that it is too soon to celebrate. We do’not have in Brazil oor' nﬁ G'roup
national community the answer to problems such as how to attain and maintain a sustained rate of it Emter‘
Pati-ble with poverty reduction and an increase in equity. And without sustained growth, without e grOWtd onial
]ustlc.e., there is no guarantee that democracy is fully consolidated. So a clear distinctiox{ must be n?;clitysn e
specific instance of crisis management that can be regarded as successful and the broader questione ofe Z:cf:vrtlha

reform, equity and so on. This leads us to the need f
i . or a broader debate on the international fi i i
re and specifically about how to improve the IMF . #lfinancial architec-

Eirolally, the consen;us o}fl the group was that we need a stronger IMF, not a weaker IMF. We need an IMF with
re resources and with more capabilities. In otlier words i .

sour 2 , the IMF’s resources should grow in i

: : roportion t

ivtvzidmdte flpanc1al ﬂovlvs. On the other hand, this does not mean that the IMF should come into theF;)ic[t)ure Wherci

mes to institutional or political aspects in a direct

. way. We need reforms in the publi i
reforms in the judiciary, but this is a i G e
} scenario where the IMF should not go in directl i i
account the direct and indirect conse i i il o S
quences of what it does. From the con f i
R . . cept of ownership, from the concept
o ;251 tiautonomy of each country, it follows that these aspects belong to the governmen{s and to the socig
q on, not to the IMF as such. Within the reform of the international architecture we will all have to dis-

cuss the Ile6d to [)IOIIlOte aIld stren, thell more IOW[h—OIleIlted €conomic OIgaIllZa[lOIlS alld the Ileed to mini-
g g
mise the eVeIltUally detl IIIlental eﬁeCtS Of Sl 101t- term Capltal ﬂOWS

Report from the Working Group on Poland, by Jerzy Osiatynski3

he differe i i
e l;loclic;)f (:1}3:1 (Pj’:::;s]:b c;':usc fVI[h r.esp.ect to Lhe otlller two cases that have been considered is that, when
T ot oot albptbse a‘ ﬁ; '“I.lc.?r;mlrie‘s 1n.tra ns1lzf}n.11? general, we have to deal with a much broader pro-
¥ e : oraf ‘. cial or banking cn§1s; it is an issue of moving from a political dictatorship to
cracy. It is a problem of constructing a civil society, it is a problem of restructuring a wl?ole

€conor Ily 1t 1S an issue Oi ha\/l . 3 i
5 ng Ci n nstitu gt P
to ia ca titutio al vacuum Alld on to Of that thele 18 alSO the PIObleIn Ot
aChleVlng alld IIlalIltalIllIlg a ShOI t-term economic equlthlUIn

In Poland we had to und a “shoc d

Pk e e likirizgc h.«:;::im I?- tII:.(.empy because there were huge imbalances in all markets. Some other

e growm. O(;\ a |.: or}--ﬁmgary, where the rate of growth of wages was far better contro-

———— s productivity, also needed liberalization and all the rest of the standard “IMF-
ge,” but they did not need, as we did in Poland, a shock therapy in their economies

An important element that one could seé in Pol

.the .mu‘tu;nl commitment of both the countrys’
institutions and stake- iy
back into an egg."

;Il’:d and, with a varying degree, in other countries in transition was
e, T e ?g;ll*?rliaems; ;}md of the ':nremalional financial institutions and other
- reall new 10'w you, if T may say so, “transform a scrambled egg

ignorance of how to achieve this systemic transformation and, in fact, it was

_
5
* Member of t arli
he Parliament and former Minister of Finance, Poland
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this general ignorance that in many ways helped the success of the process. Nobody wanted to admit their own
ignorance, neither the governments nor the international financial institutions and there was also a feeling of
mutual trust. International institutions were cautious and, therefore, on a number of grounds, we were given lee-
way to implement some measures that were then seen as “unorthodox.” We, in Poland, for instance, decided to
introduce some tax instruments to control wages and we also declined to implement a programme of mass pri-
vatisation, a controversial measure that, with the benefit of hindsight, everybody admits now that it was a sensi-
ble solution. On the less positive side, however, it soon became clear the lack of understanding and coordination
between the two Bretton Woods institutions. You cannot possibly maintain short-term macroeconomic stabiliza-
tion without well- advanced structural reforms. And I think we can still see this problem today.

