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ABSTRACT

The international community needs the IMF to fulfill its purposes in monitoring

the internationalinancial systemHowever, the IMF does neatisfy the

international community’s expectations, because the IMF lacks good governance.

After identifying and addressing three key questions regarding IMF governance, |
propose that the IMF adopt bloc voting@new decisiemaking system, which
would require the acceptance of an amendment to the Articles of Agreement. The
bloc voting system would create two sets of voting blo@2con blocsO and
Oregional blocsO, and the IMF member countries would havee tihraugh

voting blocs to make decisions. By accepting the bloc voting amendment, the IMF
would satisfy the principles of participation, accountability, and effectiveness,
thereby restoring good governance and fulfilling its purposes.

Keywords: IMF, Aticles of Agreement, bloc voting
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INTRODUCTION

After World War I, the International Monetary Fund (IMF) was
established to restore and maintain stability in the world financial system.
However, many observersscholars, policymakers, and othershave criticizel
the IMF by assertinghat the institution has neither prevented nor solved the
various global financial crises that have arisen since the 1@ a cursory
survey of those criticisms reveals that the IMF, at the very ldastnotenjoy
the success that the international community has expected it to achieve. This
dissertation will examine some central reasons for this situatioat is, what has
prevented the IMF from successfully carrying out its functions as expeeted
on that basiswill propose a possiblalteration to the IMAn order to hel@ddress
this situation

My approach in undertaking this ambigproject is to identify and
address three key questions:

1. After 60 years, @kes the international communggill need an
international financial institutiohke the IMFin order to maintain stability dhe
international monetary systén In other word, is the IMF still needed?

! Daniel Bradlow,The Changing Role of the IMF in the Governance of the Global Economy and
its Consequenceénnual Banking Law Updates Paper, University of Johannesburg, 1, (2006).

* An international financial institution is one kind of public internaticsrganization providing
financial services, particularly to the states that create it and compose its membership. A more
detailed explanation will be offered in Chapter Three.



2. If so, why might it be that the IMF, as we observdags notarry
out itsassignedunctionsas expectedr to enjoy the success that the international
community askof it? In shortwhy isthe IMF not work ing as expecte@

3.In what way should the IMF make chasde addresshe issue of its
unsatisfactory performancé? other wordsin what waysshould the IMF

reform?

This dissertation is aimed at examining and addressing these three key
guestions, and at exploring in particular a cluster of issues relating to the
governance of the IMF. Thdissertatiorproceeds as follow€hapter One
explainsthe background circumstances and reasons for the establishment of the
IMF, as well as the governance structure of the IMF as originally formulated and
as revised slightlpver time Chapter One also brieflptroducesthe IMFOs
reforms in the 2000s that were designed to bring some improvements to the

governing structure of the institution.

Chapter Two provides a “literature review” — that is, a brief summary of
previous scholarly writings on the main topics at issue in this dissertation, along
with an analysis of their methods and conclusions. Special attention is given to
three authors whose work aligns directly with the three key questions identified
above, and whose reputation and expertise warrant respect. The particular works
examined in Chapter Two are: Philipp Maier’s Do We Need the IMF to Resolve a
Crisis? Lessons from Past Episodes of Debt Restructuriz@)7 Bank of
Canada Working Paper; Ngaire Woods” Good Governance in International
Organizationsa 1999 paper published in the journal Global Governance; and
Daniel Bradlow’s Stuffing New Wine into Old Bottles: The Troubling Case of the
IMF, a 2001 paper published in the Journal of International Banking Regulation.



Perhaps a brief preview of these three crucial works would be in order.
Maier’s scholarship discusses the first key question and contends that we do not
need the IMF anymore. Woods’ writing proposes principles and standards of
international institutions’ good governance, thereby providing a model by which
this dissertation is able to address the second key question and conclude that the
IMF does not have a good governance structure. Bradlow’s work focuses mainly
on the third key question, by listing five distortions of the IMF and pointing out a
list of reforms that the IMF should undertake.

In addition to these three authorities, of course, numerous other observers
have made assertions about, offered critiques of, and proposed changes to the
IMF’s governance structure. Chapter Two also discusses these contributions to
the literature, although in somewhat less detail than is devoted to the three works
mentioned above. As a consequence of this two-level approach, Chapter Two
offers a broad foundation for understanding how the IMF and its work have been

evaluated by a wide range of observers.

Having introduced the key issues and survehe@xisting literature on
them, thisdissertation then turna Chapter Threéo a close examination of the
first andsecond key questions. To answer the first key questisthe IMF still
needed- | will first review the origins of international organizations and
particularly international financial institutions. I will then focus on the purposes of
the IMF, based oArticle | of the IMF Articles of Agreement. My assessment of
whether we still need the IMWill be based on whether or not the purposes stated
in Article | are necessary (that is, whether they still need to be fulfilled) in the
world today. To anser thesecond key questioawhy is the IMF not workingas
expected- | will concentratemy attention on the governance of the IMF, because
the governance of the IMF determirthe economic contributiongs members
make to itand its role within the internationfinancial architecture. Indeed, the



policies and the decisions of the IMF necessarily emerge from its governance
structure- thedecisionmaking system and thmower relations within the
institution If theinstitutionOgovernancestructure is unwieldpr unfair, and
thereforedoes not work well, the IMF will likely adopt policies that ineffectively
serve itpurposesBased on WoodsO good governance theory, | conclude that the
IMF fails to pass the participation test and the accountability test, and dles

not have good governandeis important to acknowledgef oourse thatthe IMF
has started to resparothe criticisms leveled at ikoncerninggovernance issse
andhasconducted significant reforms in the 2000s. | close Chapter Three by
enumeratingnd briefly explaininghose reforms anbly examiningwhy the sorts
of reforms already accepted and undertaken by the-lldFinstance, a simple
quota reallocatior are inomplete and will not solve thastitutionOgood

governance problem.

Chapter Four answers the last of the three key questions oh malyi
study has concentratedn what ways shoulthe IMFreform Based on the
discussion in previous chapters, | contem@hapter Four that the IMFOs
decisionmaking structure needs to be reformed in some rather fundamental ways.
Indeed, the IMF needs a carefully construaedsionmaking system which will
ensureghatthe IMF can and doesieet the participation, accoaility, and
efficiency principle of good governance. In support of this proposition, | first list
and compare several mapggcisionmaking systemshat are pertinenor
potentially pertinent, to the IMF. These inclutie rule of unanimity, the rule of
majority, the weighted voting system, the consemlgysoachand the bloc voting
systemBased on threelevant factors, | conclude that a special form blioc
voting system would work best for the IMRdeed, he cluster of topics could be
thesubject of a geat deal more research thamave been able to carry out in a
limited time. Some further detailed work on the issues might include research into

the literature on public choice theory and in political science more generally to



address thepolitical economyO of legislatintgpe decisiormaking processes.
However,conducting research on the literature on political science such as the
public choice theory is beyond the scope of this dissertatlua.dissertation

could only focus on some dié basic factors and reasoning from the legal
perspective and make a bold proposal that the IMF adopt bloc voting as a new
decisionmaking system, which would require the acceptance of an amendment to
the Articles of AgreemenWith certain variations, stica bloc voting system has
been adopted by some international organizations, but not yet by any major
international financial institution. A key aim of Chapter Four is to explore why
and how this new element might be introduced into the IM#fopose

amendment to the IMFOs Articles of Agreement, along with three hypothetical

cases, explains how the IMF would operate under the bloc voting system.

Chapter Five offers the overall conclusions of my reseito these
important issuedt gives a quick retrgpective examination of the three key
questions at issue in the dissertation, and conssdeng of the Onext stepO issues,
such as how the circumstances of the international community might afford a
reasonable opportunity in the coming yearactually @optsuch a reform ithe
IMF governance.In order to restore good governance, the IMF should adopt the
bloc voting approach as its decisioraking system. Once the IMFOs good
governance is restored, the IMF will betterable to effectively fulfill its
purpose, and therefore help stabilize the world monetary system.



CHAPTER ONE A STATEMENT OF KEY ISSUES: THE IMFOS
GOVERNANCE STRUCTURE IN PRINCIPLE AND
IN PRACTICE

In order to understand and analyze the most important criticisms leveled at
the IMF— especially those relating to its structure and even its very existence
this chapter starts by identifyiramd elaboratingn three specific questionand
then placethose questions in an operational context by exploring the specific
elements ofhe IMFOgpower and control. These elements center on the original
aimsof the designersf the institution, with special emphasis on the techniques
they used to divide authtyiamongthevarious entities that would control the
IMFOsilecisionmaking processe3he fact that those techniquesich as the
weighted voting systemvhich operagésunder a system of Oquotam@now
under scrutiny shows most clearly the pressure that is mounting against the IMF
to bring some degree of reformite decisioamakingsystem. This chapter closes
with an examination of that reform, as it has occurred thus far. By providing an
introdudion to thesekey issues, this chapter sets the stage for a review of the
literature most relevant to the future of the IMF.

l. Three Key Questionaboutthe IMF

As noted in the Introduction, I have identified three questions about the

IMF having to do with its continuing usefulness, its ability (or inability) to



function properly in its current form, and its future. I will elaborate on those three

questions here.

A. QuestionOne Is the IMF Still Neede@

The IMF has been severely criticized for decades. One of the most
extreme criticisms ian existential one thatthe IMF is not needed any maaad
therefore should be abolishe&ghme critics have cited the fatiat some of the
IMFOs member countries thinle institution does them no good, as evidence that
the IMF is no longer needed. Omanifestation of this sentiment can be seen in
the fact that some countries have, in recent years, refused to accept the IMFO
conditional loansluringa time of financial crisi$ When the IMF was createits
basic function was to stabilize th@rldOs system ofirrencyexchange rage
After thecollapseof the Bretton Woods systemof fixed exchange ratethe IMF
focused onts lending function and becametlard party between dédr countries
and creditor countries in responding to balance of payment diffictilHesvever,
becausenany countries are not satisfied with the conditiatachedo IMF
loans, andare able to obtain loans from other sourcesn#ezifor the IMF is
once agaimuestionedMoreover, the dissatisfaction with the IMF comes not only
from potential (and actual) borrowing countries, foam economically advanced

’ For examples of the sort of rejection the IMF has seen from some of its memninéries see
Egypt Declines $750 Million IMF Rescue Lo@ssociated Presayailable at
http://bigstory.ap.org/article/egypieclines750-million-imf-rescueloan (noting that OEgypt has
rejected an offer of a $750 million rescue loan from the Intnmalt Monetary FundO in March
2013). Another example would be Hungage Hungary Throws out Monsanto and The IMF
availableat http://theautomaticearth.com/Finance/hungiémpwsoutmonsanteandthe-imf.html
(noting that in 2011, officials of Hungarydk the extreme action of rejecting the IMFOs loan,
accusing the IMFOs condition OunacceptableO). Recently, the Hungarian prime minister even
unfriended the IMF on FacebodkeealsoPablo Gorondi, Associated Preklngarian Prime
Minister Unfriends IMF orFFacebookavailableat http://finance.yahoo.com/news/hungasian
prime-ministerunfriendsimf-facebook163727148finance.html.

* For the IMFOs description of these developmeatd,he IMF, The end of the Bretton Woods
System (197B1), availableat http//www.imf.org/external/about/histend.htm.



countries as welManyindustrialized countriebelievethat Oas debt

restructurings have limited impacts on financial stability nowadays, the IMF is no
longer needed to limit negative consequences on advanced countriesO
economies.n short, many countries do not regard t-las necessary in the

international financial system.

The IMF, on the other hand, has tried to persudfi@al authorities and
othersthat it still provides valuable servige for instance, that it plays a critical
role in preventing the shortage ofémn exchange in developing countries. On
the IMFOs official websitanimaginary scenari@ portrayed in order to illustrate
some serious economic problems that could afflict a coifrttng IMF did not
exist’ As explained there, O[t]lseenaridnvolves a wireless phone dealer in the
mythical land of Yak, which is suffering from a shortage of foreign exchange
because of the government's mismanagement of the country's monetary system. In
the scenario, there is no IMF to turn to in order to resolvie awrrency crisi®
However this scenariconly underscorgthe importance of a Othird partyO to
facilitate negotiations between debtor countries and creditor countries. It might
easily be conceded that the demand for such a third gtdrgxists buthat it
may notbe the IMF that should satisfy that demand.

In short, the question ovére necessity of the IMF is controversial. But to
discuss the necessity of the IM#Eis essential to look at the original grosnah
which thelMF was establishedf the original ground— the purpose of the IMF
do notstill exist,then the IMF is no longer needed and should be abandoned. If
the grounds do still existhen the IMF or some other international financial

> Philipp Maier,Do We Need the IMF to Resolve a Crisis? Lessons from Past Episodes of Debt
Restructuring Bank of Canada Working Paper, at 10 (2007).

% SeeThe IMF,Why do we need the IMF? Smoothing the bumpsdiilow of foreign exchange
availableat http://www.imf.org/external/np/exr/center/action/eng/exchange/index.htm.

" For an analysis along these linesgMaier, supranote 5, at 10.



institution, is needed in the world todayn Chapter Three, where | explore this
issue, | will conclude that the IMF is still needed because the purposes stated in
the IMF Articles of Agrement still exist. Furthermorewiill discuss why the best
solution is toreformthe IMFrather than to relpn another international financial

institution orto create a new one

B. QuestionTwo: Why Isthe IMFNot Working as Expected

The current financial crisisthat is, the one that gripped the world
beginning around 2008 and still causes great difficulties for many econemies
has once again raised doubts about the IMFOs capacity to fulfill its mission.
Indeed, the international oomunity— a group of governments and peoples in the
world — expectghe IMF torestore its central role as the principal multilateral
institution in responding to the global financial crisiEhe IMF could and should,
according to its purposes imaginedlibv4, takeleadershipf its member
countries incombaing the worldwide economic and financial crisis. However,
many believe that the IMF does not effectivilifill its intended role to stabilize
the international monetary systévlany scholas have attributed this problem to
the IMFOs governance structure and have called on the institutionOs membership to
restructure the architecture of the INF@mehave proposed to form what one set
of observers referto as Oa more legitimate, accountadnel, effective IMF.0
The implication of such criticisms and suggestions, of course, is that the IMF is
not able under its current structure fulfill whatever functions the international

community wishes to assign to it.

*IEDWIN M. TRUMAN, REFORMING THEIMF FOR THE21ST CENTURY 6 (2008).
9
Id.

'” Ruben Lamdany & Leonardo Martingaz, Studies of IMF Governance: A Compendjum
International Monetary Fund 1 (2009).



Perhaps it is inevitable thatitics would be able, without much trouble, to
identify reasons why the IMF cannot function properly in its current form. After
all, consider the passage of time: The IMF was crea&ddoverhalf a century
ago. Over the past decades, both the political and economic situatibes
world and its nationkave rapidly changed. The Berlin Wall fell. China opened its
gatesand its GDP grew at double digit rataghe 1990sYet themain structual
features of théMF, as well agthose ofother major international financial
organizationshaveremainedargelythe same. In fact, as will be explained
further below, the IMF can be seen as having changed the least among the major
global economic @anizations.

Many scholars haveoncentrated special attentiemften negative- on
the governance structure of the IMikdeed, the governansgructures
absolutely fundamental the IMF,inasmuch as it is through the operation of the
governancstructure thathe IMFOs economic contributions and its role within the
international financial architectuege determinedf the governanceegimedoes
not work well, the IMF will likely adopt policies that ineffectively serve its
purpose as stated ind Articles of Agreement or at the very least will adopt
policies in a manner that those participants who are displeased with the
governance structure will reject, thereby sabotaging any hope for success in IMF
operationsPrinciples of good governanckaild be defined, and the IMF should
be tested based on such principles. If the iMgfe to failthe test, then the IMF
can be proved tonothave good governance.

Most scholarsleliberating over these issuesus on the need to put in
place somadjustment of the voting poweétshat lie at the heart of the
institutionOs regime of controbn grounds that theoting related aspects of the

current governance structure stand in the way of a successful fulfillment of the

d. at 4.



IMFOs mission. Specificallpme observers suggest transferring some volume of
guotaallocations, which will be explained fully below, emerging market

countries, while others suggest a reallocatmrfurther reallocationyf the se

called Obasic votegdlso explained belowpr the sake of lowncome

countries'?

Indeed it appears that the IMF itself albasrealizedthat there is validity
to the underlying message of these suggestidhat its existing governance
structure is a key impediment that prevents the institditeon working properly
—andhasbegunto take steps toward refori@tarting fromthe year 208, the IMF
initiated perhaps the most widanging governance refosm its history:
Significantweight ofvoting power has, as a result of that reform progtaaen
shifted to emerging markets and developing countries, and the arrangements for
each countryOs Obasic vote® Iheen revised in a way that establishes a fixed
rate designed to retain some significant voting power for the smallest member
countries* The IMF has claimed that this reform will lead to a Omore legitimate
and democraticBund.”

However, against the entire backdrop of the IMFOs governance structure,
the IMFOseforms inthe 2000smight be seeas relatively modest in scope aasl
falling shat of being adequate to solve what many would consider the ctne of
IMFOs good governance problethat the IMF does naheet the participation,
accountability andeffectivenesgrinciples of good governanddecause the
problem is caused by the IMFOs structures, therefore, the IMF needs a carefully

124.

1 See for instance, The IMAMF Board Approves FaReaching Governance Refornhis!F
SURVEY (2010). There were two reforms in the year 2008 and 2010 respectively, which will be
discussed later in Chapter One.

4.
5.

11



constructed voting system rather than a simple quota trahsférfurther
elaborate on these points in tiscussion in Chapter Three.

C. Question Threen Wha WaysShould the IMFReform?

This third question builds on tl@swergiven tothe first and second
questionsAssuming that there is still a role for the IMF inlayOs world, and
assuming thathe IMFOs governance structcoastitutes an impediment tioe
institutionOs effective playing of that rdteen naturallyone would rase a
guestion that isbout low to reform the IMF.

A range of solutions have been offeradd we- that is, the international
community and those who seek to guide it towardrovements- need to know
what the bessolution is or would be. Is tH#F on the right track with the cluster
of governance reforms that the IMF conducted in the Z08Bwuld it continue to
shift some volumes of quota from developed countries to thel@®ng
countries? Should the United States retaieffisctiveveto power, which makes it
able to block any major decisions in the Fund? Should the borrower (debtor)
countries or lending (creditor) countries have more influence in the IMF? | will

attemp to answer thesand other relateduestions irChapter Four

Il The Governance Structuref the IMF

Before attempting a careful study of the three key questions posed above,
we must establish a solid foundation for understanding the IMF and its current
governance structure. The following pages are intended to build that foundation
by examining some especially relevant aspects of the IMF’s creation in 1944:

these include in particular the adoption of an unusual system for quantifying each



member country’s level of participation in the institution — the “quota system” —
and the ways in which that system bears on the allocation and importance of votes
as a practical matter at the three levels of IMF governance, namely the Board of

Governors, the Board of Executive Directors, and the management team.

A. TheEstablishment of the IMF

After World War II,the worldwas facinghree seriougconomic
problems: the devastation of Eurgjas caused by thenprecedented level of
military attacks and destruction during testilitie, the collapse of the global
economy(particularly the instability caused by wild currency exchange rate
fluctuations) '° and trade protectionis(following the extravagartiikesin tariff
and nontariff barriers imposed in the 19303)The United Nations Monetary and
Financial Conference)so known as the Bretton Woodederence, was held in
BrettonWoods New Hampshiren July 1944 tcaddresshese economic
challenges? During the conference greements were signed to establish the
International Bank for Reconstruction and Development (IBRD) and the IMF.

There were 35 original member countries of the IMF, including: Belgium,

16 NGAIRE WOODS THE GLOBALIZERS: THE IMF, THE WORLD BANK, AND THEIR BORROWERS16
(2006).

17 John W. HeadThrowing Eggs at Windows: Legal and Institutional Globalization in the-21st
Century Economy50U. KAN. L. REv. 731, 749 (2002).

'8 According to Peter Coffey, a Professor Emeritus of International Management at the University
of St. Thomas and the U.S. Westdowel Chair in International Management, there were three
basic aims at Bretton Woods: O1. to create some form of credit organization which would give
temporary assistance to countries facing balarigeayment problems; 2. to create some form of
internationalcapital agency thus averting the former erratic and destructive international capital
movements, and, 3. to set up an international trade organization which would devise and apply
international trading rules.O Of course, the outcome at Bretton Woodst @ixiwtly fulfill the
expectations of these three aifRETER COFFEY& ROBERTRILEY, REFORM OF THE

INTERNATIONAL INSTITUTIONS THEIMF, WORLD BANK AND THE WTO 3 (2006).



Bolivia, Brazil, Canada, Chile, ChiffaColomba, Costa Rica, Cuba,
Czechoslovakia, Dominican Republic, Ecuador, Egypt, Ethiopia, France, Greece,
Guatemala, Honduras, Iceland, India, Iran, Luxembourg, Mexico, Netherlands,
Norway, Paraguay, Peru, Philippine Commonwealth, Poland, Union of South
Africa, United Kingdom, United States of America, Uruguay, and Yugosfavia.

Two years later, i1947 arother agreement, the General Agreement on Eariff

and Trade (GATT), was signed. By signing these agreements, the international

community started to address &ltée serious economic problems.

These three organizationor, more precisely, two organizations and a
treaty regimé — were created for separate purposes. The IBRDOs mission was to
finance the reconstruction of European countries devastated by the war, thereby
addressing the first of the three serious economic problems identified above. The
GATT was designed for tradégralization, thereby addressing the third of the
three serious economic problems identified above. The IMF was set up to oversee
the international monetary system and to maintain the stability of exchange
rates’> One of the outcomes of the establishnafrthe IMF isto helpaddress the
second of the three serious economic problding.Articles of Agreement of the
IMF entered into force on December 27, 19448 the IMF was officially

' Here, China refers to the Republic of China (Taiwan). The membership of the Reffhina
in the IMF ended in 1980. Its membership was replaced by that of the PeopleOs Republic of China.

%% JAMES RAYMOND VREELAND, THE INTERNATIONAL MONETARY FUND: POLITICS OF
CONDITIONAL LENDING 6 (2007). The member countries list was reported irSthemary
Proceedings of the First Annual meeting of the Board of Govertoss.

11t is significant for some purposes to recognize that the GATT was never a true international
organization with legal personality of the sort that the two Bretton Woodsutistis— the IBRD

and the IMF- were endowed with from their creation. It was not until the World Trade
Organization (WTO) came into existence in 1995 that the issues of multilateral trade relations
were OhousedO in an international organization withegahpersonality.

*For a description of the first part of this explanatiseelnternational Monetary Fundistory,
availableat http://www.imf.org/external/about/history.htm



established in May 1948. As of 2013 the IMF has a neaglobal membeship of
188 countries*

TheIMFOs operations are to be govelmgtheArticles ofAgreement?
Article | states the purposef the IMF

(i) To promote international monetary cooperation through
a permanent institution which provides the machinery for
consultation and collaboration on international monetary problems.

