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(This Issue Brief is based on “EG4Health Backgrounder No. 2 – The IMF: Governance”, to which readers are referred for a more detailed discussion)

The world has changed profoundly since the IMF was founded in 1944, both politically and economically. The colonial era has ended. Development, global poverty, health and environmental sustainability are firmly on the agenda, and climate change (unthought of in 1944) is at the top of the list. International and financial flows occur on a scale and at a pace unimaginable 65 years ago, through technologies undreamt of at the time.

The membership, nature and role of the IMF itself have changed no less fundamentally.

· The Fund was established as a “club” with a self-selected membership of 45 relatively equal members, providing mutual support from the Fund’s own resources, without policy conditions in response to temporary liquidity problems of member governments, and presiding over an international system founded upon strict capital controls and fixed exchange rates.

· It is now a global institution in which membership is almost inescapable, with extreme inequality among members, polarised between structural creditors and structural debtors, dealing with a mixture of government insolvency and liquidity problems arising from commercial transactions, primarily relying on resources from individual countries, with strict policy conditionality (including cross-conditionality), and making rules for the entire global financial system based on hyper-mobile capital and floating exchange rates.  

And yet the Fund’s governance structures have barely changed from those established by the 45 governments, almost all from developed and middle-income countries, chosen by the US and UK to participate in the Bretton Woods Conference in 1944. The result is a profound mismatch – a system of government which is fundamentally at odds with anything which might be contemplated for an institution such as the IMF, as it now operates, in the 21st century.
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The most conspicuous shortcoming of the Fund’s system is that the distribution of votes is not based on democratic principles but according to a system of “economic weighting” which systematically increases the votes of rich countries at the expense of poorer countries – even though the latter are vastly more affected by the Fund’s decisions. As a result, even after the reforms currently being implemented (Figures 1 and 2):

· the developed countries, which account for 12.3% of the membership and 13.5% of the world population will have 57.3% of the votes, while low- and lower-middle-income countries will have barely one-third as many votes (20.0%), although they account for more than half the membership and nearly three-quarters of the world population;

· The US alone – a single member, with just 4.6% of the world population – will have 16.7% of the votes, enough to veto any major policy decision, including changes in voting weights, compared with a combined vote of just 5.3% for all 53 low-income countries, who account for a quarter of the membership and nearly one-fifth of the world population.

The governance structures of the IMF are also fundamentally dysfunctional in terms of accountability.
· The Board of Governors, notionally the highest authority in the IMF, is in practice limited to rubber-stamping the decisions of the Executive Board. 

· The head of the IMF, the Managing Director, is appointed neither democratically nor according to merit, but is effectively a political appointee of a small minority of member governments (those in Western Europe), with no mechanism for public or political scrutiny. 
· Once appointed there are no effective mechanisms to ensure the Managing Director’s accountability to the Board of Governors, the Executive Board, member governments or anyone else. 
· The Managing Director combines the role of head of the Fund’s management (controlling all senior appointments) and chair of the Executive Board (setting the agenda for the Executive Board, approving all the papers presented to them, and determining what draft decisions are set before them). 

· There are no formal votes in the Executive Board – rather, the Managing Director decides the “sense” of the discussion based on what Directors say.

· Since all Executive Board discussions are secret, it is impossible to ascertain how any individual Director has “voted”. 

· The votes of all but five member countries are controlled by Executive Directors who are under no obligation to take account of the views or interests of their constituents, and have no accountability to them.

· There are no effective mechanisms for ensuring the accountability of the Executive Board as a whole for the exercise of its duties.

These shortcomings give rise to additional asymmetries between developed and developing countries, compounding the effect of the weighted voting system.
· Only developed countries have “appointed” Directors who are effectively accountable to them.

· The Managing Director is always a Western European, and is effectively selected exclusively by Western European countries.

· 50% of Executive Directors representing low-income countries are dissatisfied with the accuracy of the Managing Director’s summings up of Board meetings which determine the Board’s decisions.

· Senior appointments are overwhelmingly dominated by developed country nationals.

· The independence of developing country Directors is compromised by their need to maintain good relationships with staff and management, due to the dependency of their constituents on IMF lending, which many find a constraint on what they can say in Board discussions.

· Larger constituencies, and active involvement in negotiations on their constituents’ IMF programmes, imposes vastly greater workloads on developing country directors than their developed country counterparts.

· This is compounded by the inadequacy and late arrival of documents for Board discussions and the more limited capacity of their constituents to provide technical support.

· This seriously impairing the ability of developing country Directors to participate effectively in policy discussions.

· Their much smaller votes require developing country Directors to build much larger alliances, and across a much broader range of national interests, to have any influence at all on the outcomes of Board discussions.

· The absence of the effective coordination mechanisms available to the developed countries (notably the G7 and the European Union) make this much more time-consuming so that it is prevented by time constraints and workloads.

Moreover, this system is locked in place by leaving all decisions about reforms of the governance system to be decided through the very mechanisms which need reform, so that those countries which have a privileged position are able to block democratic reform.

This system violates almost every imaginable principle of democracy, transparency and accountability. Any country which attempted to implement a system of this type at a national or local level would rightly be subject to international condemnation. Far from off-setting economic inequality, it institutionalises and entrenches it; and in so doing, it turns the IMF into an instrument of neo-colonial control, providing a mechanism through which developed country governments can once more direct the policies of developing countries much as they did in the colonial era.

It is hardly surprising, therefore, that the IMF has failed to serve the interests of the majority of the world’s population who live in absolute poverty, or that it is so profoundly unpopular and has such minimal credibility across the developing world.
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