Another key factor was that both the IMF and the rest of the international financial community helped Poland in
its transition from the very beginning. Even before the first non-communist government came to power, the Fund
was already working on the Polish Stabilization Fund, which was designed to provide a cushion so that the new
rate of exchange and the new reforms would have a chance to succeed. Before the Mazowiecki government came
to power, the Group of Seven also developed the so called “PHARE” program, which was set up to assist Poland
and Hungary to reconstruct their economies. We also received debt reduction from both the Paris and London
Clubs . So we were extremely lucky and the Fund was supportive and forward looking. Having said this, howe-
ver, the expenditure on debt servicing plus local government plus social expenditures like pensions - many peo-
ple took early retirement because of a huge rise in unemployment in the early stages. These costs added up to
something between 85% or more of the total Polish budget, which means that we only had around 10% to 15%
of the budget upon which we had some flexibility to decide on what to spend, and that is a very small amount to
carry out a whole systemic transformation of the economy.

So, if we want to be forward instead of backward-looking, the first one of the conclusions that we can draw
from the Polish case is that, although we benefited both from Paris and London Clubs’ debt reductions, the
Fund and other institutions should be much more courageous in debt reduction. Debt reduction is essential in
order to provide room for restructuring the economy and, in our own case, for instance, to provide room for
generating funds for European Union participation if we want to take advantage of cohesion funds, structural
funds and so on.

A second conclusion concerns asymmetrical liberalization. Yes, we did liberalize, we had to liberalize and we
knew why we were liberalizing. But it was a very expensive decision to take jn political terms. Asymmetrical libe-
ralization is in fact very critical, not only, I believe, to countries in transition. And again when you look at Cancun
and what is happening with the World Trade Organization (WTO), this is a total disaster. We do need a global
agenda on this particular issue.

Now I think I should come to the final point, which relates to the IMF agenda and the democracy agenda. The
IMF is not in the business of political democracy. Whatever the Fund does has an impact on political democracy
but there are others, perhaps more important players in the stage, like the United Nations Development
Programme (UNDP), like the World Bank whose mandate is closer to promoting democracy, institution building,
fight against poverty and so forth. So we need to be careful here.

So what could we do? What sort of leverage could we use to be able to better synchronise the operations of both
the Bretton Woods institutions and other agents? I think we do have the instrument of the Millennium
Development Goals (MDGs), which have been subscribed to by a great number of both developed and develo-
ping countries but which are, at present, ignored. If one looks into the country assistance strategies of many of
the international development institutions, they almost fully overlap with the MDGs. Why not use them as leve-
rage for the governments to implement this particular widely supported agenda?

I conclude with an issue over which there were some differences of opinion within our Working Group. While
some participants suggested that perhaps an “umbrella organization” might be necessary to improve the coordi-
nation among the IMF and other international financial institutions such as the World Bank in their democracy
promotion efforts, I personally believe, with some other members of our Working Group, that perhaps it would
be sufficient and more effective if we used properly the coordination mechanisms that already exist and that we
do not use.
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Concluding Remarks by Andrés Velasco* — Academic Coordinator

et me try to put together my own summary, which will not necessarily be a reflection of what has been said
but which, T hope, takes into account the discussions over the last two days and also the materials prepa-
red for this meeting. I will make five points of which the first one is a caveat.

The caveat is that these interesting cases are not necessarily representative of all the cases one could study. Clearly
they might be representative in the sense that they cover the three continents on which these issues are highly
relevant, but I think they are not representative in three key senses, which we should keep in mind when dra-
wing any conclusions.

First of all, these are countries with strong states and fairly strong political leadership. Number two, these are
countries with very able technocrats. Brazil and Korea have a long tradition of this, and Poland managed to cre-
ate a new generation of technocrats quite quickly after the demise of the previous regime. And thirdly, and this is
perhaps the most important, these are cases in which the final economic outcome was good. By that I do not
necessarily mean that sustained growth has been attained in any of these countries but that, certainly, the imme-
diate goals of the IMF have been met. There are many other instances in which that is not so and therefore we
want to keep that in mind when generalizing from these three case s.