(ii) To facilitate the expansion and balanced growth of
international trade, and to contribute thereby to the promotion and
maintenance of high levels of employment and real income and to

* The Articlesof Agreement of the IMF- also referred to as the IMF Chartehas been amended

six times, in the 1960s, the 1970s, the 1990s, and the 2010s respectively. The first amendment,
which entered into force on July 28, 1969, introduced the special drawing3IigR). The SDR

will be explained in the following sectioBeeAmendment of Articles of Agreement of the
International Monetary Fund, approved May 31, 1968, 22 U.S.T. 2775, 726 U.N.T.S. 266. The
second amendment entered into force on April 1, 18@8Second Amendment of Articles of
Agreement of the International Monetary Fund, 29 U.S.T. 2203, T.l.A.S. No. 8937, 15 I.L.M. 546.
The third amendment entered into force on November 11, 1992, providing that a member country
could be subjected to a sanctiongsension of voting rights) if it fails to pay its arrears to the

IMF. SeeThird Amendment of Articles of Agreement of the International Monetary Fund,
approved June 28, 1990, 31 |.L.M. 1307, 1:3@9 The fourth amendment was approved on
September 23, 199@nd entered into force on August 10, 2009. The fifth amendment was
approved on May 5, 2008, entered into force on February 18, 2011. The sixth amendment was
approved on April 28, 2008, and entered into force on May 5, 2008. The fourth amendment
concernednatters of SDR allocations. The fifth and sixth amendments concerned matters of
governance structure reforms, which will be fully discussed in the later chapter. There is currently
a proposed amendment of the Articles of Agreement on Reform of the ExeeBotivd and

Consents to 2010 Quota Increase. As of April 29, 2013, 136 members having 71.31 percent of
total voting power had accepted the amendment. Once it is accepted bfjftisesf the Fund's

188 members (or 113 members) having 85 percent of the'$-total voting power, it would be

the seventh amendment. All citations hereinafter to the IMF Articles of Agreement reflect the text
following the sixth amendmen&eethe IMF,the Articles of Agreement of the International
Monetary Fundavailableat http://www.imf.org/external/pubs/ft/a&eealso JOHN W. HEAD, THE
FUTURE OF THE GLOBAL ECONOMIC ORGANIZATIONS: AN EVALUATION OF CRITICISMS LEVELED

AT THE IMF, THE MULTILATERAL DEVELOPMENTBANKS, AND THEWTO 22 n. 12 (2005).

** Seethe IMF, the Articles 6 Agreement of the International Monetary Fuadailableat
http://www.imf.org/external/pubs/ft/aa/.

% |d. Introductory ArticleOThe International Monetary Fund is established and shall operate in
accordance with the provisions of this Agreement as @ailgimdopted and subsequently
amended.Qeealso Guy BrucculeriA Need to Refocus the Mandate of the International Monetary
Fund and the World Banik 7 WINDSORREV. LEGAL & SOC. ISSUES53 (2004).



the development of the productive resources of all members as
primary objectives of economic policy.

(iif) To promote exchange stability, to maintain orderly
exchange arrangements among members, and to avoid competitive
exchange depreciation.

(iv) To assisin the establishment of a multilateral system
of payments in respect of current transactions between members
and in the elimination of foreign exchange restrictions which
hamper the growth of world trade.

(v) To give confidence to members by making theegal
resources of the Fund temporarily available to them under
adequate safeguards, thus providing them with opportunity to
correct maladjustments in their balance of payments without
resorting to measures destructive of national or international
prosperty.

(vi) In accordance with the above, to shorten the duration
and lessen the degree of disequilibrium in the international
balances of payments of membéts.

Based on the purposstated in Article I, the focus of the IMF hagolved
constantly in respoeso the world economic situatio®ome highlights of this

evolution are given in the account tiatows.

During its first three decades (1944), the IMF mainly focused on
managing the par value system of fixed exchange fdteter the par value
systen, the value of a currency is fix¢ide., made unchangeable) in relatton
the value of eithegold or the U.S. dollat. In other words, the dollar is a standard
of fixed gold content and Oa par value expressed in terms of that dollar is fixed in
terms of gold as well, although indirectfy. Onder the par value system, any
country thatQvished to maintain the same relatibigsin terms of the units of its
currencyto the current U.S. dollar had change the par value of its currency as a

*® IMF Articles of Agreement, Atrticle 1.

*" Joseph GoldThelLegal Structure of the Par Value SystérhAw & POLICY INTERNATIONAL
BUSINESS157 (1973).

Bd.



result of the change in thmar value of the dolla@’® This par value system helped
stabilize the currency exchange rate in the worldatttime.

Starting in 197 1the United States openly abandoned the par value
system’ (following somedeparturesind aberrations by some other major
countries as wellJand theanember countries of the IMF wei@rced to change its
charter to reflect the reality of the fact that it no longer had any power to manage
the par value systerm the 1970s, in addition to struggling with these strattur

issues, lte IMFbegan tdocus onthe paymentlifficulties of poorcountries.

Starting in 1982the IMFfocused on coordinatinpe gbbal response to
the debt crisethat eruptedn the1980s. During that periodeveral countries in
Latin America and some other developing regiavere unable to repay tlzans
(or evenservice the periodic payments on theéhgt they had taken from
commercial banksso they called othe international communitipr help?' This
crisis became public when, August 1982, Mexico declared that it could no
longer service its debts and banks suddenly stopped lending to Latin Aferica.

Thedebt crisisquickly spread to the rest of the world.

Fromabout1990,following the fall ofthe Berlin Wall and the dissolign
of the Soviet Lhion, the IMF begafunding and facilitatinghe economic
transformation of former Soviet Union countreasd satellitesin addition, the

2d.

% SeeRichard Nixon Address to the Nation Outlining a New Economic Policy: The Challenge of
Peace.;'available at
http://lwww.presidency.ucsb.edu/wddiex.php?pid=3115#axzz1UZnES7PMon (Nixon gave a
speech on August 1971, announcing end of gold to dollar convertibility).

3! Economics of Crisid,essons from the 1980s Debt Default Crisemilableat
http://www.economicsofcrisis.com/eighties.html.

2d.

3 Kenichi OhnoDebt Crisis of the 1980availableat
http://www.grips.ac.jp/teacher/oono/hp/lecture_F/lec10.htm



IMF provided financial assistance to the victimshef 1990s financialrises **
The 1990s crisescludethe Mexican crisis in 1994, the Asidanancial Qisis in
1997, the Russian crisis in 19@8\dthe Brazilian crisis in 1999°

Sincethe year2008, the IMF has been on the front lines in lending to
countries to helphemsurvivethe currenglobal financial crisis® The 2008
global financial crisis is far more severe than the previous crises mentioned
earlier. Many say it is the worst financial crisis since the Great Deprésion.
Numerous causes for the financial crisis have been suggasted,widely
accepted reason is that the bursting ofuhded Statesiousing bubble caused
the values of securities tied ttee United Stateseal estate pricing to plummét.
This caused a chain reaction and consequently damaged financial institutions

globally

To summarizealthough the focus of the IMF has evolved constantly in
response to the world economic situation, the performance of thbaksiF
consistentlyfocusedon international monetary issues including cooperation,
development, exchange stability, and payment difficulties assistance, all of which

are stillfully consistent witlthe purposes stated in Article 1.

** The nature of the 1980s crises and 1990s crises were quite different. The 1980s crises involved
long-term commercial bank debt which was accumulated in the public sector. The governments of
developing countries were unable to repay the debt, so finaastale operations became

necessary. The 1990s crises, by contrast, were often caused biegharommercial bank debt

and/or securities market investment. Particularly in the case of the Asian Financial Crisis, which
erupted in 1997, the private sectoo{ the public sector) was the main culprit. See Debt Crisis of
the 1980savailableat http://www.grips.ac.jp/teacher/oono/hp/lecture_F/lec10.htm

3d.

*® International Monetary #hd, History, availableat
http://www.imf.org/external/about/history.htm

37 James CrottyStructural causes of the global financial crisis: a critical assessment of the Onew
financial architectte QCAMB. J.ECON. 563 (2009).

** Michael Simkovic,Competition and Crisis in Mortgage Securitizati@&8IND. L.J. 213 (2013).
39
Id.
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B. TheQuotaSystem

Having reviewedhe historical purpses of the IMF, it is time to turn ta
surveyof the IMF current governance structure. The following section will lay a
foundation for an understanding of the operational framework of the IMF. Among
all components of the IMF, the quota system plays the most significant role in the
IMF decision-making process. If we were tolook at the IMF as a company, the
guota would be its shares. Jasthe shares and their ownership and powers
they represent are essential to a companyOs governance, the quotaeaise
central componesbf the IMFOgjoverning structure.

Quotas are regulated byet IMFOarticles of AgreementArticle 1.

Article Il definesthe quotassfollows:

Each member shall lessigned a quota expressed in
special drawing rights. The quotas of the members represented at
the United Nations Monetary and Financial Conference which
accept membership before December 31, 1945 shall be those set
forth in Schedule A. The quotas of ottmembers shall be
determined by the Board of Governors. The subscription of each
member shall be equal to its quota and shall be paid in full to the
Fundat the appropriate depositoty.

Quotas were assigned to each member country titl@emembejoined
the IMF. Quotasare denominate(since the 1970afterthe first Amendmentin
Special Drawing Rights (SDR$)The SDR is the IMFOs account unit and was

0 IMF Articles of Agreement, Articles I, section 1.

*I See Id Special Drawing Rights (SDRs) are the IMFOs units of account, and quotas are
denominated in SDRs. According to Article XII, each member country is assigned one vote for
each 100,000 SDR for its quota. Those votes are also calledlzpsed votesSeethe IMF

Articles of Agreement, Articles XlI, section 5 O(ii) The quoésed votes of each member shall be
the number of votes that results from the allocation of one vote for each part of its quota
equivalent to one hundred thousand special drawing righez@Isdrichard N. Cooper & Edwin
M. Truman,The IMF Quota Formula: Linchpin of Fund RefarRoLiCcY BRIEFSIN

INTERNATIONAL ECONOMICS 3 (2007).



created in 169 as a reserve asset to supplement the supply of Gl Bretton
Woods System containeoh internal contradiction that the increasing demand for
international liquidity wald requirethe United State$o run a payments deficit to
supply more dollars to the worfd However, such a payment deficit would also
undermine confidence in the link tife U.S. dollar to gold, thieundationof par

value systen’

To counteract shortfall of preferred foreign exchange reserve gssets
initial threebillion SDRs were created and allocated among member countries in
1970% The SDR is currently defined aglasketturrencyO whose value is
governed by a combination of the values ofth8. dollar (63.2 centsihe Euro
(41.0 euro centsjhe Japanese yen (18.4 yen) ahdPound sterling (9.03
pence)?® As of 2012, there ar204 billion SDRs altogethen existencé’

Accordingto the Articles of Agreement,uptas determine three aspects of
amember countryOs relationship viitaIMF: First, the voting power in the IMF
is based on quotdsEach member country is assignefikad portion of basic

*2 William provides a good explanation of why it was given the name Special Drawing Right:
OBecause of a contiing disagreement over whether the new reserve asset should be considered
money (Opaper goldO) or credit (since countries receiving assets had to reconstitute a part of their
endowments in due course), it was given the anodyne name, Special Drawing Seghitiih
Williamson,Understanding Special Drawing Rights (SDHX)LICY BRIEFSIN INTERNATIONAL
EcoNomics2 (2009).

“d.
*1d.
d.
*1d.

*" MARTIN A. WEISS INTERNATIONAL MONETARY FUND: BACKGROUND AND | SSUESFOR
CONGRESS6 (2012).

* SeelMF Articles of Agreement, Articles XlI, Section 5 (a). OThe total votes of each member
shall be equal to the sum of its basic votes and its ¢pastad votes. (i) The basic votes of each
member shall be the number of votes that results from the equriddudisn among all the
members of 5.502 percent of the aggregate sum of the total voting power of all the members,
provided that there shall be no fractional basic votes. (ii) The asted votes of each member
shall be the number of votes that resfribsn the allocation of one vote for each part of its quota
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vote® plus one vote for each 100,000 SEBr its quota” In other words, the
assigned quotlor a member also determines the slwdrallocations of SDRs for
thatmember counyrand its voting power. For exampkes of May 2013the
United States has the largest qud®122.4 million SDRs1(7.69percentof total
quotd, thus possessindP1,961 votesl(6.75percenif total voted.’' China has
9,525.9 million SDR¢4 percentof total quotd an amount that yields far 95,996
votes (3.81percenbf total vote$.”

Second, quotas affect how mugimember country has to payarthe
IMF in terms of a subscriptiol.An amount equaling5 percenbf the
subscriptioris payablein SDRs or convertible foreign exchantand 75percent

equivalent to one hundred thousand special drawing righéez@ISdANIEL BRADLOW & DAVID
HUNTER, INTERNATIONAL FINANCIAL INSTITUTIONSAND INTERNATIONAL LAW 4 (2010).

* Basic votes are the sanar fll member countries. It is assigned to each member country when
they joined the IMF. The concept of basic votes is based on the idea of equality among all member
countries. See Ariel Buir&keforming the Governance of the IMF and the World BANCTHEM

PRESS, 83, (2006). A more detailed discussion of basic votes can be found in the following
section.

Y BRADLOW & HUNTER, supranote 48at 4.

I IMF, IMF Members' Quotas and Voting Power, and IMF Board of Govermvailable at
http://www.imf.org/external/np/sec/memdir/members.aspx#U

S20d.

> SeelMF Articles of Agreement, Article I, Section 1, OEach member shall be assigned a quota
expressed in special drawing rights. Thetga®f the members represented at the United Nations
Monetary and Financial Conference which accept membership before December 31, 1945 shall be
those set forth in Schedule A. The quotas of other members shall be determined by the Board of
Governors. Theubscription of each member shall be equal to its quota and shall be paid in full to
the Fund at the appropriate depository.0 The subscription is a financial contribution a member
country expected to make when it joins the IMF. The amount of the sulbmtigpbased on the

member countryOs quota.

>* For example, U.S. dollars.



is in the member countryOs local currentye former 2%ercentportion is
usually also considered as a part of the member countryOs foreign réserves.

Third, quotes determine how much access a member country has to IMF
resources® When a member countrgquess financing, the financial resources
offered tothat countrywould be equal to a certain percentagéfjuota’’
Currently, according to Article \3 member country is entitled to purchase the
currencies of other members from the IMF in exchangarh equivalent amount
of its own currencyn an amount oho more than two hundred percent of its
quota’® Although the IMF often plassa cap on the financinpata member
country can receive, in realigimost all member countries can gain access to

financing wortHar more than their quotas.

TheArticles of Agreemenin fact does not establistefinitively a
particular method for determining quotalsmember countriegnstead, it
authorizeghe Board ofGovernors to determirtbe quotas of member
countries’’ It is commonlyacceptedhatthe Board of Governors assiggsiotas

based ormember countries@onomic variables such as national income,

> The IMF, IMF Members' Quotas and Voting Power, and IMF Board of Governors, available at
http://www.imf.org/external/np/sec/memdir/members.aspx#U.

> SeelMF Articles of AgreementArticle V, Section 3, b, OA member shall be entitled to purchase

the currencies of other members from the Fund in exchange for an equivalent amount of its own
currency subject to the following conditions: E (iii) the proposed purchase would be a reserve
tranche purchase, or would not cause the FundOs holdings of the purchasing memberOs currency to
exceed two hundred percent of its quotaO.

7d.
8 d.

> The Board of Governors is the highest decisitaking body in the IMF. A detailed explanation

of the boad will be provided in the next section. The IMF Articles of Agreement sets quotas for
member countries that accepted membership before December 31, 1945 in Schedule A of the IMF
charter. The Board of Governors decides the quotas of other members anadjastesentsSee

IMF Articles of Agreement Article Ill.



reserves, external trade, and export fluctuatida#l,of which turn orthe
membercountries@conomic sizeandtheir contributiors to the world econom§/.
Eachmember countr§ quota was assessed by a quota formithe current
formula is a weighted average of GDP (weight of 50 percent), openness (30
percent), economic variability (15 percerid international reserves (5

percent)f?

In terms of the assignmeat quotas the Articles of Agreement states that
the IMF should conduct a general review of quotas at intervals of not more than
five years” However, if the IMF determines that any adinent is required, or
upon any member countryOs request, it may review the quota subscription of a
country, or of several countries, at any tithés of 2012, the IMF has conducted
fourteen general reviews of quotas based on theytae cycle’” However,
despitethese changewade bythe IMF quota reviewghe basic pattern of the
IMFOs quota assignmerhat developed countries hawveaggregate mucimore
quotasassigned to therthan developing countrieo - still has not change$.

% LEo VAN HOUTVEN, GOVERNANCE OF THE IMF: DECISIONMAKING, INSTITUTIONAL
OVERSIGHT, TRANSPARENCY, AND ACCOUNTABILITY 5 (2005).

! BRADLOW & HUNTER, supranote 48 at 4.
%2 The IMF,IMF Quotas availableat http://www.imf.org/external/np/exr/facts/quotas.htm.

% IMF Articles of Agreement, Article 1ll, Section 2, (a), OThe Board of Governors shall at
intervals of not more than five years conduct a general review, and if it deems it appropriate
propose an gdstment, of the quotas of the members. It may also, if it thinks fit, consider at any
other time the adjustment of any particular quota at the request of the member concerned.O

“1d.
% The IMF,IMF Quotas availableat http://www.imf.org/external/np/extdcts/quotas.htm.

% A more detailed comparison of voting power of five European countries (ltaly, the Netherlands,
Belgium, Sweden, and Switzerland) and five emerging countries (China, India, Korea, Brazil,
Mexico) can be found in Chapter Three, Sectioi$He supraext accompanying notes 377 to

389 The comparison shows that although the five European countries have significantly less
economic strength, they have nearly the same vote share as the five emerging cBeetries.
Alexandra A. Arkhangelskaydmages and Prospects of BRICS in Afrie#th BRICS Summit
Academic Paper 2 (2013).



As of 2012, theotal of all member countriesO quota subscriptiong4s 2
billion SDRs or approximately310 billion U.S. dollas at the exchange rate
existing as of August 20, 20£2Such a btal quotadoes not seems significant
as itdid in the195Gs, consideringhe size of theurrentworld economy and
world trade%® The world total GDP in 1950 was 5,336 billion 1990 international
dollars® In 2011, the world total GDP was 70,020 billion U.S. dolférs.

Not only hasthe total quota subscription lmue relativelyless
significant butthe need for the IMFOs resourcesatssbeenreduced This is
because athe IMF member countriegfbowing access to world capital markets
and the increased recourse to floating exchahigeleed until just the past
couple of yearghe last such use of IMF resources by economically developed
countries occurred in the late 1970ke rapid dismantling of controls over
international capital transactions in advanced and emerging market economies
also ontributed to this developmenthat is to growing world liquidity and

financing”

In summary, e quota is the mosssentiatoncept for IMF member
countries since it determinesach memberOs contribution to the IMFOs resources,

" WEIss supranote 47 at 6.
% HouTVEN, supranote 60 at 6.

% The international dollar is a hypothetical unit of currency which possesses the same purchasing
power of the U.S. dollar at a given point in time in the United States. Here one 1990 international
dollar equals one U.S. dollarOs purchasing power in thedJsiates in 199GeeDevelopment

Centre StudiesThe World Economybevelopment Centre of the Organisation for Economic Co
Operation and Development 169 (2006).

" World Development Indicators database, World Bank, 15 April 2&&ilableat
http://daabank.worldbank.org/databank/download/GDP.pdf.

" HouTVEN, supranote 60 at 6.
71d.



the memberOs voting power andhisess to financingyhich arethreeof the
most importanaspects of membership in the IMF

C. TheBasic Votes

When the IMF was establishgtthe voting power of each of its members,
and the voting system generallyas regulated brticle Xl of the IMF Articles
of Agreementwhich stateshatOeach member shall have two hundred fifty votes
plus one additional vote for each part of its quota equivalent to one hundred
thousand United States Dollars.&fter the SDR was introducda the IMF in
1969, this section was changeditwo hundred fifty votes plus one additional
vote for each part of its quota equivalent to one hundred thousand special drawing
rights 3’ For this reasorthe vote ofeach membecountryof theIMF consiss of
two componentdasic votesndquotabased vtes.Theamount ofbasic votess
equalfor all member countriesvhich is250 votesThe quota based votase

dependenbn each member coun@/quota.

The fundamentaleason to have a two compongating system is
because¢helMF, as any otheinternational financial institutiorhas adouble
character. Its both an intelgovernmental organization and a financial

institution.®

First, the IMFis an intergovernmental organizatiastablished through a
multilateral treaty signednd ratifiedoy a numbeiof countrieslt is created for a

> BRADLOW & HUNTER, supranote 48 at 4.

™ For the original Articles of Agreement in 198eeAmendments of the Articles of Agreement
of the International Monetary Fund to Expand the Investment Authority of the International
Monetary FundAustralian Treaty Seriggvailableat
http://www.worldlii.org/au/other/dfat/treaties/ATS/2012/5.html.

d.

"% Legal Department and the Quota and Voice Working Group, Proposed Amendment of the
Articles of Agreement Regarding Basic VoeteBreliminary Considerations, 1 (2006).



public purpose and its authority and mandates are based on its Articles of
Agreemento which all member countries are partyor this reasorbecause of
its public purpose, the IMRas to take the interest af member countries into
account, even those leatveloped member countries with scant voting power.
Thepurpose of théasic votesvasto Gerve the function of recognizing the
doctrine of the equality of state¥.O

Secondthe IMFis a financial instiution engaag in financial
transactionswhich makes isimilar to a markebased financial organizatidn.
Therefore, in addition to the public purpose, the IMF also has a financial purpose.
The IMFwasmainly funded by developed countries, especiakyUimited States
to achieve this financial purpo8klt wasagreed in the Bretton Woods
Conference that such financial contrilbatshould be recognized as an ingredient
of voting power®' The double voting system is a combination that reflects the
importance of these two purposes.

When the IMF was established, the basic vptageda significant role
and served as an effectireethodto giveat least some significant amount of
voting powerto developingcountrieswho havdessquotabased votesAt the
Bretton Wood<Conference, the 250 basic voteat each member country was
allocated amounted in aggregatelio26percentof the totalvotes in the IMFbut
therewasno constitutional mechanista maintainthe ratio athat, or any other,

fixed rate®” After overhalf acentury, as more and more neauntriesentered the

" BRADLOW & HUNTER, supranote 48 at 1.

" David Rapkin & Jonathan R. StrarRRleforming tie IMFOs Weighted Voting Syst@THE
WORLD EcoNoMmy, 3, 305324, 312, (2006). Rapkin and Strand quoted from GoMotihg and
Decisions in the International Monetary Fut (1972).

" BRADLOW & HUNTER, supranote 48 at 1.

% This situation has dramatityachanged, which will be discussed in Chapter Three.
! BRADLOW & HUNTER, supranote 48 at 1.

21d.



IMF, the IMFOsverall amount ofjuota expanded dramaticailyby a factor of
about36.7— and yethe basic votes remaidthe samé’ As Bradlow statesghe

basic votesignificantly declined from 11.B8ercentat the very beginningp 2.1
percentn 2006 which means Othe portion of the IMFOs voting system that offered
the smaller and weakstates some counterweight to the dominance of the richest
and biggestountriesm the IMF has been reduced in importaand the

dominance of these richer and bigger countries has been enl@nced

In 2008, the IMFmembership, through an amendment to the Adiofe
Agreementrevised Article Xlland set the basic votasa fixed ratio at 5.502
percenif the aggregate sum of the total voting poWw@y maintaining tis
constant ratio, theew rule will ensure thahebasic votes il no longerbe
diluted by frequenguota expansiom the future No matter how much the quota
based votes or the total vom® to bencreased, such a fixed ratio guarantibes
the developing countrieb@sic votewvill increase correspondingl@f course, the
issue remains open as to whether this modificatiadghesystem for allocating

basic votes offers any significant improvement in the overall governance structure

% The overall quota increased 60.7 percent in 1959, 30.7 percent in 1965, 35.4 percent in 1970,
33.5 percent in 1976, 50.9 percent in 1978, 47.5 pencef®#83, 50 percent in 1990, 45 percent in
1998, and 100 percent in 20eeThe IMF, General Quota Reviewavailableat
http://www.imf.org/external/np/exr/facts/quotas.ht®eealso Ralph C. BryanReform of Quota

and Voting Shares in tHaternational Monetary Fund: ONothingO Is Temporarily Preferable to an
Inadequate OSomething®ookings Institution, (2008). Bryant said OHistorical adjustments in

IMF quotas were dominated by increases granted equiproportionately to every membengccordi

to its existing quota share. This equiproportionate component was on average some 70 percent of
the total increase; in the quota review agreed to in 1978, this fraction was as large as 98 percent.O

% Daniel Bradlow,The Changing Role of the IMF in the@rnance of the Global Economy and
its Consequenceénnual Banking Law Updates Paper, University of Johannesburg, 16, (2006).

% The 2008 Quota and Voice Reforms of the International Monetary Fund will be discussed at the
end of this chapteBeelMF Articles of Agreement, Article XII, Section %)((i) , OThe basic

votes of each member shall be the number of votes that results from the equal distribution among
all the members of 5.502 percent of the aggregate sum of the total voting power of all the
memters, provided that there shall be no fractional basic votes.O This amendment to the IMF
charter was adopted in 2008, and came into effect in 2011.



of the IMF. That issue will be addressed, with many others, beginning in Chapter
Three of this dissertation.

D. TheBoard of Governors

The Board ofGovernors sitatthe top of the hierarchy of thBIF, andis
the highest decisiomaking body of the IME® If we were to hink of the IMF as
a countrythen we would see the Board of Governors serthegsame function as

acongressaparliamentor an equivant authoritativdéegislativebody.

According to Article Xll Section 2, the Board of Governors consists of
one governor and one alternate govefooeach member countrgsappointed
by suchmember country Traditionally, these governoesid alternate governors
are all ministes of finance or governos of the central bargof the member
counties Take the United States as an exampkeof the yea2013, the United
State€governor in the Board of Governors is Timothy F. Geithner, the current
United States Secretary of the Treastifjhe alternate governor is Ben S.
Bernanke, the current chairman of the Federal Re§éHewever, only the
governa has the right to votexaeptwhen the governor is absefit is worth
notingthatthe governor does natote for himself- that is, in his or her personal

% The International Monetary Fun@overnance Structuravailableat
http://lwww.imf.org/external/about/govsict.htm.

%7 SeelMF Articles of Agreement, Article XII, Section 2, (a), OThe Board of Governors shall

consist of one Governor and one Alternate appointed by each member in such manner as it may
determine. Each Governor and each Alternate shall serveaurgilv appointment is made. No
Alternate may vote except in the absence of his principal. The Board of Governors shall select one
of the Governors as Chairman.O

% SeelMF, IMF Members' Quotas and Voting Power, and IMF Board of Goverrwalableat
http://www.imf.org/external/np/sec/memdir/members.aspx.

*1d.
% IMF Articles of Agreement, Article XII, Section 2, (a).



capacity. Instead, véim a vote is casthe governoor the alternate governgotes
on behalf of the member counthyatheor sherepresents!

One of the governors is selected as the Chairman by the Board of
Governos. The chairman serves for a full year, starting from the end of an annual
meeting until the following annual meetifigSuch a chiamanship isrotated
among alregions of the world’

The powerof the Board of Governome enumerated in tiAgticles of
Agreementand includeapprovingquota increases, special drawing right (SDR)
allocationsadmittingnew members, compulsory withdrawal of members, and
amendhg the Articles of Agreement and Byaws?* Since the powers regulate
decisions whiclareregared assensitive and important) order to make sure

that such decisi@are broadly supported,ig generally governed by the

°! Alexander MountfordThe Formal Governance Structure of the International Monetary Fund

IEO BACKGROUND PAPER, 7 (2008). When a governoresofor any issue brought to the

Board of Governors, he casts the number of votes allotted to the member countries which appoint
him. 1d.

21d. at 6
93 Id

** SeelMF Articles of Agreement, Article 11, Section 2, (a), OThe Board of Governors shall at
intervds of not more than five years conduct a general review, and if it deems it appropriate
propose an adjustment, of the quotas of the members. It may also, if it thinks fit, consider at any
other time the adjustment of any particular quota at the requést afember concerned.O Article
XVIII, Section 4, (a), ODecisions under Section 2 [Allocation and Cancellation of Special Drawing
Rights] (a), (b), and (c) or Section 3 [Unexpected major developments] of this Article shall be
made by the Board of Governars the basis of proposals of the Managing Director concurred in
by the Executive Board.O Article XXVIII, (a), OAny proposal to introduce modifications in this
Agreement, whether emanating from a member, a Governor, or the Executive Board, shall be
communi@ted to the chairman of the Board of Governors who shall bring the proposal before the
Board of Governors. If the proposed amendment is approved by the Board of Governors, the Fund
shall, by circular letter or telegram, ask all members whether they abheqpioposed

amendment. When thrdiths of the members, having eighfiye percent of the total voting

power, have accepted the proposed amendment, the Fund shall certify the fact by a formal
communication addressed to all members.O



requirement of a special majority @ther 70percentor 85percentof the total
voting power in the Board of Governdrs

In terms of tis special majority requirementié IMF Articles of
Agreementegulates/ariouscircumstancethat require such special najority of
total voting power® The following are some of the Ospecial majorityO provisions
in the Articles of Agreement:

Article 111, Section 2 (c) OAn eightfive percent majority
of the total voting power shall be required for any change in
quotasO

Article 111, Section 3 (d) OAseventy percent majority of
the total voting power shall be required for any decision under (a)
abové’, except for the determination of a period and the
specification of currencies under that provision.O

Article 1V, Section 2 (c)OTo accord with the dewgiment
of the international monetary system, the Fund, by an efgray
percent majority of the total voting power, may make provision for
general exchange arrangements without limiting the right of
members to have exchange arrangements of their choisestant
with the purposes of the Fund and the obligations under Section 1
of this Article.O

Article 1V, Section 4 OThe Fund may determine, by an
eighty-five percent majority of the total voting power, that
international economic conditions permit theaaluction of a

% Mountford,supranote 91

® The IMF Articles of Agreement regulates special majority in 46 provisions. Here | only list
some of the most common circumstances that require a special majority vote.

°7 Section 3 (a) states that OEach member which consents to an increase in its quota under Section
2(a) of this Article shall, within a period determined by the Fund, pay to the Fund tfixenty

percent of the increase in special drawing rights, but thedBafaGovernors may prescribe that

this payment may be made, on the same basis for all members, in whole or in part in the currencies
of other members specified, with their concurrence, by the Fund, or in the memberOs own
currency. A norparticipant shalpay in the currencies of other members specified by the Fund,

with their concurrence, a proportion of the increase corresponding to the proportion to be paid in
special drawing rights by participants. The balance of the increase shall be paid by the imember

its own currency. The FundOs holdings of a memberOs currency shall not be increased above the
level at which they would be subject to charges under Article V, Section 8(b)(ii), as a result of
payments by other members under this provision.O



widespread system of exchange arrangements based on stable but
adjustable par values.O

Article V, Section 7OThe Fund, by an eigHiiye percent
majority of the total voting power, may change the periods for
repurchase under this subsectiand any period so adopted shall
apply to all members.O

Article XII, Section 1 OThe Fund shall have a Board of
Governors, an Executive Board, a Managing Director, and a staff,
and a Council if the Board of Governors decides, by an eighay
percent majority of the total voting power, that the provisions of
Schedule B shall be aplied.O

Article XII, Section 3 OFor the purpose of each regular
election of Executive Directors, the Board of Governors, by an
eighty-five percent majority of the total voting power, may
increase or decrease the number of Executive Directors in (i)
aboveO

Article XII, Section 6 (d) OThe Fund, by a seventy percent
majority of the total voting power, may decide at any time to
distribute any part of the general reserve. Any such distribution
shall be made to all members in proportion to their quotas.O

Article XV, Section 20The method of valuation of the
special drawing right shall be determined by the Fund by a seventy
percent majority of the total voting power, provided, however, that
an eightyfive percent majority of the total voting power shall be
required for a change in the principle of valuation or a fundamental
change in the application of the principle in effect.O

Article XIX, Section 2 (c) OThe Fund, by a seventy percent
majority of the total voting power, may prescribe operations in
which a paticipant is authorized to engage in agreement with
another participant on such terms and conditions as the Fund
deems appropriate.O

Article XX, Section 30The Fund shall determine the rate
of interest by a seventy percent majority of the total voting powe
The rate of charges shall be equal to the rate of interest.O

Article XXIlI, Section 1 Oln the event of an emergency or
the development of unforeseen circumstances threatening the
activities of the Fund with respect to the Special Drawing Rights

% Schedule D of the Articles of Agreement regulates how the Council should consist and operate.



Departnent, the Executive Board, by an eiglitye percent
majority of the total voting power, may suspend for a period of not
more than one year the operation of any of the provisions relating
to operations and transactions in special drawing rights, and the
provisions of Article XXVII, Section I(b), (c), and (d) shall then
apply.O

Article XXVI, Section 2 (b) Olf, after the expiration of a
reasonable period following a declaration of ineligibility under (a)
above, the member persists in its failure to fulfily a its
obligations under this Agreement, the Fund may, by a seventy
percent majority of the total voting power, suspend the voting
rights of the member. During the period of the suspension, the
provisions of Schedule L shall apply. The Fund may, by arggv
percent majority of the total voting power, terminate the
suspension at any time.O

Article XXVII, Section 1 (a) OIn the event of an
emergency or the development of unforeseen circumstances
threatening the activities of the Fund, the Executive Bdmrdn
eighty-five percent majority of the total voting power, may
suspend for a period of not more than one year the operation of any
of the following provisions: (i) Article V, Sections 2, 3, 7, 8(a)(i)
and (e); (ii) Article VI, Section 2; (iii) Article X Section 1; (iv)
Schedule C, paragraph 5.0

From theabovespecial majority provisionsye can concludéhatthe70
percentmajority rule isapplied tofinancial and operational issyesich as
distribution of general reserve or the methods of evaluafitiie SDR.” The 85
percentmajority rule is required fothe most important decisions of the IMigch
asQhe admission of new members, increases in quotas, allocations of SDRs, and
amendments to the IMFOs Articles of Agreera8ht.

The requirement adpecial majority has been increased over the past
decades. Indeed, ¥an Houtven states,[(he original Articles required special
majorities for 9 categories of decisions. In the first amendment, that number rose

to 21 and in the second amendment it moaa thoubled again to over 50. At the

% WEISS supranote 47 at 7.
100 Id



same time, the number of special majorities was simplified and reduced to two: 70
percent and 85 percent. The third amendment added one catégpecial

voting majority.&' This is because the IMF has increasingly expaitsed
responsibiliteswhich require important policy decisigronsequentlythe IMF
mustobtainvery wide supportrom its member countriga order to achieve

this.'**

In addition to the powsrof the Boad of Governorghatareenumerated in
the Articles of Agreementhe Articles of Agreement also states taay power
which is not explicitly vesteah the Executive Board and the Mariag Director
are retained by the Board of GoverntPddowever, inreality, the Board of
Governors delegasenostof thesepowers to the Executive Board, under Article
Xll, Section 2 (b)'** The Bllowing subsectionwill further discuss the poer of
the Executive Board

To execute the powercontained irthe Articles of Agreementhe Board

of Governors holsannual meetings tdiscusghe institutionOs warkvhich

II.OS

normally take place ithefall every year.” Usually, the IMF holds the annual

meetings together with the World Balk Besides annual meetingse Board of

I HouTvEN, supranote 60 at 73.
102 Id

1% IMF Articles of Agreement, Article XII, Section 2, (a): OAIl powers under thiséxgent not

conferred directly on the Board of Governors, the Executive Board, or the Managing Director shall
be vested in the Board of Governors.O

1% IMF Articles of Agreement, Article XII, Section 2, (b): OThe Board of Governors may delegate

to the Executie Board authority to exercise any powers of the Board of Governors, except the
powers conferred directly by this Agreement on the Board of Governors.O

1% There are actually two meetings every year, one in the fall and the other in the spring. However,
the fall meetings are the main ones. The spring meeting usually do not includes the entire Board of
GovernorsSee alsd he International Monetary Fun@overnance Structuravailableat
http://www.imf.org/external/about/govstruct.htm.

106 Id.



Governors also vosgemotely, through the use of courier services, electronic
mail, facsimile, or the IMFOs secure online voting syStem

In order to advis¢he Board of Governors, the IMfas establishetdvo
advisory committe®— the International Monetagnd Financial Committee
(IMFC) and the Development Committdéhe IMFC is Oresponsibfer advising,
and reporting tehe IMF Board of Governors as it manages and shapes the
international monetary and financial systefi.@raditionally, he Development
Committee focuss ondeveloping countriesO aréil development issues, but now
it alsoincludes tradand global environmental issué¥ Both committee meet
twice a year and va roughly 25 members.

E. TheExecutive Board

Continuing themetaphoof the IMF as a countryhe Board of Governors
serves a#ts congres®r other legislative orgamhe Executive Boaraybviously,
acts asnexecutive branch what in many national systems would be caliuk

governmer®

Like agovernmen{executive organkhe Executive Board is responsible
for executingall of theIMFOs businessxcept those explicitly vested in the Board
of Governors. As a matter of fact, since the Board of Governors onlyg oresa
year, itdelegatesnog of its powersthat is, those not explicitly identified in the
Articles of Agreement to be netelegableto the ExecutiveBoard to exercise
This givesthe Executive Board the central roletlie decisiormakingprocessn
the IMF. This delegatiorof powerswas agreetb by a resolutioradopted at the

" The Internationl Monetary FundHow the IMF Makes Decisions, availatale
http://www.imf.org/external/np/exr/facts/govern.htm.

"% The International Monetary Fupd Guide To Committees, Groups, And Clabsilableat
http://www.imf.org/external/np/exr/facts/groups.htm.

109 Id.



first annual metng of the governors in 1946’ The resolutioris now embodied
in Section 15 of the Byaws.'"!

In addition, heArticles of Agreement statgthat the Executive Board
should consistf five Executive Directorsippointed byOfive members having the
largest quotasO aff Executive Directorglected by the other member countries,
making the total number &xecutive Directas 203'* However, the Articles of
Agreement als@estsin the Boardof Governordhe power tancrease theumber
of ExecutiveDirectors to be electenh the occasion of a regular electimnan85
percent majority’® As thenumber of IMF member countrigscreased from 40 in
1946 to 188 in 2012, the size of the Executive Board grew as well. In 1992, the
Executive Board was expanded from 20 to 24 membefheseExecutive

Directors represerall 188 member countries.

In the Executive Boaragach of thdive member contries with the largest
guota— the United States, Japan, Germdmgance and the United Kingdo#is
automatically entitled to appoint an Executive Director. Three member countries,

namely, China, Russia, and SaudaBia can elect an Execusti Director as a

"% Mountford,supranote 91 at 7.

"1'1d. SeeBy-Laws of the International Monetary Fund, Section 15 Delegation of Authority. OThe
Executive Board is authorized by the Board of Governors to exercise all the powers of the Board
of Governors except those conferred directly by the Articles of Agreeonethie Board of
Governors.O It was adopted March 16, 1946, amended October 2, 1969, and June 13, 1978.

2 IMF Articles of Agreement, Article XII, section 3, (b): OThe Executive Board shall consist of

Executive Directors with the Managing Director as chairn@f the Executive Directors: (i) five
shall be appointed by the five members having the largest quotas; and (ii) fifteen shall be elected
by the other members.O

'3 SeelMF Articles of Agreement, Articles XlI, section 3, (b): OFor the purpose of eackaregul
election of Executive Directors, the Board of Governors, by an efgrgypercent majority of the
total voting power, may increase or decrease the number of Executive Directors in (i) Szmve.O
alsoMountford,supranote 91 at 10.

" The 1992 expaiisn was to accommodate the influx of new member countries following the
fall of the Soviet UnionSeelMF Survey online]MF Board Approves FaReaching Governance
Reforms (2010),availableat

http://www.imf.org/external/pubs/ft/survey/so/2010/new110540h.



single-country constituencgythus the Executive Director is obviously from that
country. Among all 24 Executive Directors, these eight member countxies ha
their own Executive Directors representing their countfieshese eight

countries also represent thightlargeeconomies in the worltd?

The rest of the member countries form 16 constituencies and elect 16
Executive DirectorsEachExecutive Directors entitled toappoint one alternate
directorand a number ofdvisors and assistants.For each otthose Executive
Directorsappointed bysingle-country constituencie is possible t@ppoint
seven advisorer assistant$'® For each otthoseExecutiveDirectorswho are
elected bymulti-country constituencie# is possible tappointsix advisors or
assistants.’

For those constituencies consistofgnultiple countries, oftea person
from themembercountry, which hadargevoting power will beeleced the
ExecutiveDirectorof thatconstituencyFor example, the constituency of Armenia
(1,657 votes), Belgiurd6,789votes) Bosnia & Herzegoving,428votes)
Bulgaria(7,139votes) Croatia(4,388votes) Cyprus(2,319votes) Georgia
(2,240votes) Israel(11,348votes) Luxembourg4,924votes) Macedonia, FYR
(1,426votes) Moldova(1,969votes) Montenegrdq1,012votes) Netherlads
(52,361votes) Romanig11,039votes) andUkraine(14,457votes),elected

'35 Although it looks similar, the Executive Directors representing United States, Japan, Germany,
France and the United Kingdom are appointed Executive Directors, appointed by these five
countries, while the Executive Directors representing China,i®&aessl Saudi Arabia are elected
Executive Directors, elected by these three countries.

¢ Although these economies are large, they are not the eight largest economies in the world.
"7 Mountford,supranote 91 at 11.

"¥1d. at 12.
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Menno Snelfrom the Netherlands, to serve as the Executive Director for the
corstituency®

Looking at the current list of Executive DirectGtsit is noteworthy that
among the 16 constituenciesly five Executive Directors are not from the
member countryvith the most votem that constituencl’” Even in these
exceptions, the Executive Directane usually from member countries that have
the second most votes in that constituency. Furthernmotigeeout of thesdive
constituencieghe alternative directors are still nationals of tember ountries
having the largestote!*

Since the Article®f Agreement desnotregulate theletails regarding the
manner in which gonstituencyshould carry out the election of its Executive
Director, each constituency has its own constituency agreement that defines the
election oftheexecutive directol** This allows many countrigs switch from
one constituency to another, so #otual composition of eonstituey does not

2" The IMF, Internaional Monetary Fund Composition Of The Executive Bpavailableat
http://www.imf.org/external/np/sec/memdir/ED_110112.pdf

12l SeeAppendix 1,ThelMF Executive Directors and Voting Powers of August 20138eealso
International Monetary FundiMF Execulve Directors and Voting Powgavailable at
http://www.imf.org/external/np/sec/memdir/eds.asf@eealso Alexander Mountford, The Formal
Governance Structure of the International Monetary Fund, Appentli4FLExecutive Directors
and Voting PoweR4 (20().

122 |d. For example: Jose A. Rojas (Venezuela) was elected by the constituency of Costa Rica
(1,891) El Salvador (1,963) Guatemala (2,352) Honduras (1,545) Mexico (31,778) Nicaragua
(1,550) Spain (30,739) Venezuela (26,841).

'3 |d. For example: Argentinaas the largest vote in the constituency of Argentina (21,421)
Bolivia (1,965) Chile (8,811) Paraguay (1,249) Peru (6,634) Uruguay (3,315) The Executive
Director Javier SilveRuete is from Peru, but the alternative executive director HZctor R. Torres is
from Argentina.

2t is true that the Schedule E to the IMF Articles of Agreement provides some general
guidelines about the election of the Executive Directors. However, each constituency operates its
affairs largely according to its own rules and conventiGegNgaireWoods & Domenico
Lombardi,Uneven Patterns of Governance: How Developing Countries Are Represented in the
IMF, REVIEW OF INTERNATIONAL POLITICAL ECONOMY, 13, (2006).SeealsoPeter Brandner &

Harald GrechUnifying EU Representation at the IMBPA VotingPower AnalysiSFEDERAL

MINISTRY OF FINANCE WORKING PAPER 2, 9, (2009).



always stay the sam& Although there are no offidi@ocuments stating the
reason or reasons feucha switch,it is believed thamanycountries willchange
from oneconstituency t@another in order tgaingreater beneftandto obtaina

better position in negotiatien*

For example, Indonesia first was a membehetonstituencyheaded by
an Italian Executive Director in the 1950s, but later changea¢ostituency
comprised othe Islamic countries of North Africa and MalaySiaEvertually,
Indonesia switched again and formed a more geographtafgonstituency
with Korea,the Philippines and Vietnam?® The same situatioaccurredn the
case ofAustralia as well. Australia formed a constituency with South Africa when
it joined the IMF h 1947'*° That constituency later included several countries
from southern Africa and the Pacific, including Lesotho, Swaziland, New
Zealand and Western Samd#. In the 1970s, many African member countries
started to move to other constituencighile newAsian countries including
Korea and the Philippines joined that constitueniti® Amsterdam and South
Africa.””' Now this constituency includes fourteen countries of the whole Pacific

region!’*

125 Alexander MountfordThe Formal Governance Structure of the International Monetary Fund,
IEO BACKGROUND PAPER, 10 (2008).

12 SeeNgaire Woods and Domenico Lombardipeven Patterns @dovernance: How Developing
Countries Are Represented in the IMBEVIEW OF INTERNATIONAL POLITICAL ECONOMY, 13,

(2006). O[C]onstituencies have changed over time as individual countries have switched alliances
in search of more influence within their groopin order to form a more coherent regional or

other grouping.O

271d. This constituency eventually also was joined by Laos and Singapore.

128 |d. SeealsoPeter Brandner, Harald Gredbinifying EU Representation at the IMFA Voting
Power AnalysisSFEDERAL MINISTRY OF FINANCE WORKING PAPER 2, 10, (2009).

129 Id.
130 Id.
131 Id.
132 Id.



An Executive Directoof a constituencynust cast all votethat he or she
representand cannot split the voté&. In addition, the constituenaysually
follows the opinion othe member countrthat haghe largest votesn other
words, becaus@ach constituency can ortaveone voice, it is usubl the voice
of the country with the largesumber ofvotes!** In the constituencyeferred to
abovethat included the Netherlands, Belgium, and several central and eastern
European countriescurrentlyheaded by a Netherland Executive Direetor

when a vote is cast, usuallyfollows the Netherlansfbpinion.*”

Since the Executive Board is responsible for condut¢hiagveryday
busines®f the IMF, theExecutive Directorserve on a fultime basisand meet
regularly!*® According to one source, the Executive Board m@atsre than 12
hours a week and over 600 hours per yEamNdrmally, theManaging Director,
who is elected by the Executive Board according to the Articles of Agreement,

chairs the Executive Board meetitidfs

The Executive Boartheetingsaddress issues thateinvolved in almost
every aspect of the IMFOs activififsOnesource indicates that among the 462
hours of formal Board and committee meetitige occurred in a particular year
042 percent were for country iter@8 percent fopolicy items, fivepercent for

33 The votes an Executive Director represents are also the votes all member countries in that
constituency voted for hinseeDennis LeechYoting Power in the Governance of the
International Monetary FUNd109ANNALS OF OPERATIONSRESEARCH 374, (2002).

1** SeealsoAriel Buira, Reforming the Governance of the IMF and the World BANTHEM
PRESS, 259, (2005). OA constituency may not split its vote although it can instruct its director to
abstain.dd.