Let me move now to my more substantive points. Point number one. Even if one loves the IMF, I think all lea-
ders here would agree that it is much better to live without the IMF. That is to say, it is better not to wait until
the IMF comes knocking or one has to invite the IMF in. This raises the big question of whether countries and
the international community are still doing enough on crisis prevention. My reading of the discussions this mor-
ning provides me with a fairly clear answer: no, we are probably not doing enough on crisis prevention. Crisis
prevention today is a very different business than it was 25 years ago and what we heard this morning, again
and again, is that this difference is capital flows. Capital is highly mobile across countries, it comes very quickly,
it goes even more quickly and most countries, even the most advanced of the emerging market countries, are
ill-prepared for this sort of thing. What can we do about it? Two kinds of ideas were thrown around today and
yesterday. One is capital controls of one kind or another and here my own country, Chile, is often mentioned
as the paramount positive experience. My own feeling is that this is possibly a correct reading. Nonetheless we
should remember that in Chile these controls were: a) on inflows and not on outflows and b) they were a com-
plement and not an alternative to good and sound economic policies. Chile could impose them precisely becau-
se it had tight money, a credible central bank, etc.. So capital controls help if you've got everything else right.
They do not help otherwise.

The other idea thrown around as a way to enhance crisis prevention has to do with IMF surveillance. The IMF
goes around and looks at countries but the truth of the matter is that it does not have a very good record in pre-
dicting crises and does not have a very good record in pointing its finger at nascent or preliminary signs that a cri-
sis is building up in a country. The reason for this is two-fold. First of all it is very hard to do. As a practicing macro-
economist I can tell you, most of the crises are a surprise for me too. Secondly, even if you see it coming, you
cannot say it publicly because financial markets will panic. So the question here for IMF policy making is: how to
make this disclosure of information systematic without making it a source of panic? If you never do it and you
suddenly do it, it becomes a big deal. If you do it regularly, it is less of a big deal and therefore we should move
to a greater regularity on that.

Point number two, and here I quote President Hurtado from Ecuador, “the best thing for democracy is to hgve
good economic policies and therefore to be on the road to economic prosperity.” That is to say, when we think
about the connection between IMF and democracy we have to begin by asking: how do we ensure that the. out-
come of this interaction is sound economic policies? The conventional wisdom on this matter in the intem.anonal
community over the last five years is that you need institutions, accountability and transparency. And I think we
all pray at the altar of these three things. The problem is that we do not know how to attain that because these

" Sumitomo Professor of International Finance and Development, Kennedy School of Government, Harvard University.
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three things emerge from political processes. Koreans, educated Koreans, I am sure they got quite clear that their
country had an arrangement, let us say, between business and government that was probably not conducive to
long-term economic stability. But changing that was, of course, very hard because that situation was the outcome
of a political equilibrium. "

So how to change these institutions? I think there are two answers that [ heard mentioned this morning. The first
one is very particular and very relevant for the case of Poland and it has to do with the IMF and the international
community more broadly. As givers of advice we tend to forget that building institutions often requires know-
how. Transparency is a political decision but it is also a technical achievement. And the IMF in the Polish case
seems to have played a rather important role in helping the process along. I suspect the IMF could do the same
thing, and so could the World Bank and the EBRD in many other countries,

Second thing we heard from our Brazilian friends was that this is a slow process and that it is mostly domestically-
driven. Perhaps Brazil did well coming out of last year's crisis because the IMF and the presidential candidates
were able to engineer an agreement. But perhaps more important, over the previous three or four years, Brazil
had instituted a prestigious and Fairly independent central bank, a good inflation-targetting regime, a fiscal res-
ponsibility law, etc. Those are domestic processes, processes that take time and about which, I suspect, the Fund
cannot do a great cleal.

Three more brief points . Financing remains absolutely key, that is the other thing that [ hea rdagain and again.
something which is quite striking of the three cases is that money was a problem. The Korean programme
was severely under-funded. In fact, it is quite striking that the IMF came in and as soon as the programme was
announced, the currency collapsed. Ex-post, we all know that the money was insufficient. In Poland, our
Polish friends tell us that was also the case. The inability ro meet fiscal targets which were excessively tight was
a source of discontinuing several programmes and also a source of political instability in Poland. The Brazilian
case, in which money seems to have been sufficient, was also a case in which Brazil was treated very spe-
cially, in which Brazil got more money than the IMF was initially allowed to loan. Clearly, we cannot genera-
lize from the Brazilian experience to other experiences around the world. This suggests that we have to be
thinking about the levels of IMF financing and about the question of whether the IMF, with its current resour-
ces, can, in fact, perform this role of world policeman and world lender of last resort that we seem to be assig-
ning to it.