135 Leech,supranote 133 at 374.

13¢ Alexander MountfordThe Formal Governance Structure of the International Monetary Fund
IEO BACKGROUND PAPER, 11 (2008).

B7HouTVEN, supranote 60 at 14.

3% IMF Articles of AgreementArticle XII, section 4, (a), OThe Executive Board shall select a

Managing Director who shall not be a Governor or an Executive Director.O

13 Mountford,supranote 91 at 1.



Gnultilateral surveillanc® 3.5 percent for administrative items3* Based on this
source gxceptfor the administrative issudlsat arisethe Board meetings mainly

focus oncountry issues, policy discussioasidsurveillance'*!

Theoretically, ® reach an effective conclusion requires a quastim
Executive Directorsvho have in aggregateat least half of the total voting
power.** In reality, however, the Executive Boartembers willseldom cast a

143

vote. ™ Most ofthetime, the Board meetisgnakedecisiors based on consensus,

rather tharon the basis dbrmal votes.'*

In rarecasein whichadecision should be madby castinga formal voe
during a BoardOs meetitigat decisiorwould bemadeby weighted votingEach
appointedexecutive Directors entitled to cast a votepresenting the total voting

power ofthe member couptthat appointedim.'*> For eachelectedExecutive

140 Id.

I The obligation of OsurveillanceO is regulated by Articles of Agreement, Article 1V, Sdtion

is defined as the responsibility to Ooversee the international monetary system in order to ensure its
effective operation, and E oversee the compliance of each member with its obligations under
Section 1 of this Article.O In order to fulfill suchngeillance duty, Othe Fund shall exercise firm
surveillance over the exchange rate policies of members, and shall adopt specific principles for the
guidance of all members with respect to those policies. Each member shall provide the Fund with
the informaion necessary for such surveillance, and, when requested by the Fund, shall consult
with it on the memberOs exchange rate policies.O

142 |MF Articles of Agreement, Article XII, section 3, (h), OA quorum for any meeting of the

Executive Board shall be a majgyrof the Executive Directors having not less than-bal of the
total voting power.O

143 SeeHOUTVEN, supranote 60 at 14. C)pecision making by consensus has, from the outset, been
a central feature of the BoardOs work.O

**1d. Seealso ByLaws Rules an®egulations of the IMF, @0, O[tJhe Chairman shall ordinarily
ascertain the sense of the meeting, in lieu of a formal véteaableat
http://www.imf.org/external/pubs/ft/bl/blcon.htm

143 IMF Articles of Agreement, Article XII, section 3)( (i) OEactppointed Executive Director

shall be entitled,to cast the number of votes allotted under Section 5 of this Article to the member
appointing him.O



Director, the number of votehe or she is entitled to is equal to the number of

votes thatcounted towards his or herelection!*®

F. TheManaging Director and Staff

The Articles of Agreement only hea vague definition of the Managing
Director.Article XlI Section 4 states that the Managing Director shadlelected
by the Executive Board and he shalk be a Governor or an Executive
Director!*’ He is the chairman of the Executive Bodydt does not vote unless
there is an equal divisioitt He mayparticipatein the meetings of the Board of
Governorsputhas no right to vot&” The Executive Board also h#right to

remove himfrom office.'*®

The Managing Director has always been a Eurogewe the
establishment of the IMEeven though the Articles of Agreement does not
explicitly state this as a requiremet. contrastthe President of the World Bank
is always from the United States. Tformal allocation of power takdéke form
of a @entleme®sagreemert) more preisely an unspoken acknowledgement,
andhas lastdfor a long time, in spite of beingiticized bymany member
countriesscholars, and other observers. Becausé¢he Managing Director is

selected by the Executive Board, obviously the adeshaving the mostvotes

"¢ IMF Articles of Agreement, Article XII, section 3, (i), (iii) CEach elected Executive Director

shall be entitled to cast the number of votes which counted towards his election.O

"7 IMF Articles of Agreement, Article XII, section 4, (a) “The Executive Board shall select a

Managing Director who shall not be a Governor or an Executive Director. The Managing Director
shall be chairman of the Executive Board, but shall have no vote except a deciding vote in case of
an equal division. He may participate in meetings of the Board of Governors, but shall not vote at
such meetings. The Managing Director shall cease to hold office when the Executive Board so
decides.”

148 Id.
149 |d
150 Id.
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have the most influence on the selection. It is the same situation for the World

Bank’s selection of a president.”"

Although, technically speakingthe Managing Director is only an
employee of the IMF, he is regarded as the face of the IMF and has a huge
influence on the world economy. Because of the importance of the IMF in the
modern world, the Managing Director’s position is considered Oone of the most

influential official functions today in the world of international finance.”'**

The Articles of Agreement does not regulate the Deputy Managing
Director’s position. There was only one Deputy Managing Director when the IMF
was founded. In the 1990s, as the IMF grew, the number of Deputy Managing
Directors went up to three.'” As of the year 2013, the Managing Director is
assisted by a First Deputy Managing Director and three Deputy Managing
Directors.>* The Deputy Managing Directaricluding the First Deputy
Managing Director, are appointed by the Managing Director.'>> Both the
Managing Director and all of the Deputy Managing Directors are assisted by a

few counselors from the IMF’s top staff>

I1. IMF Governance Reforms in the 2000s

"'t is the same that countries having the most vote would have most influence in the World

Bank’s selection of a president.

32 HOUTVEN, supra note 60 at 16.

153 |d

54 The IMF, Managing Director Selection Process, available at
http://www.imf.org/external/np/exr/facts/mdsp.htm.

155 Id.

3¢ HOUTVEN, supra note 60, at 16.
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In the year 2008, the IMF conducted an unprecedented historical
reform.”’ The IMF took an impmant first step towards governance reform by
increasing voting share for 135 countries and emphasizing low-income countriesO
voting power and their participations in the IME activities."”® Two years later, in
2010,the IMF furthered the 2008 reform and approved a morecfahing
governance reform package.'> Both the 2008 reform and 2010 reform were
recommended by the Executive Board in the form of proposing amendmentto
the IMF Articles of Agreement, since they were major governance structure

reforms'®

The 2008 reform package included two amendments (the fifth amendment
and the sixth amendment to the Articles of Agreement), namely, “Amendment of
the Articles of Agreement of the International Monetary Fund to Enhance Voice
and Participation in the International Monetary Fund” (the fifth amendment),
and @mendment of the Articles of Agreement of the International Monetary Fund
to Expand the Investment Authority of the International Monetary Gu(ttte
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sixth amendment). ~ The fifth amendment was approved in Washington on May

5, 2008 and entered into force on February 18, 2011.'°> The sixth amendment

157 See IMF press release No. 08/64, IMF Executive Board Recommends Reforms to Overhaul
Quota and Voice, (2008yyvailableat http://www.imf.org/external/np/sec/pr/2008/pr0864.htm See
also IMF Survey, Directors Back Reforms to Overhaul IMF Quotas and Voice, (2008). available at
http://www.imf.org/external/pubs/ft/survey/so/2008/NEW032808A.htm.

"% IMF Survey,IMF Board Approves Far-Reaching Governance Reforni2010).availableat
http://www.imf.org/external/pubs/ft/survey/so/2010/NEW110510B.htm.

9.

' The 2008 and 2010 Quota and Voice Reforms were major governance structure reforms,
introducing modifications in the Articles of Agreement, and thus required the amendments to the
IMFOs Articles of Agreement.

' The United Kingdom Stationery Offic@reaty SeriesNo. 42, (2011)availableat
http://www.official-documents.gov.uk/document/cm82/8202/8202.pdf.
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was approved in Washington on April 28, 2008, and entered into force on March
3,2011.'%

The 2008 reform included a more transparent quota formula, a quota
increase, general quota reviews every five years, an adjustment of the basic votes
and the addition of Alternate Executive Directors for African Chairs. It is worth
noting that in this refian, the basic votes were changed to a fixed rate, which
dramatically increased the protection of the voice of the least developed member

countries.

The 2010 reform included a proposed quota increase (Oproposed quota
increases under the 14th General Review of Quotas”) and a proposed amendment
(OProposed Seventh Amendment on the Reform of the Executive BoardO or Othe
seventh amendmeni@hich were adopted by the Board of Governors but have

not entered into force y&t!

The 2010 reform includethree majomspects: First, morevoting power
wasgiven to the emerging market countries thathey will have a bigger say in

theIMF. Secondthe IMF will implement moreflexible ways to lend money.

163 Id.

' The requirenents of acceptance of the proposed quota increase and the proposed amendment
are different. For the proposed quota increases under the 14th General Review of Quotas to
become effective, members having not less than 85 percent of the total voting potvesmsast

to the increases in their quot&eelMF, Articles of Agreement, Article 1Il, Section 2 (c), OAn
eighty-five percent majority of the total voting power shall be required for any change in quotas.”

For the proposed amendment, any ratificatiothéArticles and Agreements requires three-fifths

of the members, having eighfive percent of the IMF total voting poweeelMF, Articles of
Agreement, Article XXVIII (a) OAny proposal to introduce modifications in this Agreement,
whether emanating from a member, a Governor, or the Executive Board, shall be communicated to
the chairman of the Board of Governors who shall btfiregproposal before the Board of

Governors. If the proposed amendment is approved by the Board of Governors, the Fund shall, by
circular letter or telegram, ask all members whether they accept the proposed amendment. When
threefifths of the members, hawj eightyfive percent of the total voting power, have accepted

the proposed amendment, the Fund shall certify the fact by a formal communication addressed to
all members.O
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Third, the generafinancial resources of the IMF will loubled.®® Changes of
governance structure reform including further shiftiogjng power to emerging
marketsanddeveloping countriess well as rebalancing to thExecutive

Board were included in the first aspead will be discussed in detéatter.

The 2®M8 and 20 reformcan be regarded as potentially addrestieg
governancg@roblemshatthe IMF was facing, anthey have certainly shown a
positive direction in solving these probler®espite this promising startylew
thereforms moreassymbolic séps than actually tangible improvement (andill
fully discuss this poinin Chapter Threand Chapter Four)n terms of
governance structure reform, a simple reallocation of gadéa from enough. It
requires a much further and fundamental reforsolee the IMFOs governance

structure problem.

195 James Boughtor2010: The Year of IMF Reforravailableat http://blog
imfdirectimf.org/2010/12/28/201-8he-yearof-imf-reform/.



CHAPTER TWO  REVIEW OF LITERATURE RELEVANT TO THE
THREE KEY QUESTIONS

This chapter provides a “literature review” — that is, a brief summary of
various positions that have been taken on the issues addressed in this dissertation.
Discussion will mainly focus on the three key questions I raised in Chapter One —
“Is the IMF still needed?”, “Why is the IMF not working as expected?”, and “In
what ways should the IMF reform?” — along with an analysis of the methods and
conclusions of scholars who have conducted research on these issues. Special
attention is given to the writings of Philipp Maier, Ngaire Woods, and Daniel
Bradlow. As explained more fully below, Maier’s scholarship discusses the first
key question and contends that we do not need the IMF anymore; Woods’ writing
sets up principles and standards for the good governance of international
institutions, thereby providing a model by which this dissertation is able to
address the second key question and conclude that the IMF does not have a good
governance structure; and Bradlow’s scholarly work focuses mainly on the third
key question, by pointing out a list of reforms that the IMF should take. In
addition to these three authorities, of course, numerous other observers have made
assertions, offered critiques, and proposed changes in respect to the IMF’s
governance structure. The final segment of this chapter surveys those

contributions to the literature, although in somewhat less detail than is devoted to



the three authors mentioned above. This dissertation also relies on other type of
scholarly literature on related matters — especially on the issues of decision-

making system — which can be seen in Chapter Three and Chapter Four.

Philipp Maier and the First KeyQuestion The IMF Is No Longer
Needed

A particularly useful and broad contribution to the literature surrounding
the IMF — and one that gives special attention to the first question I have
identified above — is a 2007 publication by Philipp Maier, who is an official at
Bank of Canada and has also served at Bank of America. Maier is widely
published on matters of international finance. The publication by Maier that
holds most relevance here, titled Do We Need the IMF to Resolve a Crisis?
Lessons from Past Episodes of Debt Restructuving published in 2007 as a
Bank of Canada Working Paper.'®

In this paper, Maier offers positive reviews of the IMF’s role. In the first
part of the paper, he raises the question of whether or not the IMF might slide into

obscurity, which is also a concern shared by many other scholars. He then states:

[TThis is not because the world has run out of economic
crises: recent sovereign debt crisis episodes include the Mexican
crisis in 1994, East Asia in 1997, followed by Russia, Brazil,
Pakistan and Ukraine in 1998, Ecuador in 1999, and finally
Turkey, Argentina and again Brazil in 2001. The need to find
ways to limit the economic costs that may arise from a disorderly
debt restructuring process is there. The question is, however,

1% Philipp Maier,Do We Need the IMF to Resolve a Crisis? Lessons from Past Episodes of Debt
Restructuring Bank of Canada Working Paper 10 (2007).



whether the IMF is (still) the right institution to fulfill this

task. '’

To answer this question, Maier starts by reviewing the biggest existing
problems for the world economy over the past centuries — a series of debt crises,
dates its origin back to 1880. He finds that the debt crisis is an old problem,

though it is much more recognized in the modern world.

Maier further discusses the fundamental reasons why a borrower and a

creditor need a third party to solve these debt crises. Maier states in his paper:

With full information and perfect enforceability, debt
restructurings would seem relatively straightforward: the
sovereign borrower and its private creditors could negotiate on
the reduction of debt in net present value terms to maximise
debtor and creditor welfare, and the degree of domestic
adjustment necessary. In the real world, however, such
information is not available: typically, borrowers and lenders
disagree on the future path of the economy and the policy
adjustments necessary (and feasible) to ensure a sustainable,
positive economic development. This is made worse by some
countries being large enough to be “systemic” — i.e. if they find
themselves in difficulties, economic hardship may spread to
other economies as well (Didier et al. 2006).'°®

Having recognized that a mere need for information alone does not
provide sufficient grounds for debtors and creditors to request the involvement of
a third party, Maier talks about two views on the effects of third party actions on
negotiations between debtors and creditors. A third party can organize creditors’
actions or can guide and oversee the restructuring process in the debtor country.

The IMF can serve in such a role as a third party. He concludes that the sovereign

167 Id.
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debt crisis is conceptually similar to corporate debt and a third party is necessary

to stabilize the negotiation.

Following the above analysis, Maier looks back at debt crises in history
and concludes that the fundamental nature of the sovereign debt crisis changed
over time. The financial market evolved and became better able to deal with risk
and also to hedge against it. As a result, the incentives have changed. Countries
have more access to better information and financial resources. Maier concludes:

“The demand for a third party may still exist, but it need not be the IMF.”'®

Finally, Maier reaches his conclusion that the IMF’s involvement is still
very attractive to emerging economies, because the IMF might help them by
coordinating problems among creditors.'”® However, from the perspective of
advanced economies, the IMF is not needed, because their financial markets are

better at hedging against market risks.'”'

Maier does not address at least three important points in his paper. In the
first place, Maier sees the necessity of involving a third party in the transaction,
but believes this third party does not have to be the IMF. If, however, such a third
party is an international organization, it would be best for an international
financial institution to play the role. Among all international financial institutions,
the IMF is the only one which has specialized in monitoring transactions between
creditor countries and debtor countries.'’? Indeed, when managing the

international monetary system, a specific international financial institution — the

169 Id.

70 Another reason Maier offers is Ooffiai@gotiations with the IMF might also act as a signal for
financial markets that the local authorities are effectively dealing with the crisis (which might help
to restore confidence in a troubled economigQt 17.

"1 Maier also points out that “there is the risk that the IMF encourages opportunistic defaults and

overly risky investor behaviour@. at 17.

172 SeelMF Articles of Agreement, Article |.



IMF — has been most effective.'”” Many regional banks and financial
organizations also have similar roles in their regions, but not on an international

level.

Second, Maier mainly focuses on sovereign debt crises, yet does not
differentiate them from other financial crises, such as the global financial crisis
beginning in 2008. The most recent global financial crisis contains various
elements in addition to sovereign debt. For many countries, the recent global
financial crisis was not caused by government over-borrowing but rather was

mainly caused by under-regulation of financial institutions by the government.'”

The last problem relates to the alternative resources that Maier talks about
in his paper. In the modern world, countries have more options to obtain financial
resources when they need them. In fact, many countries and regional banks have
been more actively participating in providing loans than in the past. Although
they would not attach an official set of conditions to the loans, as the IMF does,
most of the time those lenders do also expect some “considerations” for providing
financial resources. For instance, China provided a US $66 million loan to Ghana
in 2006, and signed an agreement for another US $3 billion loan with Ghana in

2010."” The Chinese government did not explicitly impose any conditions on the

'3 C. FRED BERGSTEN MANAGING THE WORLD ECONOMY OF THE FUTURE, MANAGING THE

WORLD ECONOMY: FIFTY YEARSAFTERBRETTONWOODS 347 (Peter B. Kenen ed., 1994).
Bergsten also asserts that O[tlhe World Bank has been more effective at promoting economic
growth than at social engineering. The GATT has faltered when attempting to move from trade
into related areas, sm@s investment or the environmentO, leading the conclusion that functional
specificity works best.

7 While the cause of the 2008 global financial crisis was complicated, deregulation of financial
markets was widely regarded as one of the main caBseRICHARD J.PAYNE, GLOBAL |ISSUES
PoLITIcS, ECONOMICS AND CULTURE, FOURTHEDITION 141 (2012).

'7> Ekow DontohGhana Lawmakers Approve $3 Billion China Infrastructure Loan After Debate
Bloomberg News, Aug 26, 2014ayailable athttp://www.bloomberg.com/ves/201108-
26/ghandawmakersapprove3-billion-chinainfrastructureloan-afterdebate.html.



agreement, but the government of Ghana admitted that “acknowledgment of the

One China Policy is the pre-condition of this financial aid”.'”®

I dissent from Maier’s opinion that the IMF is no longer needed, a point

on which I will elaborate more fully in Chapter Three.

I. Ngaire Woodsand theSecondKey Question Principles and
Standardsfor I nternational I nstitutional Governance

Another useful article that contributes to the second key question is a 1999
publication by Ngaire Woods, who is the inaugural Dean of the Blavatnik School
of Government and Professor of Global Economic Governance, University of
Oxford."”” The publication, titled Good Governance imternational
Organizationswas published in a 1999 issue of the journal Global

178
Governance.

Woods focuses on the concept of “good governance”. She lists three
factors that serve as key principles to determine the presence or absence of good
governance in international organizations in general. These factors are

“participation”, “accountability”, and “fairness”. She then highlights some

existing problems of the governance structure of some international institutions,

176 China Daily,China providing loans to Ghan&00606-20. The OOne China PolicyO refers to

the policy or view that the government of Beijing represents Chimbthet Taiwan is a part of

China. In the above case, if the Ghana government publicly opposes this OOne China PolicyO, the
Chinese government is very likely not to provide financial aid to Ghana.

7 The Blavatnik School of Governance website, Universit@xford, available at
http://www.bsg.ox.ac.uk/ngaieoods.

178 Ngaire WoodsGood Governance in International OrganizatipBSSLOBAL GOVERNANCE 1,
39, 3961 (1999).



giving special attention to my second key question “why is the IMF not working

as expected?”

Following that general introduction of “good governance” in this setting,
Woods explains her points by reviewing the history of the governance structure of
international institutions. She reveals that for a long time, international institutions
performed their operations through their most powerful members. Therefore, even
though the principle of equality had been applied — or at least acknowledged — in
international institutions in the form of formal rights of representation, Woods
claims, “[historically], institutions are effective as long as they reflect the [actual]

hierarchy of power among states”.'”

Furthermore, Woods asserts that in order to achieve good governance, an
institution must meet the principles of participation, accountability, and fairness.

Woods discusses these three core principles of good governance as follows:

* Participation Woods asserts that “participation in decision making
and implementation gives people a sense of ownership in a project
and a very real stake in its success”.'® Woods admits that applying
the principle of participation is not easy, because on one hand, it
may be desirable to empower locals, or the participators under this
principle, but one the other hand, the organization needs to control
the operations.'®' Thus, the participation principle is often applied

in a watered-down form, which only explains the project to key

stakeholders instead of involving them in the decision-making

1791d. at 42.
130 |d. at 43.
181 |d



process.'** One of the consequences is that borrowers are not
committed to project goals. Woods claims that the participation
principle requires the key stakeholders — the affected parties — to
have access to decision-making process and power in order to

» 183

acquire a “meaningful stake in the work of the institution”.

Mere involvement is not enough for good participation.

* Accountability Woods defines the second principle, accountability,
in a narrow sense of the term, as requiring that “institutions inform
their members of decisions and also of the grounds on which
decisions are taken”.'® Woods asserts that “accountability requires
clarity about for whom or on whose behalf the institution is
making and implementing decisions”.'®* In other words,
institutions need to make clear who has the power to control the
institutions’ operation and to limit its work. Woods goes much
further than the common understanding that the organization needs
to be responsible to those of its members who were directly
affected by the organization’s decision. Instead, international
institutions should be called to account by not only their member

countries but also NGOs, individuals, and other non-state actors.

Woods gives special attention in this regard to NGOs. '™

She notes that NGOs increasingly claim their right to represent

182 Woods defines key stakeholders as Oindividuals and groups who stand to gain or lose from the
projectOSee Id

133 1d. at 44.

'8 1d. Woods late claims that even this narrowly defined requirement is not yet met in many
institutions.

185 Id.

1% Non-governmentabrganizations (NGOs). They are generally created by natural or legal
people, not government. Their operations are independently from government, too.



people.'®” Many NGOs argue that the states governments are
vehicles for representing people, and cannot be accountable to
people. Therefore, they assert that international institutions are
accountable to people and should represent people in the world.
Woods argues that not all NGOs could represent people because
NGOs themselves are “largely unregulated spectrum of

S 188
organizations.”

Indeed, some NGOs are also self-serving and
corrupted.'® Thus, NGOs themselves should also be subjected to

the accountability principle and good governance.

* Fairness Woods defines the third principle, fairness, as “how
equitable the outcomes of an institution are” and as involving the
“general equality and the distribution of power, influence, and
resources within an organization”.'”® Woods discussed fairness
from two aspects: procedural and substantive. She asserts that
procedural fairness requires that “rules and standards be created
and enforced in an impartial and predictable way”."”" As for
substantive fairness, she says that it refers to “how equitable the

outcomes of an institution are and to [issues of] general equality

and the distribution of power, influence, and resources within an

organization”."”?
"71d. at 45.
188 Id
189 Id
"Woods,supranote 178 at 45.
Pd. at 46.
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Woods then evaluates consensus, the most common decision-making
structure, and lists several issues that arise from it. A common assumption is that
consensus gives more voice to members with less voting power and ensures a
peaceable and constructive atmosphere within institutions. Woods points out that
this empowerment cannot ensure that consensus decision-making will contribute
unproblematically to good governance. In other words, according to Woods, the
consensus approach to decision-making in international institutions does not meet

the good governance standard.

To prove this point, Woods further asserts that the consensus decision-
making system actually has negative effects on participation and transparency
within international organizations. For the participation issue, by analyzing the
example of the United Nations Security Council, Woods points out that many key
decisions are taken outside formal meetings and only a restricted number of
members get to participate as a practical matter in the decision-making process.
Thus the consensus decision-making process cannot pass the participation
principle test. Another problem is the transparency issue. Woods emphasizes the
fact that most informal consensus decision-making processes are unrecorded, thus
keeping the reasoning for a decision from other member countries’ scrutiny.
Member countries’ positions in the decision-making process are not open to the
public, either. The consequence, Woods claims, is that an institution “is not
accountable to states who are not party to the informal processes even if they are
directly affected by the [institution’s] decisions”.'”> Therefore, Woods believes

consensus cannot be consistent with principles of good governance.

In the last part of the article, Woods examines some institutions, including

the Organization of Petroleum Exporting Countries (OPEC) and the Global

193 1d. at 50.



Environment Facility (GEF), because they adopt a special voting system'**, which
divides members into different categories or group. Woods closes by proposing
that “[this set of] specific voting requirements can be used in order to bolster
perceptions of accountability, transparency, and representation among states
within an organization”.'”® In other words, these could serve as examples of good

governance. In Chapter Four, this dissertation will further examine this point and

have a detailed elaboration on some similar voting structures.

The principles and standards that Woods sets forth for evaluating
international institutions are important to the second key question. The good
governance principles and standards provide a model by which this dissertation is
able to address the second key question and test whether or not the IMF satisfies
the core principles of good governance in Chapter Three. If the IMF does not
have good governance, then this provides a justification for this dissertation’s
further discussion of what way the IMF should direct its attention in working

toward further reform.

[I. Daniel Bradlowand theThird KeyQuestion Five Distortions and
Three Reform Strategies

Another article that contributes to the last key question — In what way the
IMF should direct its attention in working toward further reform — is a 2001
publication by Daniel D. Bradlow, a Professor of Law and Director of the

International Legal Studies Program at American University-Washington College

14 Although Wbods does not name this special voting system, it is actually the bloc voting system,
which will be discussed in Chapter Four.

193 Woods,supranote 178 at 50.



of Law in Washington, D.C."* The article, titled Stuffing New Winento Old
Bottles: The Troubling Case of the Il\ias published in a 2001 issue of the
Journal of International Banking Regulation.'” In the article, Bradlow introduces
the claim that the IMF failed in its missions and explores the reasons for those

failures.

BradlowOs main thesistigtover the pastew decadeghe IMF lost
influence oveits rich member countries, arlis changed the IMFQOslations
with (i) its member stategii) the citizens of those member stagasd(iii) other
international organizations. These distorted relatiossBi@dlow says¢caused
the IMF serious problems, anghny observersave, as a consequence,

questiordthe IMFOfegitimacy and its ability téunctionproperly'*®

To begin Bradlow ligs fivetypes ofdistortions which arise from the
IMFOs attempto Osqueeze its new functions agldtions into its old
structur®'®’ In other words, the distortismwerecaused byncongruences
between (1}jhe IMFOs old governance structure @dts new functions and
relationship with its member states, the citg®f those member states, and other
international organizatiorts’ As Bradlow sees the situatipthe IMF is

experiencing serious problems because of these distortions.

The first distortiorinvolveslegal issuesurrounding théMFO<principle
of uniformityQ Qorinciple of impartiality) andQegal nature ofthe IMF standby

1% More recently, Bradlow was appointed as Head of the International Economic Relations and
Policy Department at the Reserve Bank of South Africa and also served as a chaired professor at
the University of Pretoria.

7 Daniel Bradlow,Stuffing New Wine into Old Bottles: The Troubling Case of the BAF
JOURNAL OF INTERNATIONAL BANKING REGULATION 9, 936 (2001).
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arrangenen)™' These three issues arise from EOs Articles of Agreement
andalso cause the followingdditionaldistortions.

The secondiistortioninvolvesthe IMFOselations with industrided
countries. Bradlow believahatthe fact that the industrializexuntries do not
need the IMFOs findatresources makes them free from the IMFOs political or
economic advice and consultatid@ecause of this fadhese cantriesOregained
from the IMF the sovereignty that they surrendered to the IMF atretéoB
Woods Conference in 19@4"* Bradlow argues that because of this, these
countries decided to solve thariousfinancial and monetary issuéisat have
arisen in recent yeasmnong themselvesather than through the IMEnN
example would béhe G7 summits, through which the seuwamost highly
industrialized countrié$’ made attemptto solvea range omonetary issues by
themselves, not through the IMF, which m#dese industrial countriege
technically independent from the IMIR spite of the independent®at these
countries enjoy from the key responsibilities of IMF membershgse countries
neverthelesstill cortrol the policy of the IMRhrough the seats on the
Executive Board where of course they can exercise their very \aiygg powers
Bradlow concludes that O[t]his situation of decision makers having power with
accountability to people who do not hawedive with the consequences of their

201 Id.

92 Sovereignty, or state sovereignty, is the right of a state tgeetirnmentSeeBlackOs Law
Dictionary 1541 (9th ed. 2009). The aspects of sovereignty that the industrialized countries
surrendered to the IMF in the Bretton Woods System include: 1). The ability to control the value
of the national currency. However, this element of sovereignty was reclayratlMF member
countries after the breakdown of the par value system; 2). The ability to manipulate currency
values in other ways, and to take other actions that are now prohibited under the Articles of
Agreement, Articles IV (Obligations Regarding Bange Arrangements), and Articles VIl

(General Obligations of Members); 3). The ability to keep all national economic information
secret, which is disallowed by the Articles of Agreement, Articles 1V, Section 3 (Surveillance over
exchange arrangements).

% The G7, or the Group of Seven, is a group consisting of seven industrialized nations (legally
represented by their finance ministers): the United States, the U.K., France, Germany, Italy,
Canada and Japan. They are also seven of the wealthiest countyiebdl net wealth.



decisions but without accountability to those most affected by their decisions is a
situation ripe with potential for abus&®

The third distortiorthat Bradlow exploresvolvesthe relations between
the IMF and developing countries. Bradlow divides themetries into two
groups emerging markets and less developed countries. These two groups share
one thing in commos their economic problentsaveresulted from the
governancef their societies”” The IMF has in recent yeaettempted to address
these normonetary and neeconomic problems. The consequenddasOthe
IMF has now become an active part of the policy making process of its
developing country member staf®8’ Therefore Omany people in developing
countries already see the IMF more as a political organization that is biased in
favor of the rich countries and their interests than as the technically specialized
and politically neutral organitian that it was inteded to b&*"’

The fourth distortiorBradlow identifies involveshe relatioships
between the IMF and its member stéitizens. As Bradlow discussed in the
third distortion, the IMF has been addregsarrange ohon-economic problems
in developingcountries. This makes the IMF Oeffectively entering into direct
interactions with nosstate actors and the policies it is helping to make are directly
affecting these nostate actorst®

When the IMF was establishath creatos assumed that the IMF walil
not needo directly interact with its membstate€xitizens.This is hardly
surprising, because the IMF, like any other international organization sharing its

2% Bradlow, supranote 197 at 13.

% |n particular their problems are attributable to their institutional arrangements weaknesses and
their technical capacities limitation. Their ability to effectively make and implement policy is
limited.Sedd.

2% Bradlow, supranote 197 at 14.
207 Id
% |d. at 16.



fundamental character, has states as members and therefore has its most direct line
of accountability running from it to those state representedly their national
governmentsThereforethere is no formal way for the IMIB tommunicate

directly with the citizens of the member states

Bradlow also believethatthe citizensof developing countriesannot hold
the IMF or their government accountable for the IMFOs resatimn member
states. This is because the developing countries and their citizens are unable to
effectivelylimit the discretiorexercisedy the IMFOs stafind managemenin
addition, because of the governance problem of their g&fiétthe citizens of
the IMFOsleveloping country member states marhold thér governments
accountable fother relationship with the IME!® Most importantlyBradlow
contends thathiese problems will jeopardize the IMFOs conditbtthe
developing countriesO citizens. On the other hand, the citizens of the industrialized
member countries also belietratthey are indirectly affected by thilF Os
operations. Th&MF is using their taxeto support policies and operatiohsit
theyoppose. Bradlowasserts thadthe failure of the IMF to address the causes of
these tensions is leading many sgiate actors to question the fess and
legitimacy of the IMEG""!

The last distortion Bradlow discusses is the relation between the IMF and
other international organizations. Bradltmoked back at the original conception
for the specialized agencies of the United Nations system. In that system, each
agency Owould exercise its authority within the limited scope of its

% As noted above, Bradlow asserts that the problems of these countriesO societies are caused by
weaknesses in their institutional arrangements and technical capacities which limit their ability to
effectively make and implement policyee Idat 13.

1% Thisis mainly because in these developing countries, people cannot effectively communicate
their views to the government. Bradlow also mentioned a possibility that these people are unlike to
have access to the information needed to make an informal opirdantak governmentOs

conduct of its relation with the IMSee Idat 17.

Hd. at 17.



specialization®? However, the agreement between the IMF and the United
Nations relieves the IMF of significargsponsibilities to the United Nations, and
restrics the United Nationsrom playing a meaningful role in the IMF

operations.”? According to the agreement, the IMlfhctions as an independent
international organizatiorBradlow believes that theffectiveindependence of

the IMF from the UN has become a problem as the scope of the IMFOs operations
has expanded beyoiitd original monetary functiofl! He contendghat in this

way the IMFOs operationsveénterferedwith the other specialized international
organization§jurisdictiors.

From the above five distortionBradlowobserves number of problem
with the IMF, includinga problem of the disconnéat between power and
responsibility, a problem of the IMFOs lack of accountalilitga problem offe
interpretation otheArticles of AgreementEventually, Bradlow analyzes three
popularapproachesowards the reform dhe IMF. These approaches range from
(i) abolition to (ii) policy changes to (iii) structural reforés for the first
approach- that the IMF should be abolishedBradlowobserves that even though
Oit may be possible to abolish the IMF, it is not possible to eliminate the need for
an organization like the IMF® As for the second approacho change the
policies of the IMF Bradlow thinksthat this would be insufficient becaudd is

212 Id.

1> The agreement between the United Nations and the IMF was intended to define the relationship
between the United Nation and the IMF. Under the agreement, thésiMEuired to function as

Oan independent international organization.O The agreement entered into force on November 15,
1947.SeeAgreement between the United Nations and the International Monetary Ed@d

U.N.T.S. 340. For a discussion of how the IM&slasserted its independence from the United
Nations,SeeJohn W. HeadSuspension of Debtor CountriesO Voting Rights in the IMF: An
Assessment of the Third Amendment to the IMF Cha888&YA. J.INTQ L. 591-646 (1993).

1* According to Bradlow, the IMF iBwolved in issues such as law reform, poverty alleviation,
labor issues, social welfare, environment, and trade liberalization.

2% Bradlow, supranote 197 at 24.



addressing the symptom rather than the real catfsketother words,fithe IMF

does not change the whole decisiaaking structure, the policies it adopts would

always be Oheavily biased todsthe interests of its industrialized member

states@®’ Lastly, as 6r the third approachthat is, the bringing of structural

reformto the IMF— Bradlowidentifies thre&inds of reforms- theshortterm,

mediumterm, and longerm reforms- as follows:

The shorterm reforms are those actions that the Managing
Director and Board of Directors can take on their own authority,
including allowing a member countryOs governor to participate in
any discussion in the Executive Boaindt relates to thahember
country, establishing a permanent and independent evaluation unit
in the IMF, establishing an expert panel to review the IMFOs
relations with other international organizations, atiter

initiatives.

The mediumterm reforms are those actions that regjtire Board

of Governor® approvaincluding increasing the number of
alternate directors, developitige IMFOsletailed operating
principles and procedures, renegotiatingrelationship agreement
between the IMF and the United Natipp$c.

The longterm reforms are those actions that require ratification by
the member countries, including amending the Articles of
Agreement to increase thevel of basic votes to at least its

original proportion in the total votes at the IMF, introducing a

261d. at 26.
217 |d



gualified vding procedure thatequires double majorityn votes

on policy issueg?, etc.

Bradlow eventually reaches the conclusion that Owithout undertaking this
reform program, it is unclear if the IMF will ever be able to effectively make any
useful contributions to solving the complex problems of poverty, inequality and
inadequate governaawhich plague developing countri¢sdayd*"’

As for all these way® reform the IMF that Bradlow points quhose
changes that amount to short-term reforms can only temporarily solve policy
problems. They will not be able to completely cure the IMF’s distortions. The
medium-term and long-term reforms, on the other hand, involve major issues
which require a special majority vote in order to get adopted. Thus, the logic is
fairly clear: it is almost impossible to implement these reforms that would be
necessary unless steps are first taken to change the IMF’s current decision-making

system.

This is surely in part because the United States retains effective veto
power over major decisions in the IMF and it will not allow the adoption of any
proposal that does not favor what it regards as being in its own national
interest.”** As I discussed earlier in Chapter One,**' for financial and operational
issues, such as distribution of general reserve or the methods of evaluation of the
SDR,a 70 percent majority vote is requirefls for the most important decisions
of the IMF,includingthe admission of new members, increaseguotas,

218 Under this double majority votes, as for votes on policy issues, consumer member countries
that use the IMF resources vote separately form the industrialized countries and the votes must
obtain a majority of support of both groups.

% Bradlow, supranote197, at 31.

2% \leto power normally refers to the power to unilaterally stop an official action. However, the

veto power here does not mean that the United States can veto, or reject, any proposal in the IMF.
It refers to the fact that the United States thasability to prevent adoption of any major

substantive proposal, which requires an 85 percent majority support in the IMF.

! Seesupratext accompanying notes 96, 97, and 98



allocations of SDRs, and amendmentth® IMFOs Articles of Agreement, 85
percent majority of voting power is requirddhe United States currently retains a
16.75 percent voting pow&r, which meanshatif the United States rejects a
subsantive proposal, the proposal would never get an 85 percent majorityvote.
In other words, the United States has an effective veto power. Therefore, to make

any major reform to the IMF, the IMF’s decision-making system needs to be

changed first, which would also require United States’ support. A change to the
decision-making system and a removal of the United States’ effective veto power

are perhaps the preconditions of any major reform to the IMF.

V. Views from Other Observers: Criticisms, Defass Perspectives, and
Proposals

In addition to Maier, Woods, and Bradlow, of course, many other
observers have offered analyses that bear on the IMF’s governance issues.
Although the three authors discussed above represent some of the clearest
thinking on issues of IMF governance, there are views from other observers that
warrant at least some attention. A survey of such observers’ writings reveals the

following:

¢ Columbia University professor Charles Calomiris asserts that the

IMF does not qualify as a lender of last resort. He wrote that the

2 The IMF,IMF Members' Quotas and Voting Power, and IMF Board of Govermwailable at
http://www.imf.org/external/np/sec/memdir/members.aspx

2 Even if all other member countries vote for the proposal, it can only obtain an 83.25 percent
voting power, still falling short of the 85 percent requirement.



IMF bailed out bankrupt banks, not the sound ones. It failed,

moreover, to rescue Asia from a financial panic.***

e Jeffrey D. Sachs, Director of the Earth Institute, Quetelet Professor
of Sustainable Development, and Professor of Health Policy and
Management at Columbia University, has asserted in his several
publications a similar view that we need an international lender of
last resort but it is not necessarily the IMF.*** Sachs states that the
IMF does poorly in terms of preventing and handling financial
panic.**® Sachs agrees on the importance of the basic purposes of
the IMF and its funding ability to assist many countries in the
course of financial crises, but he urges it to undertake a
fundamental reform.?*’ In another article, Sachs claims that one of
the reasons for IMF’s disappointing performance is the fact that the
IMF represents not all member countries, but only the member
countries who play a significant role in the IMF decision-making

228
process.

* Steve Hanke, a professor at Johns Hopkins University, reveals that
the IMF has proven to be incapable of diagnosing the acute

economic problems in Asian and has failed to prescribe a

2* Charles W. CalomirisThe IMF's Imprudent Role as Lender of Last ResbHCATO JOURNAL
3, 3 (1998).

23 Jeffrey D. SachsThe International Lender of Last Resort: What are the Alternatives?
Rethinking the International Monetary System Conference Proceedings, Series No. 43, Federa
Reserve Bank of Boston, (1999).

22 |1d. Othe way that the IMF has intervened, in situations where the panic is just starting, has often
inlamed the panic or exacerbated it rather than calmed it.O

227 Id.

¥ Jeffrey D. SachsThe FP Memo: How to Run the Intational Monetary FUundFOREIGN
PoLicy, (2004).



solution.””” He blames it on the currency exchange system and
believes the IMF cannot be reformed. His advice is to abandon the
currency exchange system.”" In a more recent article, Hanke
repeated his point that “the IMF’s policies don’t generate

prosperity or alleviate poverty” and should be abolished.”'

 Davison Budhoo®?, an economist from Grenada, criticizes the IMF
and the World Bank for approving and financing activities in the
countries of the South that benefit primarily elite classes and
transnational corporations.”*® Budhoo suggests three possible lines
of approach including abolishing the institutions™*, controlling the
institutions through the creation of a special UN agency, and
forcing change on the institutions.”>> Budhoo also proposes several
initiatives that can be taken immediately, including creating a
conflict resolution body and a “Third World Watchdog

Committee”.>*®

¥ Steve HankeReforming the IMF: Lessons from Indone$S&CENTRAL BANKING 38, 3844
(2000).

#%1d. at 40. Hanke said: Oemerging market countries must abolish their central banks and national
currencies. Thawould put currency crises in the dust bin. For example, if Indonesia unilaterally
adopted the dollar, it would no longer have an exchange ratevigsthe dollar. So how could it

have a currency crisis?0

2*! Steve H. HankeAbolish the IMF FORBES, (2000). Hanke said OThe only cure for the IMFOs
ills is to pull the plug on that international bureaucracy.O

2 Davison Budhoo is famous for his resignation from the IMF in 1888DAvISON BUDHOO,
OPENLETTER OFRESIGNATION TOTHE MANAGING DIRECTOR OFTHE INTERNATIONAL MONETARY
FUND 2 (1988).

233 DAVISON BUDHOO, IMF/WORLD BANK WREAK HAVOC ON THIRD WORLD, 50YEARSIS
ENOUGH: THE CASE AGAINST THE WORLD BANK AND THE INTERNATIONAL MONETARY FUND, 22,
(1994).

23 Hereinafter, Budhoo uses Oinstitutionsfefer to the World Bank and the IMF.
3 BUDHOO, supranote 233 at 22.
236 Id



Of course, there are also observers defending the IMF.

¢ Lawrence Summers, President Emeritus of Harvard University and
former Director of the National Economic Council, has defended
the IMF as “among the most effective and cost-efficient means
available to advance U.S. priorities worldwide.”*” In connection
with the Asian Financial Crisis erupting in 1997, Summers said
that “[r]ecent events have reaffirmed that the IMF is indispensable.
We would all of us involved with global finance be breathing less
easily this holiday season if the IMF had not taken the steps that it
did in response to the crises in Asia and elsewhere”.”*® But even
Summers admitted that “to say that the IMF is indispensable is not

to say that we can be satisfied with the one we now have”.**’

Some scholars make assessments on the IMF and its reforms:

* John W. Head, Robert W. Wagstaff Distinguished Professor at the
University of Kansas, former legal counsel to the IMF, in his book
The Future of the Global Economic Organizations: An Evaluation
of Criticisms Leveled at the IMF, the Multilateral Development
Banks, and the WT8° enumerated seven key criticisms leveled at
the IMF. The 7 criticisms Head lists are:

»7 sarah AndersonMF: Reform, Downsize, or AbolisB,FOREIGNPOLICY IN Focus 32 (2000).

% Lawrence Summerdhe Right Kind of IMF for a Stable Global Financial Syst&ts
department of Press Releases, December (1999).

239 Id.

240 JOHN W. HEAD, THE FUTURE OFTHE GLOBAL ECONOMIC ORGANIZATIONS: AN EVALUATION OF
CRITICISMS LEVELED AT THE IMF, THE MULTILATERAL DEVELOPMENTBANKS, AND THEWTO, 61-
110, (2005).



1. Bad Medicine -- the economic and financial policies that
the IMF attaches to its financial assistance are faulty.**!
2. Distributional and Social Injustices -- the IMF policies
impose costs, such as enlarging the gap between rich and
poor within a society.***

3. Trampling of National Sovereignty -- “the IMF
conditionality encroaches on a country’s rightful
autonomy”.**?
4. Secrecy and Opaqueness -- the IMF does not disclose its
governing policies document (documentary secretiveness),
and does not disclose how it conducts business (operational
secretiveness).”**

5. Democracy Deficit -- The IMF is controlled by a handful
of rich countries and is an unaccountable autocracy.**

6. Mission Creep -- “The IMF has extended its operations
into areas in which it has no authority and no
competence”.**
7. Asymmetry in Obligations -- The rich industrialized
countries control the IMF to force the economically less
developed countries to adopt economic and financial

policies which the rich countries can disregard.**’

241 Id.
242 Id.
243 Id.
244 Id.
245 Id.
246 Id.
247 Id.

at 61.

at 63

at 64.
at 65.
at 66.
at 68.



For all seven above criticisms, Head offers an evaluation. He
largely dismisses the bad medicine criticism, the trampling of
national sovereignty criticism, the secrecy and opaqueness
criticism, and the mission creep criticism.*** Head generally
endorses the other three criticism — distributional and social
injustices, democracy deficit, and asymmetry in obligations, but
also points out that “there are some elements to most of them that
are unconvincing on closer inspection.””*

* Peter Coffey and Robert J. Riley make assessments on the IMF
from a European perspective and an American perspective
separately in their book Reform of the International Institutions:
The IMF, World Bank and the WTO

Riley first cites several criticisms towards the IMF and then makes
a comparison of the official sources (the International Financial
Institution Advisory Commission, hereinafter referred to as “the
Commission”) and the unofficial sources (other scholars).
According to Riley, the Commission recommended a wide range
of changes, including “a set of strict lending principles or

conditions on the part of borrowing nations™”'

and a tightened
form of banking regulation. The Commission also suggested a
greater transparency to the IMF. The United States Treasury

concurred in the Commission’s recommendation. However, neither

248 1d. at 68.
24 1d. at 81.

% PETERCOFFEY& ROBERTRILEY, REFORM OFTHE INTERNATIONAL INSTITUTIONS. THE IMF,
WORLD BANK AND THEWTO (2006). Peter Coffey is a professor at the University of St. Thomas.
Robert Riley is also a professor at the University of St. Thomas.

Bd. at 159.



the United States treasury nor the Commission made comment on
the IMF’s governance problem and thus ignored the supremacy of

the United States’ voting power.

Riley then lists a number of scholars’ proposals to reform the IMF.
Stiglitz, for instance, proposes changes that would extend voting
rights to more stakeholders as well as a series of other broad
reforms. Eichengreen also proposes a change in the governance
structure of the IMF. Addressing his observations to the many
critics of the IMF’s decision making process and structure of the
Fund, Eichengreen proposes that “the Articles of Agreement be
amended to augment the independence of the Executive Board and
discourage the directors from taking advice from their own
government”, and “International and Financial Committee of the
Fund should be endowed with the ability to dismiss the entire
board of individual directors by a super-majority vote”.>>>
Calomiris and Meltzer argue that several reforms will be feasible
only if the United States Congress decided that they are needed,
noting that “the US government is the largest contributor to IMF

and World Bank funding”.**

In his summary at the end of the book, Riley admits that “any

recommendations must be politically feasible - it does little good to

agitate for change that is simply not possible”.*>*

2521d. at 255.
23 1d. at 263.
234 1d. at 270.



* Richard Peet, a professor at Clark University, reviewed the IMF’s
policies from 1945 to the present in his book Unholy Trinity: the
IMF, World Bank and WD.*>® Peet specifically analyzes the
influence of several financial crises on the IMF in history. He also
enumerates the instances of protest rising against the IMF from the
mid-1970s and concludes that most protests have happened when
people think that an injustice has been done, especially when
countries impose policies with repressive social class

consequences in the interest of servicing foreign debts.