Point number four concerns ownership of policies. Conventional wisdom is that the IMF comes in and impo-
ses policies on governments that governments do not want, What we have learned in these three cases is that,
at least in Poland, Brazil and Korea, that was not at all the case. In fact, what we have seen here -and the
papers are quite clear on this- is domestic governments that chose to take the reform and stabilization agen-
da beyond what the IMF was asking for. So ownership in these cases is not an issue. But there are two issues
that remain in this domain. One is whether these sudden changes of position by domestic governments are
good or bad for democracy, because they represent false advertising. What we have, more or less in all three
countries, was candidates that said “a" and upon coming to office did "b.” “B” happened to be an embrace of
the IMF. Ex-post, from an economic point of view, that was probably the right thing to do but, from the point
of view of democratic credibility, that is an issue, and an issue we have to think about. Also regarding owners-
hip, we have the issue of ownership by whom. The fact that policies have been made their own by govern-
ments does not mean that they have been made their own by the voting public. There is somerthin g quite stri-
king in this respect and, as President Figueres from Costa Rica, said: “ suspect most of us around this room
could not get elected by advocating policies that are the right policies.” This suggests there is an issue of socia-
lization of wisdom, of knowledge, of learned experience of the right policies, that has yet to take place in most
countries,

I conclude with the following, If we think about democracy and the IMF we should be thinking about democracy
inside the IMF. I see two major issues. Number one, the representation of countries within the IMF is the outco-
me of a political equilibrium that is now half a century old. There are some European countries that have a larger
voting power than large emerging democracies. And secondly, the selection process for the heads of the IMF and
the World Bank is still, in the words of one conference participant, “medieval.” It is certainly not transparent and
it is certainly not accountable and that is probably something we also want to be thinking about.

—_ﬁﬁ

What is the Club of Madrid

Formally constituted on May 13, 2002, the Club of Madrid was born out of the Conference on Democratic
Transition and Consolidation that was held in Madrid in October 2001. The Conference united 35 Heads and
former Heads of State and Government from Europe,America,Asia and Africa and over a hundred experts from
all over the world. The objective of the Conference was to contribute to strengthening democracy through an
in-depth debate of the challenges and difficul-
ties facing democracies involved in processes
of transition and consolidation, as well as to
propose practical solutions to those problems
that may arise during the process in order to
develop a democracy that delivers.

The Club of Madrid is a permanent body, inter-
national in character and vocation, that was
created to actively contribute to the strengthe-
ning of democracy worldwide, by drawing on
the experience of its members, who are all for-
mer Heads of State and Government of demo-
cratic countries (see list for details). It also has the, advisory expertise of a prominent group of experts from all
over the world, politicians, practitioners and academics, on questions related to the process of democratic tran-
sition and consolidation Its main aim is to help emerging democracies in their efforts towards the consolida-
tion of their democracy, as well as to help those countries already in a process of democratic transition.

Mission

The Club of Madrid is an independent organization whose main purpose and priority is to contribute to streng-
thening democracy in the world.To this effect, it will promote, stimulate, support and carry out initiatives and
activities and participate in projects seeking this objective. Specifically, it will act as a consultative body and
support group for those countries involved in a process of transition to democracy.The personal and practical
experience of its members, former Heads of State and Government, in processes of democratic transition and
consolidation is not only a distinctive characteristic of the Club of Madrid; with the cooperation of high level
experts, it is also a working tool to convert ideas into practical and feasible recommendations and action plans
for implementation.

Second General Assembly: IMF and Democracy

The Second General Assembly of the Club of Madrid took place on November 1st and 2nd 2003 in Madrid with
the attendance of twenty-six of its members, former Heads of State and Government (see list). The central
theme of debate was the role of the International Monetary Fund and its contribution to the democratic gover-
nance of countries in which the Fund has intervened.

The debate was all the more interesting given that many of the political leaders who, at some time, had to nego-
tiate with the IMF and implement its recommendations, are now members of the Club of Madrid. Their privi-
leged opinions are therefore based on personal experience.A group of experts as well as representatives from
the IMF and other multilateral bodies also participated in the debate.The discussions were carried out in three
Working Groups, which considered the specific cases of Brazil, Poland and Korea. The debates on the Working
Groups were then followed by a round-table discussion on the IMF's relations with the G7 and other develo-
ped countries and their influence on the definition of IMF policies and programmes.

“All documents from the 2001’s Conference on Democratic Transition and Consolidation and Srom the

2003's General Assembly on the topic of the IMF and Democracy can be downloaded Jrom the Club of
Madrid’s webpage on www.clubmadrid.org <htp:/www.clubmadrid.org>".
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