As for the recent reforms for increasing the voting shares of two-
thirds of the IMF member countries, Peet points out that “the total
increase for developing countries is only 1.6 percentage points,
meaning that rich countries, representing about 15 percent of the
membership of the IMF, will continue to wield nearly 60 percent
of the voting rights”.**® Peet even questions whether the IMF,
without further reform, could survive in such a changing global

governance structure.

* In the book International Financial Institutions & International
Law, co-edited by Daniel Bradlow and David B. Hunter, the
second chapter reviews the IFIs and international law from a Third
World perspective. The author of this chapter, B.S. Chimni**’
wrote: “The essential issue is whether developing states, the only

subjects of IFI policies and programmes, can have a substantial

% RICHARD PEET, UNHOLY TRINITY : THE IMF, WORLD BANK AND WTO, (2009).
>0 |d. at 45.

»7B.S. Chimni is a Chairperson of the Centre for International Legal Studies (CILS) at Jawaharlal
Nehru University, New Delhi. He is a legal scholar expertise in international law and international
trade law.



voice in the decision-making process without compromising the
revolving nature of [the funds] in IFIs”.**® Chimni further quotes
the Charter of Economic Rights and Duties adopted by the United
Nations General Assembly in 1974 to prove all states “have the
right to participate fully and effectively in the international
decision-making process in the solution of world economic,
financial and monetary problems”.*>” He appreciates the reform
recommended by the G-20 countries*® to shift quota shares to
those under-represented countries, but thinks this is not enough

since the United States will retain its veto power over major

decisions which require an 85 percent majority vote.

The other significant issues Chimni points out are the governance
structure and the lack of transparency.*®' In addition, he remarks
that the Third World countries should create a financial institution
that serves their needs, based on common benefits between these

countries.

Many proposals are directed at the IMF’s Executive Board and voting

power.

¥ B.S.CHIMNI, INTERNATIONAL FINANCIAL INSTITUTIONS AND INTERNATIONAL LAW: A THIRD
WORLD PERSPECTIVE IN INTERNATIONAL FINANCIAL INSTITUTION & INTERNATIONAL LAW 31-32
(Daniel Bradlow & David Hunter eds. 2010).

29 1d. at 32.

0 G-20, G20, or OGroup of 200, refers to the Group of Jvmance Ministers and Central

Bank Governors. The G0, created in 1999, is a forum for international financial cooperation.

The G20 represents the twenty major economies in the world, including: Argentina, Australia,
Brazil, Canada, China, France, Gamy, India, Indonesia, Italy, Japan, the Republic of Korea,
Mexico, Russia, Saudi Arabia, South Africa, Turkey, the United Kingdom, the United States of
America plus the European Union, which is represented by the President of the European Council
and by Head of the European Central BafSlee Id Also Se&s-20 websiteavailable at
http://www.g20.org/docs/about/about_G20.html.

1 CHIMNI, supranote 258at 42.



* Edwin M. Truman’s book***, Reforming the IMF for the 21st
Century, lays out approaches to addressing the interrelated issues
of representation on the Executive Board and voting power in the
IMF > As for reforms of chairs®®*, Truman proposes consolidating
the EU representation into 7 seats exclusively containing EU or
potential EU members. In terms of shares, Truman outlines a
simpler quota formula “composed of GDP on a purchasing power
parity basis and the variability of current payments and capital
flows as a basis for quota negotiations”.”*> With regard to
reallocation of existing quotas, Truman suspects that shifting
quotas from European countries to emerging market economies
would favor the United States. He states that “[it] is unrealistic
because no country has ever agreed to voluntary reduction in the
absolute size of its quota. To do so, a sovereign country, in effect,
must accept that its absolute importance in the world has
declined”.**® Consequently, Truman offers a one-step or two-step
process of increasing the total IMF quotas which eventually places
the EU and the United States together at hypothetical quota shares
totaling 18 percent. He also advocates the use of the G20*’ as a
forum to negotiate the basic political deal required to accomplish

this change.

2 Edwin M. Truman is an American economist specializing in international financial institutions.
% TRUMAN, supranote 8.

%4 Seeld. at 9. Truman refers the Executive Board as OchairsO and voting power as OsharesO.
*%|d. at 10.

*%%|d. at 18.

7 For a list of G20 countriesseesupranote 0.



* Miles Kahler is a Distinguished Professor at the University of
California, San Diego. In his article “Internal Governance and IMF

Performance”®®

, Kahler mainly focuses on the reform of the IMF
Executive Board. By analyzing various IMF structural and
procedural issues through the lens of corporate governance, Kahler
believes that the issue of the IMF governance relies on the fact that
a few large shareholders dominate the institution. Like Truman, his

solution to this legitimacy problem is a change of chairs and shares.

To further explain his solution, Kahler first proposes a smaller
board consisting of more senior national representatives. Kahler
emphasizes the importance of creating a more transparent and
clearer guideline of the Executive Board in order to increase the
accountability of the IMF. In terms of the process of choosing the
IMF Managing Director, Kahler suggests a new practice to have
someone outside Europe to be the Managing Director. He also
advocates in favor of a greater interaction by the IMF with

nongovernmental organizations.

Many other proposals have also been raised in addition to those focusing

on reforming voting power and the Executive Board.

* (. Fred Bergsten, an Economist and former Deputy for
International Economic Affairs at the National Security Council,
proposes replacing American leadership with an effective

collective leadership, in his 1994 publication “Managing the World

28 MILES KAHLER, INTERNAL GOVERNANCE AND |IMF PERFORMANCE REFORMING THE IMF FOR
THE 21STCENTURY, (Edwin M. Truman ed., 2006).



Economy of the Future”.”® Bergsten suggests a G-3 group, instead

of the closest approximation G-7, to make up such leadership.
Such a G-3 group would include the European Union, Japan, and
the United States, which were three economic superpowers at that
time. Later in 2005, he stepped further forward in the article “A
New Steering Commiittee for the World Economy”,*”’ which
features a main theme that the world economy requires a “steering
committee”. Based on the fact that “the IMF has always been
directed by an outside group, most recently the G-7 finance

ministers and central bank governors,”’'

Bergsten concludes that
because the G-7 itself lacks credibility, legitimacy, and
effectiveness, the IMF therefore failed to maintain a credible,

legitimate and effective performance.

To select an appropriate “steering committee”, Bergsten lists three
possible candidates: the G-4 (The United States, The European
Union, Japan, and China), the G-8 (G-4 countries plus Brazil, India,
Russia and South Africa), and the G-20 (G-8 countries plus
Argentina, Australia,, Canada, France, Germany, Indonesia, Italy,
Mexico, Saudi Arabia, South Korea, Turkey, United Kingdom).>”*
Bergsten claims that the G-4 would have balance both

2% BERGSTEN supranote 173at 341.

7 C. FRED BERGSTEN REFORMING THE IMF FOR THE 21STCENTURY 279-292 (Edwin M. Truman
ed., 2006).

21d. at 280.

72 BergstenOs standard to select the nesvisy committee is that the committee must Oseek to

find the optimum tradeff between legitimacy and efficiency.O Bergstern asserts that O[the
steering committee] must be sufficiently representative to encompass all relevant sides of the key
issues andhus be acceptable to the many parties that will inevitably remain outside the inner club.
But it cannot be so large as to be unwieldy and incapable of acBes.{dat 286.



geographically and ethnically.”” The G-8, on the other hand,
would be evenly divided between rich and poor, and between
Caucasians and non-Caucasians.”’”* The G-20 is more

representative because more countries are added to the group.

In addition, Bergsten advocates a group of the F-16 at the finance
minister level.””> Bergsten believes that the F-16 would produce a
more effective steering committee for the world economy and
enhance the legitimacy of the IMF when the steering committee

deals with major issues affecting the Fund.

" The G4 would have four largest economies in the world, including one dewglapiuntry
which has a population exceeds the combined population of the three other rich countries.

" The G:8 would represent all regions except the Middle East and the Southwest Pacific.

> According to Bergsten, the-E6, similar to the 0, is a grop of finance misters from 16
major economies.



CHAPTER THREE ADDRESSING THE FIRST AND SECOND KEY
QUESTIONS: NECESSITY AND GOOD
GOVERNANCE

Having introduced the key issues and surveyed existing literature on them,
this chaptewill provide answers to th first two keyquestionsQs thelMF still
neede@0 andWVhy is the IMF not worlng as expecte?D

To answer the firstey question- Ols the IMF still needed2Owill
review the origins ointernational organizati@and international financial
institutions, with a speciatmphasis othe IMF and Bretton Woods System. | will
thenexamne the purpose of the IMRvhich is stated iArticle | of the IMF
Articles of AgreementBy reviewing the original groursdfor the IMFOs
establishment, | concludbatinternational communitgtill need the IMF to
fulfill its purposeFurthermorein the face of the global financial crisitiet IMF

is needednore than ever.

To answer the secorkey question- ONVhy is the IMF not workng as
expecte@O- | will refer to WoodsO good governance theory and set up tests of
participation, accountability areffectivenessgor the IMF2’® | will explain why
the IMF fails to pass these three tests thwedeforedoes ot havegood

governance.

7% | replaced WoodsO third principl@hefairnessprincipleO with e effectivenesprinciplel.



| will close Chapter Three by explaining why the sorts of reforms
already accepted and undertaken by the HMér instancea simple quota
reallocation- will not solve thegovernancg@roblem completelyTherefore, a

further reformwhich will be shown in Chapr Four,is necessary.

l. The Necessity of the IMF

| havebriefly discussedhe firstkey question which is Ols th&VIF still
needed?{ ChaptelOne Beforeexploringthis questiommore fully, it is
necessary toriefly review the origin ofnternagional aganizations and
internationafinancial nstitutiors. After all, the IMF isonly oneof many
international financial institutions, artkdeseareonly one type ointernational

organization.

A. TheOverallOrigin of International Organizations

According to BlackOs Law Dictionary, mternational organization is an
inter-governmental association cbuntries, established by and operated
according to multilateral treaty, whose purpose is to pursueothenon aims of
those countrie§'’ Internationalbrganizations, at the risk of oversimplification,
can be seen as persons under international tailhe caracter ofnternational
organizationss legal entities, with states as members, reflects the historical and
political circumstances in which they have evolved. Therefore it is necessary to
explore the origin of international organizations more generafigluding those
with aims and opet®ns that are not merely financial in character. After all,

international financial institutions constitutaly one branch of the international

" BlackOs Law Dictiona892 (9th ed. 2009).

"8 BARRY CARTER, PHILLIP TRIMBLE & ALLEN WEINER, INTERNATIONAL LAW 478(5th ed. 2007).



organization family, though it mafrom some perspectivelse the most
important branch.

There are many theies about the creation of international organizations.
For example, Barry Carter, Phillip Trimble, and Allen Weiner assert that O[s]tates
create intergovernmental organizations for the purpose of accomplishing
generally shared social or economic objecti@sDamrosch, Henkin, Pugh,
Schachter, and Smit also attribute the massive expansion of international

organizatios to cooperative purposé™

| believe there are two main reasons forrthétitudinousemergence of
international organizations. The firsttiee development of technology, especially
communication. Modern communication technology makes negotiating treaties
and agreements betwernltiple countries easier and more plausible. With the
help of the telegraph and telephone, negotiation without ngeb&@me possible.
Representatives do not need to travel back and forth to sign a treaty. The second is
the need for international cooperatidhFor example, the International
Telecommunication Union (ITU), which is widely known as the first international
organization, was established in 1865 because the development of the telegraph
requirel multiple countries to cooperate and set up rules theyld all follow?**
Indeed, without the cooperation led by an international organization, it would be
impractical or impossible for transborder telegraphic messages to be sent and
received. In the 20th century, globalization demands a much wider range of

2 1d. at 138.

% Seel ORI DAMROSCH, LOUIS HENKIN, RICHARD PUGH, OSCAR SCHACHTER& HANS SMIT,
INTERNATIONAL LAW CASESAND MATERIALS xxxiv (4th ed.2001). OOrganizations were formed to
address a broad range of ills plaguing the wodchmunity.O

! This is especially true in terms of international financial cooperation. A more detailed
discussion about international financial cooperation and International financial institutions will be
presented later in this Chapter.

2 For a brief acount of ITU, SeegenerallyDAVID BEDERMAN, INTERNATIONAL LAW
FRAMEWORKS 63 (2010).



cooperation among catries on every level economic, political, and even

military. Taking economic cooperation for instance, with the development of
global economics, countries are bound to each other. There is hardly a country in
this world that can live by itself. Evenglmost isolated country in the world,

North Korea, must trade with China. Every country, together igttitizens,is
connectedconomicallyin the world today. Thus, international organizasiare
needed to leathis kind ofcooperation.

Countries havéeen creatingnstitutional ceoperative plans for a long
time. In ancient Greecéor examplepolitically independent entitiesready
signed trade agreement with each atfreHowever, h terms of thenodern
concept of internationarganizations, mosticholas lookback to the year 1648,
when the Peace of Westphalia was sigfie@he Peace of Westphaliahich
consisedof a pair of treaties signed concurrenslglidified the concept of
nationalstates andonfirmedthe principle of national sovereigmy both of
which are basic elements for the development of internatoygahizations

because such organizations are created by nastaials.

Frederic Kirgis, a law professor at Washington and Lee Univegsites
a report desdoing two parallel pths of the evolution of countriesO cooperation in

) FREDERICKIRGIS JR, INTERNATIONAL ORGANIZATIONS IN THEIR LEGAL SETTING 1 (2nd ed.
1993).

% ALEXANDER THOMPSON& DUNCAN SNIDAL , INTERNATIONAL ORGANIZATIONS, Report at the
University of Chicago, 693, (1999).

¥ 1d. The concept of nationatates itself goes back much earlier than the Peace of Westphalia.
For example, many nationatates existed before 1648. Also, the principle of sovereignty goes
back to Jean Bodin, a Frenghist and political philosopher who is best known for his theory of
sovereignty, which can be found in his 1576 tredti® Six Livres de la RZpubliq(i&ix Books of
the Republit). However, the Peace of Westphalia was definitely a milestone, accéoding
Thompson, which solidified the concept of natiesttes and confirmed the principle of national
sovereignty. For a more detailed introduction of sovereignty and Thomas Hobbe&éviatbian

in which Hobbes used a metaphor to descript the concé&pmiereigntyO as an artificial person,
and named it OLeviathars®eChapter Four.



International Organizations in Their Legal Settifiy Thesetwo pathdead to two
sources- namely, the conference system and internatiadalinistrative unions
of presentday international organization¥.Kirgis explains
The evolution of cebperative forms of State practice took
two parallel paths:

(1) An evolution from the stage of ad hoc temporary
conferences which are convened for a specific purpose and which
come to an end once the subjawtter isagreed upon and
embodied in an international agreement, to the stage of permanent
international organizations with organs that function permanently
and meet periodically.

(2) An evolution from the level of purely administrative
unions, eaclspecializingn one kind of intern#onal activity of a
basically technical character, to that of general international
organizations whose scope of activities, though predominantly
political, extends to all aspects of internationabperation, i.e.,
economic, sociatechnical, eté™

For centuries,howevernationstates used to libe only actors on the
international stage. Most states did not see the necessitgerhaps even the
opportunity, as a legal or conceptual mattef creating an organizaticaamong
themselves. After gldoing so would almost surely involyartially surrendeng
their sovereigntyT'hus,the number of international organizations was very
limited before the nineteenth centuiyhe principle of national sovereignty was
still the overriding principle when the very first international organizations were
being founded, so their number and scope was correspondingly niamas.
only when states advanced from the bilateral treaty and reliance on diplomatic
contactto other forms oto-operation in the nineteenth century that the

international organization as a form of legal structure appeared in large

% SeeEl-Erian, First Report on Relations Between States and igtafernmental Organizations
Report to the International Law Commission by its Special Rapporteur, 1963, RTQ,
Comm@,159, 162164, (1963)SeeKIRGIS, supranote283 at 1

7 SeeKIRGIS, supranote283 at 1
288 Id



numbers™ An eraof international conferences and multilateral treaties was
heralded by the Congress of Vierind 814> After that, the League of

Nations®' and the United Nationisoarded the stage and acted as more developed
peacekeeping institutions, followed by a great number of specialized institutions
concerned with technical, economic, and sociabgeratiort. >

B. TheGeneralOrigin of International Financial Institutions

Any examination of the origin of international financial institutions must
begin with a consideration of thegdal and historical character. Typically, a
Ofinancial institutionO 6 to a busiess, organizationy @ther entity that
manages money, credit or capital, such as a bank, credit union, santHgan
association, securities broker or dealer, pawnbroker, or investment cotfipany.
The term Ointaational financial institutiod is applied to those legal entities that
exist at the international level as public intergovernmental international

organizations- with states as memberghat have financial affairs at the heart of

% | AN BROWNLIE, PRINCIPLESOF PUBLIC INTERNATIONAL LAW 647 (6th ed. 2003).

*%1d. The Congress of Vienna was an assembly in 1834hat reorganized Europe after the
Napoleonic WarsSeeEncyclopedia BritannicaZongress of Viennavailable at
http://www.britannica.com/EBchecked/topic/628086/Congdsgienna.

*! The League of Nations was established after World War 1. It was the first attempt to create an
international organization for cooperation on a worldwide governmental level. The League of
Nations was a successful first attempt toward solidifying intematicooperation, and it also did

an enormous amount of good in establishing rules and practices of international organization law.
In addition, the existence of the League of Nations lay a foundation for the establishment of the
United Nations in the 1940klowever, because the United States of America never joined the
League of Nation, the League of Nation failed to meet its aim of achieving international peace and
security.SeeErvin P. HexnenWorldwide International Economic Institutions: A Factidview

61 CoLumBIA LAW REVIEW 3, 356, 354383, (1961)See alsdoHN W. HEAD, LOSING THE

GLOBAL DEVELOPMENTWAR (2008), OThe Leagid failed to meet its aim oaéhiev[ing]
international peace and security.00

2 BROWNLIE, supranote 289 at 647.
3 BlackOkaw Dictionary706 (9th ed. 2009).



their aims and operations. The most prominent intema financial institutions,

of course, are the World Bank and the IMF, but a range of multilateral institutions
— again, with states as membersxist also at the regional level, the most
prominent being the regional development banks (Asian DeveldBaeik,

European Bank for Reconstruction and Development, African Development Bank,
and InterAmerican Development Bank).

As a broad definitional matter, amernatonal financial institutiormight
be regarded asne kind ofinternational organization gviding financial services
to its member countries and the international commuaitgifocusingon
financial relations among staté&gvin P. Hexner draga good picture of the early

intemational financial institutions

Before the First World Waeconomic cooperation on an
institutional basis had taken place within the framework of over
thirty intergovernmental organizations dealing with a wide variety
of subjects. But, since these institutions were not concerned with
problems of national econonpolicy and only exceptionally with
matters involving conflicts of national interests, they embodied
international administration only in a very restricted sense. The
first international public agency dealing with economic affairs was
the International Darne Commission, established by the Paris
Conference in 1856. In 1865, the International Telegraphic Union
was established, to be followed nine years later by the Universal
Postal Union. Thus cooperation centered mainly on
communication, transportation, agultural research, and the gold
standard scheme. Since respect for property rights was basic to the
national legal systems, international letegm investments and
shortterm capital movements were more practicable than today.
But trade cooperation machimyeon a broader than regional scale
did not yet exist’*

It is worth noting thatong before thexistence of international financial
institutions, countriealreadyhadsigned trade agreements and treaties to regulate

2% Ervin P. HexnerWorldwide International Economic Institutions: A Factual ReviéCoLUM.
L. Rev. 3, 355, (1961).



multinational trade activitieS: Thesetrade agreements had existed for hundreds
of years?’® Countriescould not form international financial institutions, because
at that timetheydid not want to surrender national sovereignty. Asyes such

as national monetary policy and economic develmrhave long been
considered as sovereign privilegeVith the predominant national sovereignty
principle, countries naturally belie¢t&@ was their decision how to value the
currencies and conduef other monetary policies! As a result, no international
financial organizatiomxisted prior to the twentieth centutp Omonitor and
regulate potentially destructive economic behaviorO of countties.

Before World War |, major developed countries tied their currencies to
gold, ® that the exchange rates fixed>”” Smaller countries then tied their
currencies to one of the major currencies and tisgsecurreneesas the
reserves.’ Thiswascalled the Gold Standard aitdasiedfor deca@sin the late
eighteenth century and tearly nineteenth centu®y' One definition of the Gold
Standard is O[a] monetary system in which currency is convertible into its legal
equivalent in gold or gold coi** Since no international financial organization

was set tanonitorthis currency exchange rate systethee Gold $&andard

3 It is especially important to emphasize that a treaty, or treaty regime, is a different concept from
an organization. A treaty often has some OsuperstructureO of operational capacity laid on top of it,
but does not have legal personality. On the other hand, an organization, is a legal psrson
confirmed by the International Court of Justice in RegarationsCase SeeReparation for

Injuries Suffered in the Service of the United Natjéwvisory Opinion of 11 April 1949, General

List No. 4 (19481949).

¥ SeeJeffrey S. BeckingtorCompetitive Currency Depreciation: The Need for a More Effective
International Legal Regimel0J.INTQ Bus. & L. 211, (2011).

#71d. at 212.
2% 1d.
2 1d.
3004,
0 d,

92 BlackOs Law Dictiona@61 (9th ed. 2009). OThe United States adopted the gold standard in
1900 and abandoned it in 1934.0



collapsel almostimmediatelyupon the outbreak of World War¥ Fromthat
point onward, and durintpe whole interwar periothrough1945,theexchange
rates between major currenciéiactuatel widely. Because of the absence of an
international financial institutigrihe exchange rateystemdid notrecover until
the establishmnt of the Bretton Woods System.

C. TheSpecificOrigin of the IMF andhe Bretton Woods System

At the beginning of World War Jkome countries, especially the United
States, alreadijadstarted to discusggulatingpossible postvar economic
problems”™, includingthe devastation of Europe, the collapse of the global
economy; and trade protectionisii® The problem that most conaeed the
international financial systemasthe collapse of the global economy, followed
by the worldwidephenomenon ovildly fluctuatingexchange rate Some
countries,such a®Britain andFran®, devalued their currencies by manipulating
the officially -set exchange rates in order to benefit their econotfiies.

DuringWorld Wa Il, the United States ar@reat Britain planned to create
a system Othat would avoid the defects of the intgperéwd and prenote world
peace3” The goal of such a systewrasto combine the advantage of the
classical gold standard (i.e., exchange rate stability) with the advantage of floating

3% Beckington,supranote 2%, at 212.
**1d. at 217.

305 NGAIRE WOODS THE GLOBALIZERS: THE IMF, THE WORLD BANK, AND THEIR BORROWERS16
(2006).

3% John W. HeadThrowing Eggs at Windows: Legal and Institutional Globalization in the-21st
Century Economy50U. KAN. L. Rev. 731, 749, (20R).

7 By devaluing the currency, a country will increase its exports and suppress its imports.

% MICHAEL D. BORDO& BARRY EICHENGREEN A RETROSPECTIVE ON THEBRETTONWOODS
SYSTEM: LESSONSFOR INTERNATIONAL MONETARY REFORM 31 (1993).



rates(i.e., to provide insulation from foreign shock$}.The British and the
Americars had difficuliesin the negotiatiothecausésreat Britain was expected
to be a debtor country after the war while theteld Stateswas expected to be a
creditor country!® After the long lasting political negotiatiothetwo countries
madea compromise andreatedOrhe Jont Statement by Experts on the
Establishment of an Inteational Monetary Fun@which serve as the working
draft at the Bretton Woods conference in 1984is joint statement also led

directly to the Articles of Agreement of the International Monefaumd?"!

On July 1 1944, in Bretton Woods, New Hampshire, 730 delegates from
all 44 allied nations attended tbmited Nations Monetary and Financial
Conference, more commonly known as Bretton Wood<Conference, to
regulate the aftewar interrational mmetary and financial systeftt At the
conference, twagreementsjamely,the Articles of Agreement of the
International Bank for Reconstruction and Developmantithe Articles of
Agreement of the International Monetary Fuatso known as the Brtein Woods
Agreementswere signedBased on the agreements, the conference established
the International Bank for Reconstruction and Development (IBRD), and the

International Monetary Fund (IMF).

The Bretton Woods Systewasa stable but shetived system'” The
rate of inflationin majorindustrial countries during a shqeeriodafterWorld
War Il was lowandthe exchange raseamong major industrialized countriesO

currenciesverestable. Thisvas partiallybecause othe Par Value Systeti,

1d. at 5.
3191d. at 3.
311 |d

12 1d. at 47.
B d. at 5.

3% For a brief account of Par Value Systé®egsupratext accompanyig notes 27, 28, and 29



under whichthe member coungstied their currency to th&.S. dollar which

was basd on the gold standard’ The IMF Articles of Agreement regulated the
Par ValueSystemin its original 1944 form, as stated in Article, Mat O[t]he par
value of the currency ofaeh member shall be expressed in terms of gold as a
common denominator or in terms of the United States dollar of the weight and
fineness in effect on July 1, 1964°

During thisshort period afteworld War 11, theU.S. dollarwas the key
currency of the international monetary system and was usedagr unit of
accounting foimportation and exportation worldwid¥.Because of its rolas a
medium of exchange, the U.S. dolferally became a major reserve in most
countries thoughthis was not part of the original intention of the IMFOs
architects'® The IMF worked well under the Btton Woods system until the
1970s.Indeed, letween 1944ndthe 1970s,Hefuture of theinternational
econony seemed brighto many observers?

Meanwhile, other international financial institutiomsrecreated during
this period. Mosbf the major regionahultilateral development banks, such as
the African Development Bank, the Intdmerican Development Bank and the
Asian Development Bank, weestablishedn the late 1950s and early 1960s
However, it is worth notinghat these organizatiomgere not as significant as the

IMF, especially for the developed countries, who mainkpperated with the

313 SeeBenjamin CohernBretton Woods Systemvailable at
http://www.polsci.ucsb.edu/faculty/cohen/inpress/bretton.html.

1® The IMF Articles of Agreement, Article IV. Par Values Of Currencies, Section 1. Expression of
par values. (1944).

' MICHAEL D. BORDO& BARRY EICHENGREEN A RETROSPECTIVEON THE BRETTONWOODS
SYSTEM: LESSONSOR INTERNATIONAL MONETARY REFORM 47 (1993).

318 Id.

1% SeeNathan Lewis1971: Bretton Woods and the FeDecade Trauma of Its Collaps®The
previous two decades had been a time of prosperity and abundance, not only for the U.S., but
countries worldwide including the emerging markefs/@ilable at
http://lwww.forbes.com/2011/07/07/brettavoodscollapse.html.



IMF. Just aghe IMF concluded, {these regionlamultilateral development banks]
attracted little attention among the public at large, at least in the developed

countries, before 197G°*°

After the1970s, one of the most dramatic changes to the Bretton Woods
Systemwas the collapse of the Goldaédardsysten. During thel960s, heU.S.
dollar depreciated greatly, partially becaudehe United Statesionetary policy
and the VietnanwWar. Thusthe whole par value system was under threat. In 1971,
the United Stateseased to convetheU.S. dollarto gold, which enddthe Gold
Standardsystenr>' Later in the same year, tiBoup of Teri”?, the major
economiest that time including Belgium, Canada, France, Germany, Italy, Japan,
the Netherlands, Sweden, the United Kingdom, and the United ,Sligtesl the
Smithsonian Agreemenivhichdevalue@ the U.S. dollarfrom 35dollarsper
ounce of gold to 38ollarsper ounce?” This actionsoon turned out to be far
from sufficient to address the deteriorating circumstantieeU.S. dollar
depreciatecgain andin 1973 thenajor developedountries started to adoibte
floating exchange ratgystem Becauséhe par valuesystemwasbased on the
Gold Standard, tesedevelopmentslso meanthe collapse of thpar value

system.

D. Article | and the Purpose of the i

It is true that the IMF hthbeen at the forefront of preventing and

managing the financial crisislowever,from the end of the 1980 many

320 Id.
321 Id.

22 The Group of Ten, or G0, refers to the group of countries agreed to participate in the General
Arrangements to Borrow (GAB). These were also the major economies in the $86&flso The
IMF, G-10. Available athttp://www.imf.org/external/np/exr/facts/groups.htm#G10.

323 MADHU V13, INTERNATIONAL FINANCIAL MANAGEMENT 32 (2002).



countries started tely more onthe private sectorather tharthe IMF,in
ensuring international financiatability’** Indeed, as the @0** and the
Financial Stability Board (FSBY were created witlanaim of achieving global
economic stability and sustainable growtkimilar to the aim of the IMF the
role of the IMF intheinternational financial system hhsen downsizetf’
Moschella pointshis out as follovs:
Oln short, there has been a shift from the view that

governing risk in the international financial system requires a

concentration of powers in the IMF to the view that global

financial stability reqires a decentralized system of governance

where supervisory and regulatory powers are diffused among states
and market actors®

This leads tany first key question- Olsthe IMF still neede@OMy answer
to the questiomvould be based owhether or nothe IMFOs original groundlits
purpose of establishmentoes stillexist. If the original groundtill exists, then
the IMF is reeded. If the original grountb longer exis thenthe IMF is not
needed.

The purpose of the IMF is cleardyatedn Article | of theIMF Articles of
Agreement® There are six subsections in Article I.

32* MANUELA MOSCHELLA, GOVERNING RISK THE IMF AND GLOBAL FINANCIAL CRISES2 (2010).
3% For a brief account ahe G20 and a complete list of-20 countriessee supraote 260

2 The Financial Stability Board (FSB) is an international organization that aimingsalinating
the work of national financial authorities at the international level. The FSB was created after
the2009 G20 London summitThe FSB websitavailable at
http://www.financialstabilityboard.org/.

327 |d. See alsahe G-20 website, What is theG20, available at
http://www.g20.org/docs/about/about G20.html “The objectives of the G20 refer to: 1. Policy
coordination between its members in order to achieve global economic stability, sustainable
growth...”

28 MOSCHELLA, supranote 24, at 2.

¥ The Ariicles of Agreement Article | was listed supratext accompanying note 26



In respading to the purpose statedArticle |, subsectior{i) — that is, to
promoteinternational monetary cooperatien argue that we still need the IMF to
do so0.0f course, many people argue that the monetary system need not to be
managed at all and the market itself could work well without outside
intervention’*” This theorywasembraced by the firfReagaradministration,
assuming that each country should put ite dwuse in order’' The Reagan
administration reduced the scale of intervention, discontinued the policy of
building up currency reserves, and cut back its sieom swap arrangements with
foreign countries’? However, the market did not behave asatiministration
expected?”’ In September 1985, because of the soaring American trade deficit, the
Regan administration reversed its earlier neglect of exchange rate policy and
turnedto international economic activist.Indeed, ve need an international

financial institution to compensate for badly behaved markats.

Still, many scholardiave beeskeptical abut the IMFOs leadership in
international monetary cooperatioas stated in Chapter One and Tvbecause

the world market hasotfunctionedproperlyeven under the IMFOs leadership

3% JOHN WILLIAMSON & C.RANDALL HENNING, MANAGING THE MONETARY SYSTEM, MANAGING
THE WORLD ECONOMY: FIFTY YEARSAFTERBRETTONWOODS84 (Peter B. Kenen ed. 1994)

3! In fact, the Groupf Five also followed this theory from 1981 to 198%.
332 ANNA J. SCHWARTZ, MONEY IN HISTORICAL PERSPECTIVE333(1987).

33 WILLIAMSON & HENNING, supranote330at 84. Williamson and Henning state O[o]ne has to
doubt the degree of rationality [embodied] in the process of exchange rate determination unless
one is prepared to dismiss some recent econometric results, such as the famous finding by Meese
and Rogoff (1983) thea random walk outperformed any of the exchange rate models over time
horizons of less than a year, not to mention the overwhelming evidence printatealia by

Kurgman (1985) and Marris (1985) that the dollar suffered a speculative bubble in th88agl

Our worst fears now appear to have been confirmed by a new paper of Andrew Rose (1994),
which finds only weak effects of the monetary fundamentals (and, for that matter, capital mobility)
on exchange rate volatility. Limiting exchange rate variataoes not shift noise from the

exchange market to some other market (like the bond market) as traditional models assumed;
rather, it mainly diminishes the noise in the system (Artis and Taylor 1989)0.

33 James ShoctRarty Politics and International EconomActivism: The ReagaBush Years
113 POLITICAL SCIENCEQUARTERLY 1, 113 (1998).

335 Id.



Indeed over the past decades, we have seearies of financial crises including
theMexican crisis in 1994, the Asian crisis in 1997, the Russian crisis in 1998, the
Brazilian crisis in 1999, and the most recent gldioancial crisis starting in

2008.%*° However, the fact thahe market does not workell only emphasize
theimportance of the IMFOs leadershifithout the IMFOmork on international
monetary cooperation, the market cob&ebehave worse.

In respondig to the purpose stated Aaticle |, subsectiorii) — that is, to
facilitateinternational trade, and to contribute to employment and real income and
thedevelopment of the prodtive resources oflanember countrig of the IMF-
| arguethatwe still need the IMF to fulfill sucla purposeAs the WTO Director
General Pascal Lamy pointed out, OWe need an international monetary system
which facilitates international trad8®’ This is because international trade needs
exchange rate stability, and the WTO system cannot solvebiy @8elf’*® When
the exchange rates between major curreramesxcessivly volatile, the
international trading system will begatively affected®® The General
Agreement on Tariffs and Trade (GAT)Article XV Section | require
members to cooperate with the IMF exchange questions within the jurisdiction
of the IMFE**! Sucharequirement is still necessary in the world today, as long as

excessiveexchange rate volatility has a negative impact on international trade.

3% For a brief account of 1990s financial crisese supraote 34 in Chapter One. The 2008
global financial crisis is also discussed Chapter Geesupratext accornpanying note 36

7 pascal LamySpeech of The WTO Seminar on Exchange Rates and TMadzh 2012,
available athttp://www.wto.org/english/news_e/sppl_e/sppl222_e.htm.

338 Id.

3% Exchange rate can be defined as the price of foreign currency in terms otidamesncy
units. SeeHabib Ahmed Exchange Rate Stability: Theory and Policies from an Islamic
Perspectivelslamic Development Bank Research paper 57, 12, (2001).

** The General Agreement on Tariffs and Trade (GATT) is one of the WTO agreements.

! SeePascal LamySpeech of The WTO Seminar on Exchange Rates and Maceh 2012,
available athttp://www.wto.org/english/news_e/sppl_e/sppl222_e.I8e also the GATT
Articles XV, Section I, OThe CONTRACTING PARTIES shall seelogeration with the



In addition, & stated earlier in thidapter,countries have become more
interconnecteas the world econoyrgrows A financial problem obnecountry
can spillover across bordeend result in financial problesin the rest of the
world, thus makingeconomic and financial stabilitgn international concerim
order to address this concern, the development of the productive resources of all
member countriegs stated isubsectiorii), is essentialThe IMF can play a
significant role in encouragimgustained gwth and high living standards &

member countries, and fulfill suapurpose.

Article 1, subsectioriii) is concerned witlexchange stabilityOf course,
excessiveexchange volatility hag negative impact on internationtahde. More
importantly, this volatilityhasa negative impact on countriesO ecoesnburing
times of excessive high exchange rate volatility, business plansididficult and
this tendsto discourage investment, production, and tradé.country may gain
some benefit from import due the devaluation ots currencyputits economy
may still be affectedbecause investors will be reluctant to enter into ftammm
commitments* If the stuation gets worse, more countries will be affected and
the world ecoomy will also be hurin the long terndue tothis excessive
exchange volatility** Therefore, evethoughthe fixed exchange rate system was
abandoned in the 1970s, the world stdeds a monitor to stabilizxchange

stability.

International Monetary Fund to the end that the CONTRACTING PARTIES and the Fund may
pursue a cerdinated policy with regard to exchange questions withijutiediction of the Fund
and questions of quantitative restrictions and other trade measures within the jurisdiction of the
CONTRACTING PARTIES.O

42 JAMES M. BOUGHTON& K. SARWAR LATEEF, FIFTY Y EARSAFTERBRETTONWOODS THE
FUTURE OF THEIMF AND THE WORLD BANK 213(1995).

** The overall consequences of intentional currency devaluation is still controversial, but the
negative impact is well acceptegee Id.

** OThe world has not yet finished paying for the consequences for 15 yearsO disregard of the
external stability of currencieslé®



In respading to the purpose statedArticle I, subsectior{iv) — to assist
in the establishment of a multilateral system of payment&Bmchateforeign
exchange restrictionsl argue that the IMF islso still needed to fulfill such
purposeA multilateralpayment systens aset of mechanisnter the transfer of
money among economic agents across national bofddisis systenensurs
that what is earned in selling to a country can be used to purcbasanother
countryand is essential to international tradfeln addition, his system requires
theconvertibility of currenciesoreign exchange restrictiomould damagé¢he
economidreedom ofpurchasingand seing in world marketsin order to
promote a health growing world market, we still need to eliminate the foreign
exchange restrictions and promote a multilateral payment system.

Subsectior{v) and (vi)of Article | are concenedwith thebalance of
paymens difficulties of member countrieSubsectior{v) focuses on makinthe
IMFOs financial resources available to member countries that expega&reeb
of payments difficultiesSubsectiorfvi) focuses ordisequilibrum inthe
international balancef paymentsA balanceof paymentdifficulty is a situation
where sufficient financing on affordable terms cannot be obtained to meet
international payment obligation$. If a balance of paymestlifficulty
intensifies, a countrwith fixed exchange rates may decidedstrict imports or
impose controls on foreign exchangélf the payment problem continues to
deteriorate, it often leads to pressure on the currency, a large decline in consumer

3 C.E.V. Borio and P. Van den BergFhe Nature and Management of Payment System Risks: An
International PerspectiveBIS Ecanomic Paper No. 36, 8, (1993).

** George N. HalmThe International Monetary Fun@6 THE REVIEW OF ECONOMICS AND
STATISTICS 4, 170, (1944).

**"The IMF External Relations Departmehipw the IMF Helps to Resolve Balance of Payments
Difficulties, available ahttp://www.imf.org/external/np/exr/facts/crises.htm.

¥ Richard WoodMonetary and Exchange Rate Policy Issues in Pacific Island Countries
Working Paper 20105, (2010).



demand and investment by firntggher unemployment, and lower incomés.
No country is an Oislandidd all countries are connected when it comes to
economic and financial stability} The international community needs the IMF to
step in when a countfaces ébalanceof paymentslifficulty, otherwise this
problem may spilbver across bordershe financialassistancerovided by the
IMF can give member countriéise necessary time and resourttesyy need to
correctthebalance of payments problemisThe IMF can also help member
countries to implement adjustment policies and reforms that will restore
conditions for strong and sustainable growth, employment, and social
investment’? In the absence of IMF financing, it would be much kafdr these
memler countries to recover frombalance opaymens difficulty.

In summary, all purposes stated in the IMF Articles of Agreeméms
original ground for the IMBstablishment still exist todayln the face ofhe
2008 global financial crisisome ofthe tasks, such asternational monetary
cooperation and exchange stability, avere important now than evdie global
financial crisis evealed that a single country generally does not hawabihey to
solve a financial crisis, thumn internatioal monetary institution is needed to
promote cooperation. The IMF, if properly reformed, is able to play a critical role
in all these tasks.

** The IMF,IMF Crisis Lendingavailableat
http://www.imf.org/external/np/exr/factgislend.htm.

3" The IMF,How the IMF Promotes Global Economic Stabiliyailableat
http://www.imf.org/external/np/exr/facts/globstab.htm.

! The IMF,IMF Lending availableat http://www.imf.org/external/np/exr/facts/howlend.htm.

2 The IMF,How the IMF Helps to Resolve Balance of Payments Difficultesilableat
http://www.imf.org/external/np/exr/facts/crises.htm



E. Why the IMF?

To prove the necessity of the IMF, there are three additional points that
need to be discussed. First, why do we prefer the IMF, but not another financial
institution, to fulfill the purposes stated in the Articles of Agreement? This is
because of the IMF’s expertise in stabilizing the international financial system.
Among all international financial institutions, the IMF is the only one that has
specialized in monitoring transactions between creditor countries and debtor

353

countries.””” Indeed, when managing the international monetary system, the IMF,

354
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as a specific international financial institution, has been most effective.
addition, the IMF has been operating at an international level. Many regional
banks and financial organizations have similar roles in their regions, but not at an

international level.

Second, some scholars also suggest transferring some of the IMF’s
functions to some existing international organization, especially the World Bank.
Indeed, as early as 1976, one article of the Economist already questioned the

separate existence of the IMF and the World Bank.*”

Professor Dominique
Carreau also proposed a merge of the IMF and the World Bank in a 1994 article,
basing on the fact that these two institutions have largely the same purpose and
share the same areas of activity.””® However, this theory ignores the fact that the

IMF and the World Bank are very distinct despite many similarities. Their

%3 SeelMF Articles of Agreement, Article I.

% BERGSTEN supranote 173at 347. Bergsten also asserts that O[tlhe World Bank has been more
effective at promoting economic growth than at social engineering. The GATT has faltered when
attempting to move from trade into related areas, such as investment or the environméngO, lead
the conclusion that functional specificity works best.

%3 The EconomistDo We Need an IME 81, (Jan 1976).

% Dominique CarreauVhy not Merge the International Monetary Fund (IMF) with the
International Bank for Reconstruction and Development (WB@dk) 62 FORDHAM L. REV. 7,
19892000, (1994).



purposes are different.”>’ Their sizes and structures are different.>>® More
importantly, their sources of funding and recipients of Funding are different.”
The World Bank acts like an intermediary between investors and recipients,
borrowing from the one and lending to the other, while the IMF has its own
resources. These differences make merging the IMF and the World Bank
unworkable. Even if the IMF transfers some functions to the World Bank, it

would be difficult for the World Bank to execute the IMF’s functions.

Third, why do we want to reform the IMF rather tharcreate a new
international organizatiéhCreating a new internahal organization would
involve tremendoudiplomatic disputes and cosgeeatamount of moneyit took
years of egotiation to establish the IMF in the 194dsvould probably take at
leastanequal amount of time to create a newrin&ional financial institution,
which wouldalso impose somigancial and labor burdens to founding member
countrieslt is more efficient to make changes to the existing IMF rather than

create a whole nearganization

Il. The IMFOs Lack of Good Governance

In the above section, | haasserted, and providedpport for the
assertionthat the IMF is still the key instrument to promote global monetary
cooperation, and that its role as a center of multilateral coordination and other
tasks sbuld continue largely unchanged. Having addressed the first key aquestio

" The World BankOs primary responsibility is financing economic development.

¥ The IMF has a much smaller size than the World BankOs. The World Bank has a more complex
structure than the IMFSeeDavid D. Diiscoll, The IMF and the World Bank How Do They
Differ?, the IMF websiteavailable athttp://www.imf.org/external/pubs/ft/exrp/differ/differ.ntm.

359 Id.



| now turn to the pressure and criticisms on the IMF over the past decades and
focus on the govermae structure issues of the IMEhe reason that prevent the
IMF from enjoying the success that the international community has expected.

A. CriticismsLeveled at the IMF

A pervasive criticism leveled at the IMFtlsat it has failedn its mission
— that is,the purpose stated in the Articles of Agreem&hf comment from
Daniel D. Bradlowshows thenternational community@gssatsfaction with the

IMFOs performancBradlowstates:

Since the collapse of the Bretton Woods system in the mid
1970s the International Monetary Fund (IMF) and the World Bank,
have helped the world avoid the horrors of a systemic collapse.
However, when wéook at the volatility in financial markets, the
growing imbalances in the global economy, the increasing income
inequality both within and between countries, the facts that nearly
half the worldOs population lives on less than $2 per day and about
22 perentlive on less than $1 per day, and that hundreds of
millions of people live without safe sources of running water,
shelter, education or health care, it is clear that they are failing in
their mandate to reduce poverty, promote and maintain high levels
of employment and real income, a stable international monetary
system, and shorten the duration and lessen the degree of payments
disequilibria’®’

In addition to the disappointment withe IMFO#ack of success in
accomplishing its missigmmanyscholars hve directeariticismsat the IMF

concerning its performance, governance, and other aspetall from the

% The IMFOs OfailureO of missions is still controversial. Recall from the Chapter Two, while many
believe that the IMF failed its mission, especially in face of the financial crises in the late 20th
century and the 21st century, some scholars also defend for the IMF, purporting that the IMF
fulfilled its mission successfully.

**! Daniel D. Bradlow;The Changig Role of the IMF in the Governance of the Global Economy
and its Consequencesnnual Banking Law Update, University of Johannesburg, 1, (2006).



discussion irChgpter TwothatJohnW. Head enumerateskverkey criticisms

leveled at the IMF, nameRj*

* Bad Medicine the economic and financial policies that the IMF
attached to its financial assistance)

* Distributional and Social Injustices

* Trampling of National Sovereignty

* Secrecy and Opaqueness

* Democracy Deficit

* Mission Creep

* Asymmetry in Obligations

Of coursemany people do not agree on these criticiémos does Head
accept most of them himseify Indeed, one must acknowledge the IMFOs success
in assisting some member countries. Some rexetessfutases includée
IMF Osassistance to Poland in 1990 and to Turkey in the 2800ss difficult to
evaluate the IMF operatiorswhich involve economic, political, and social
factors— in this dissertation. Howevegyen those stromgtdefencers of the IMF
must accept the fathatthe IMF has attracted a range of criticism freine
international communitylhe IMF was particularly criticized for its response in
the fallout of the crises in Mexico 1994, East Asia 1997, Russia 1998 and Brazil
1999% One may argue that the IMFaw not required to prevent such crises and

hypotheticallythe IMF hasheen successful in shortening the duration and

%2 HEAD, supranote 240, at 6:110.

% For a complete evaluation of these criticissegHEAD, supranote 240Qat 6:110.Seesupra
text accompanying notegl@for a brief account of HeadOs evaluation of the criticisms leveled at
the IMF.

3% EDUARD BRAU & IAN MCDONALD, SUCCESSES OF THENTERNATIONAL MONETARY FUND:
UNTOLD STORIES OFCOOPERATION ATWORK 1 (2009).

3% Ngaire WoodsThe Challenge of Good Governance for the IMF and the World Bank
Themselve28 WORLD DEVELOPMENT5, 827, (2000).



lessening the degree of economises,according tdhe purpose stated in
paragraph{vi) of Article 1.°°® However,at the very least, Articledtates that the

IMF should Ogive confidence to membersO, which the international community
would expect to hav&’ From all the criticisms leveled at the IMF, we clearly see

that the international community does not have sudlfficence.

B. Governance Isssand Good Governance Tsst

There are numerous ways to reform the IMF, in order to improve its
performance and satisfy the international communityOs expectation. In the
following sections| would like toanalyzethe governance of the IMF, because the
governance of the IMF determines its economic contribuoisits role within
the international financial architectuiéhe policiesand the decisionsf the IMF
arise fromits governance structurethe power refaonswithin the organization
and decisiormakingsystemIf the governanceoes not work wellthe IMF will
likely adopt policies that effectivelyserve its purposasstated in the Articles of
Agreementin other words,lte IMF must address its ownj@nnal problem- if
there is one before solving international financial problerisierefore, to
answer the second key question, | Wikt determinevhether or not the IMkas
good governance. Indeed, even Michel Camdessus, the former IMF Managing
Director, admittedin one of his speechdisat O[g]ood governance is important for

countries at all stages of developmentE Our approach is to concentrate on those

% SeeThe IMF Articles of Agreement, Article 1, O(vi) In accordance with the above, to shorten
the duration and lessen the degod disequilibrium in the international balances of payments of
members.O

7 SeeThe IMF Articles of Agreement, Article 1, O(v) To give confidence to members by making
the general resources of the Fund temporarily available to them under adequate safégisard
providing them with opportunity to correct maladjustments in their balance of payments without
resorting to measures destructive of national or international prosperity



aspects of good governance that are most closely related to our surveillance over

macroeconotie policiesG®

To determinavhether or not the IMF lsggood governance,shall rely on
some standasbf good governance for the IMRecall fromChapter Two, | have
reviewed WoodsO good governance standard, which contains three core principles
of good governance, namely, participation, accountability and fairlnesscur
with Woods and believe a simildiree principles- participation, accountakiy
and effectiveness canbe usedo test whether or not the IMF satisfies the good

governance standard.

i.  Applying theParticipation Principle

The definition of participation Woods offers is Oa sense of ownership in a
project and aery real stake in its succeS§’ In Chapter One, havereviewed
the thredevels of the IMF governance and the quota system for quantifying each
member countryOs Ehof participation in the IMF. | assert thiatorderto obtain
a sense of ownership and a rdaks in the IME-member countriesiusthave
enoughacass tahedecisionmaking procesdn other wordsa member country
needs to obtain significant voting power in order to participate.

It is my assessmerttdtthe IMF cannot pass the participatitestbecause

the developing countries, especially the emerging countries, do not have enough

% Michel Camdessusddress to the United Nations Economic and Social Coonciluly 2,
1997 availableat http://www.imf.org/external/pubs/ft/exrp/govern/govern.pdf.

3% Ngaire Woods(Good Governance in International OrganizatipB5LOBAL GOVERNANCE 1,
39, 42 (1999).

" That is because the IMF has a weighed voting sysseeChapter One, II, B. Of course,

voting power is only a part of the OaccessO to decisiging process. The access contains at
least shares (voting power) and chairs (influence in the Board). However, at the risk of greatly
oversimplifying, the shares deteine the chairs in a fundamental way. Looking at the list of
current IMF Executive Directors and Voting Power, the Appendix |, it is easy to conclude that
those member countries who have more shares generally possess more chairs.

[



voting power Based on the Articles of Agreement, the voting poewehich

grants a member countryOs accetisetdecisionmaking process is reflected on

a member countryOs quota assigniiiéhtowever, the IMFOs basic quota pattern
— that developed countries have significantly more quotas than developing
countries- hasnotbeen fundamentgl changed, though the path has been
challenged and changstightly over the past decad&s.

Because the IMF is created for a public purpose, it must be seen as
representing the interests of all its member countfiéEherefore it is crucial
that the IMFQgovernance structureftect todayOs world econoriyhen the
IMF was formedn 1944 theUnited State$sDP was approximately half of the
worldOsGDP andhusthe United Statelsad the most economic strength in the
world*™ Accordingly,the United Statesad approxirately 33percentf the
voting power withinthe IMF. Such proportion properly reflected the world
economy at that timés of 2011, theJnited State&sDP was 14.99 trillion

"l Seesupratext accompaying notes 48 to 5&\lso Seghe IMF Articles of Agreement, Articles

Xll, Section 5 (a). OThe total votes of each member shall be equal to the sum of its basic votes and
its quotabased votes. (i) The basic votes of each member shall be the numbersahadtresults

from the equal distribution among all the members of 5.502 percent of the aggregate sum of the
total voting power of all the members, provided that there shall be no fractional basic votes. (ii)

The quotabased votes of each member shaltieenumber of votes that results from the

allocation of one vote for each part of its quota equivalent to one hundred thousand special
drawing rights.O

"2 The IMF conducts general quota review on a-frear circle, according to the Articles of
AgreementArticle 11I, Section 2, (a), OThe Board of Governors shall at intervals of not more than
five years conduct a general review, and if it deems it appropriate propose an adjustment, of the
guotas of the members. It may also, if it thinks fit, consider ab#émgr time the adjustment of any
particular quota at the request of the member concerAésb@eesupranote 63

" This is because of its double charactéie IMF is both an integovernmental organization

and a financial institution. Since the IM§ éreated for a public purpose and its authority and
mandates are based on its Articles of Agreement to which all member countries are party. For this
reason, because of such public purpose, the IMF has to take the interest of all member countries
into acount.

37 William N. Gianaris Weighted Voting in the International Monetary Fund and the World Bank
14 FORDHAM INTQ@ L. J.910, 936, (2009).



dollars, roughly 21.4 percent of therld total GDP!”> On the other hand, the
Asian economiesO share of total world GDP was a mererdénin the early
1950s, but had climbed to Percenty the second half of the 19908 Also, five
emerging econoin powers Brazil, Russialndia,China,and South Africaalso
known ashe BRICS countries’’ produced almost3 trillion U.S. dollas (almost
21 percenbf world totalGDP) in 2011°*”® Currently,China alone is the third
largest economy in terms of GDP, following the EU and the United SkAses;
predictthat over the next 50 years, the BBIEuld become a much larger force
in the world economy’’ Indeed, the BRICSwith three billion people (4Bercent
of the world population)spreadingpn three continents, haugluence in their

respective regions in particular and in the wafid.

In contrast to the BRIC®0onomicstrength as of 2013 thefive
countries only occupd approximatelylO percentof the voting powem the IMF
(Brazil 1.38percentRussia 2.6ercent India 1.89ercentChina 3.660ercent

" The world total GDP is approximately 70,020,432 million U.S. Doll&e=The World Bank,
Data of GDR availableat http://data.worldbank.org/indicator/NY.GDP.MKTP.CD A complete list
of Gross domestic product 2011 can also be obtained from the World Bank Datata#lableat
http://databank.worldbank.org/data/download/GDP.pdf.

37 H.E. Kiichi Miyazawa, Minister oFinance of Japan, Statement at the Second Meeting of the
International Monetary and Financial Committee, (Sept. 24, 2@08)lableat
http://www.imf.org/external/am/2000/imfc/eng/jpn.htm.

" The concept of OBRICsO was first created by Goldman Sachbakigvestment banking and
securities firm. The original OBRICsO only includes Brazil, Russia, India, and China. Later in
2010, South Africa was also included to the new OBRICSO countries. GoldmapuBaatisd

that there is growing evidence that the BRICs countries, are leading the recovery to the global
financial crisis.SeeGoldman Sachs Global Economics Commodities and Strategy Research,
BRICs Lead the Global RecoveBRICs Monthly, Issue No: 09/0%2009).

378 Brazil®s GDP in 2011 was 2,476,652 million U.S. Dollars, Russian®s GDP in 2011 was
1,857,ZYO million U.S. Dollars, India®s GDP in 2011 was 1,872,840 million U.S. Dollars, and
ChinaOs GDP in 2011 was 7,318,499 million U.S. Dokds®. see sugrnote375.

37 Jim OONeillpreaming With BRICs: The Path to 2Q%Blobal Economics Paper No: 99. Olf
things go right, in less than 40 years, the BRICs economies together could be larger than the G6 in
U.S. dollar terms. By 2025 they could account for duagf the size of the G6.0

% Alexandra A. Arkhangelskay#mages and Prospects of BRICS in AfriEith BRICS Summit
Academic Paper, 2, (2013).
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and South Africa 0.7percenf). Such an insufficiency of voting power is more
evident if we compare the emerging countries with developed couniaph C.
Bryantcomparedive emerging countries (China, India, Korea, Braanig

Mexico)*™!

andfive European countries (Italy, the Netherlands, Belgium, Sweden,
and Switzerlandin his article OReform of IMF Quota Shares and Voting Shares:
A Missed Opportunity®* Bryant illustrates that the five European countriage

a significantly smaller share of world GBP a slightly greater shawf the world

total in the gross value of crogmrder trad&*, a significantlysmallershare othe
variability of trade and capital flows **, far smallerforeign-exchange reservé$

and a dramatadly smallerpopulation®’. However, the five European countries

havenearly the sameote sharasthe five emerging countries’

In addition to the economic power of the global ord#rat is,the
economic strength of individual countriesherealities ofglobal commerce and

finance have changed dramatically, tBor example, financial flows are globally

¥ Note that Bryant uses a different Ofive emerging countriesO from the OBRICS countriesO.

2 SeeRalph C. Bryat, Reform of IMF Quota Shares and Voting Shares: A Missed Opportunity
The Brookings Institution, 4, (2008).

¥ The five European countriesO share of world total GDP is 8.1 percent, and the five emerging
countriesO share of world total GDP is 11.9 percent.

* The five European countriesO share of doosder trade is 13.1 percent. The five emerging
countriesO share is 11.8 perc8et Id.

** The five European countriesO sharéetariability of trade and capital flows is 7.5 percent.
The five emerging @untriesO share is 10.6 perc8ee Idat 5.

% The five European countriesO share of the world total of reported fesaigange reserves
held by their central banks and governments is 3.1 percent. The five emerging countriesO share is
31.9 percentSee Id.

" The five European countries have 1.6 percent of the world total population. The five emerging
countries have 43.1 percent of the world total population.

% The data Bryant provided is the five European countries have 10.4 percent of total votes and
the five emerging countries have 8.2 percent. However, as of March 2013, the data changed to
9.48 percent versus 9.77 percditalyOpercent of total votes B.16 percent, Netherland is 2.08
percent, Belgium is 1.86 percent, Sweden is 0.98 percent, Switzerland is 1.40 percent, China is
3.66 percent, India is 1.89 percent, Brazil is 1.38 percent, Korea is 1.37 percent, Mexico is 1.47
percent.)
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3% Even formercentercontrolled economies in communist

liberalizednow.
countriesare now mostly determined by market forc84ll these changes

suggest a different international economic ofder.

In summary, he world economic orddras greatly changed since the day
the IMF was established. The voting poswef many developing countries,
especially thosemergingmarket countriesjo not reflect their economic
strengthThe current quota assignmeritthe IMFdoes noteflect the world

economigpatter’>

Thus, the developing countries are not granted enough access
— via voting power to the decisiormaking process. | conclude that the |ki&s

failed the participation test.

ii.  ApplyingtheAccountability Principle

According to Woodsthe principle ofaccountability, in the narrow sense
of theterm, requireshatOinstitutions inform their members of decisions and also
of the grouns on which decisions are tak& A further, deeper meaniraf the
accountability principle would requi@a] clarity abou for whom or on whose
behalf the institution is making and implementing decisidtis®ods specially

% BERGSTEN supranote 173at 342.
390 Id
391 Id

%2 One commonly recognized principle for determining the relative power and voice of member
countries of IMF, an international institution based on quota system, is that Osurrender of decision
making power to the IMF involvesigender of sovereignty and quota shares must give primacy to
economic variable(s) that reflect this sacrifice. This is essential for making and evenhandedly
applying rules to all members, rich and poor, large and sn8#e&vind Virmani, Global

Economé Governance: IMF Quota RefortMF Working Paper WP/11/208, 1, (2011).

% Woods,supranote 178 at 44.
394 Id
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points out that any organization simply @y the most powerf@anddor the

most powerfubcannotsatisfythe accountability principl&?

The narrowsense of accountability requires transparenaecision
making processjetthe IMFhad been criticized for its secrecy and opaquetiéss
The IMFreaches most of its decisions based on consensus, whodhes many
negotations and informal meeting$’ For a long timemost of these negotiations
were behind the scenes, and were not officially recorded.’® This resulted in the
whole negotiation process being opaque, and leaves room for member countries to
make self-serving deals. Sometimes, these informal meetings have only small
groups of countries participating. Countries that are affected by the decisions of
these informal meetings are often excluded.*”” Nevertheless, these informal
meetings are closed, excluding the public to observe the IMF’s action.

However, over the past ten years, the IMF has started to provide more

49011 1999, the Interim Committee of the Board of

information on its operations.
Governors of the IMF has adopted its “Code of Good Practices on Transparency
in Monetary and FinanciaPolicies™' As a guide to the implementation of this
code, in July 2000, the IMF Executive Board has approved “Supporting

Document to the Code of Good Practices on Transparency in Monetary and
Financial Policie$, which “provides a fuller description of each of the

transparency practices of the Code, the rationale of the practices in the context of

395 Id
% HEAD, supranote 240 at 76.

7 Consensus is one type of decisimaking systems. It only requires the absence of any formal
objection. A more detailed discussion will be provided in Chapter Four.

** Joseph StiglitzFailure of the Fund: Rethinking the IMF respon28HARv. INTQ Rev. 14, 14
(2001). OThe IMF conducts much of its business behind closed doors, without transplakency.O

**?1d. at 52.
40 HEAD, supranote 240 at 76.

*I'The Code of Good Practices on Transparency in Monetary and Financial Policies was adopted
by the Interim Committeen September 26, 1999.
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transparency, examples of how the transparency practices are applied by central
banks and financial agencies (including alternative ways to achieve the objective),

402
7" These documents were created

and some considerations in implementation.
for public disclosure and transparency practices designed to strengthen the
international monetary and financial system.*”> Under this guidance, the IMF
started to “improve transparency of the objectives and operational processes
governing monetary and financial policies.”*** Indeed, the IMF had significantly
published information on Executive Board action between January 2001 and
March 2003, including over 80 percent of all Article IV consultations.*"

b 1Y

Information such as “each member’s financial position with the IMF”, “quarterly

IMF financial statements” are also provided by the IMF on its website.** It is
possible to access most information about the IMF’s operations. Therefore, the

IMF meets the requirement of accountability principle in a narrow sense.

However, n terms of the deeper meaningtoé accountabilityprinciple,
the IMF does not meet thisquirementThis is becausis industrialized member
countries control theVIFOgolicieswithout bearing any stsequence of tise
policies yet the IMFOsleveloping member countries oftareaffected by those
policieswithout much sayn the policymaking process.

The IMF wasdesigned to provide loa to all member countrieshen it

was created”’ Article | of the IMF's Articles of Agreement states that the purpose

2 The supporting document was approved by the Executive Board on July 24, 2000.

93 SeeThe IMF, Supporting Document tine Code of Good Practices on Transparency in
Monetary and Financial Policiedart 1. Olntroduction and Reference MaterialO.

404 Id.

95 HEAD, supranote 240 at 77. According to Head, The information also includes Othe Letters of
Intents for 93 percent @ountriesO requests for (or review of) the use of IMF resourcesO, and O57
percent of stan@lone reports on IMBupported programs.O

406 |1d. Seealso the IMF websiteData and Statisticaavailableat
http://www.imf.org/external/data.htm.

7 Seethe IMF Articles of Agreement, Article I.
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of lending by the IMF i€..to give confidence to members by making the general
resources of the Fund temporaiyailable to them under adequate safeguards,
thus providing them with opportunity to correct maladjustments in their balance
of payments without resorting to measures destructive of @hormnternational
prosperity3® Therefore, any member countwhether adeveloped coumtor a
developing counyr, should be able teeekfinancial help from the IMH it has a

balance of payments ne&d.

About four of five member countriésiveused the IMF@mancial
resourcesit least oncé'® More than half of théMFOdending went taleveloped
countriesin the first two decadeafterthe IMF'sestablishment.' However this
situdion dramatically changed oveme. Since the 1970snostdeveloped
countriesceased to receive the IMFOs financial resodtte8urrently almost all

borrower countries are developing countries.

The direct consequence of this changed situatitmaisthose developed
countries, which are not using the IMFOs financial resounedeee from the
IMFOs advice and conditiod$However those most wealthy and independent
countriesare still the dominant force withineHMFOs decisiemaking process
even thougltheyhave effectivelyescaped from the IMF's contf®df. These
countriesare able to manipulate the IMFOs decssiomiplace influence ovehe

poor and least developed countries.

%% Seethe IMF, Lending by the IMFavailableat
http://www.imf.org/external/about/lending.htm#conditions.

409 Id.
410 Id.
411 Id.

*2 Daniel D. Bradlow,The Governance of the IMF: The Need for Comprehensive Re&#h
Technical Comrittee Meeting Paper, 23, (2006).

413 Id.

14 Daniel D. Bradlow Rapidly Changing Functions and Slowly Evolving Structures: The
Troubling Case of the IMF4 AMERICAN SOCIETY OFINTERNATIONAL LAw, 154, (2000).
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In summaryunder the IMFOs curragivernancetructure, some member
countries make the decis®but do not need to be boundth@m- becausehey
do not need the financial assistance, and tho not need to deal with the
conditions attached to the IMFOs loan. On the contrtéigt;, countries must
comply with the decisias+ because they need the financial resources of the IMF
— but do not have say in the decisioraking processThereforethe IMFOs
decisions are made basedtbainterests of a small group of developed countries,
but the consequences of such decisions are placed on the developing countries.
Thus, I conclude that the IMF does not pass the accountability test.

iii.  Applyingthe Effectivenes$rinciple

The third principle of good governance I will discuss is effectiveness
Woods sets “fairness” as her third principle of good governance. However, if an
international financial institution has met the participation principle and the
accountability principle, such governance would certainly ensure the fairness of
that institution. Therefore, instead of fairness, I view effective performance as a
more essential assessment of international financial institutions, such as the IMF.
Indeed, “the rules and decision-making processes of international economic
institutions do not exist merely as ends in themselves. Their aim is to help solve
collective problems and substantially improve the general welfare, especially
compared to what individual states can accomplish alone.”*'> An international
financial institution needs to effectively operate to fulfill its purposes — that is to

manage financial issues on the international level.

I believe there are two main factors of the effectiveness principle. The first

one is efficiency. Efficiency might not have been a big problem a century ago,

15 Katharina Gnath, Storaginnika Mildner & ClaudiaSchmuckerG20, IMF and WTO in
Turbulent TimesSTIFTUNG WISSENSCHAFT UNDPOLITIK, 7, (2012).
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when countries did not have much interaction and the global economy was not
integrated. Even in some rare cases that an international organization took months
or even years to make a decision, there would not be severe negative
consequences. Most countries were self-sufficient without interaction from

international organizations.

In the modern world, the global economy has been closely integrated. The
United States subprime mortgage crisis caused a depression of both the United
Statesand European economies. When the United Statesvas attacked in
September 2001, the whole world’s stock market dramatically declined in a short
time. In other words, no country can be immune from the effects of globalization.
Under this situation, the international financial institutions are facing a dynamic
and fast-paced environment. They must analyze the uncertain economic issues
and handle various financial regulations in a short time, if not immediately. In a
nutshell, the modern economic situation requires international financial
institutions to be efficient. They need to be able to promptly react to any possible

market crisis and urgent financial aid request.

In terms of the IMFno evidence shows that the current weighted voting

system has prevented the IMF from operating efficiently in decisiaking
progressHowever,many point out that the IMF decisionaking process is Oa
process of deliberate and thorough consideratiohd®igxecutive Board, the
management, and tis¢aff of all the aspects of assue in order to arrive at

decisions thatlg or nearly all, can suppofi'® Because the Executive Board does

not have enough resources to challenge the staffOs view, Oit Ensmmiog for

the Board to absorb (and react to) all the information provided b¥statf for

1 HouTVEN, supranote 60 at 67.
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the staff, it is time consuming because it results in the production of activities that
may be carried out largely as a formalfily’

| do not believe the IMIEonmpletelyfails the efficiency test. However, the
IMF should be able to operate more efficiently if the decisnaking system
were fundamentally changed, which will be discussed in the later sections.

The second factor ixisis management and preventi@f.course
responding to financial ces is only one of thenissionsof the IMF. But allthe
purposestated in Article | of the Articles of Agreemento promote
international monetary cooperation and exchange stability, to facilitate the
expansion anflalanced growth of international trade, to assist in the
establishment of a multilateral system of payments, and to shorten the duration
and lessen the degree of disequilibrium in the international balances of payments
of members- are meahto maintain astable international financial system. Given
the enormous damage a financial crisis can do to the international financial
system, iftheIMF does not prevent and manage financial crises, then none of the

purposes can be successfully fulfilled.

As stated paviously, the IMF has been criticized harshly for its crisis
managemerdand preventiof'® It is difficult to estimate the outene
effectiveness of the IMF@xief prograns for those countries suffering from

financial crisis*"’

However,by looking at the IMFOs response to the previous
financial crigs, | conclude thathe international community is not satisfied with

the result. IrtheAsian Financial Crisis, the IMF attempted to rescue the affected

7 carlo Cottarelli Efficiency and Legitimacy: Trad®ffs in IMF GovernangeThe IMF Working
Paper WP/05/107, 12, (2005). Cotiingoints out that Oabout twthirds of the BoardOs time is
spent on country matters rather than in setting policy guidelines or in monitoring their overall
implementationO.

18 Gnath, Mildner & Schmuckesupranote 415 at 22.
“71d. at 23.



countries® econéswith huge loansbutdid notsucceeds expectet?’ The

fiscal austerity programs that the IMF asked tifiected countries to implement

did not helpto recovetthe economy but causan excessive economic

contraction and a collapse in tax reventkss proloning the financial crisis?'
Another example ithe IMFOs financial aid package for GreétEventhough

the IMF took action to rescue the Greek economy, thedMHAdnot prevent

Greece from Ofalling deeper and deeper into a vortex of weak growth and rising
debt.0* Indeed, even though we cannot conclude that the IMF failed to manage
the financial crisis at allt is obvious that the IMF does redtisfy the

international communityOs expectagion

The financial cries exposedhe truththat the IMFOsffert to prevent
financial criss is at the very leastnadequaté** For examplethe IMF has long
beensupporting ArgentinaOs fiscal and exchange palfidiés fact, Argentina
wasregarded athe Gnodel studer@dof the IMF throughout the 19806°° But
beginning in1999, Argentina had a difficult economy due to many reasons such
as its fiscal and exchange policiésAccording to another resource, in the 2000s,
the IMF alsofailed to persuade its member countries to Oseek multilateral

20 Dimitre Grozev, The International Monetary Fund and East Asian Financial CriBis
CSUBECONOMIC REPORT, 2, (2010).

421 Id.

22 Greek financial crisis was one of the European sovesédn crises in the late 20000s. Starting
from 2009, investors were concerned aboat threece could not meet its debt obligations. In
responding to the crisis, the IMF has offered a bailed out loan with conditions for Greece in 2010.

2 Gnath, Mildner & Schmuckesupranote 415 at 23.
#41d. at 24.

423 MICHAEL MUSSA ARGENTINAAND THE FUND: FROM TRIUMPH TOTRAGEDY 1 (2002). Mussa
said that O[t]he Fund supported ArgentinaOs successful efforts to maintain its exchange rate peg in
that crisisOd.

#2° JAMES RAYMOND VREELAND, THE INTERNATIONAL MONETARY FUND: POLITICS OF
CONDITIONAL LENDING 112 (2007).

7 MICHAEL MUSSA ARGENTINA AND THE FUND: FROM TRIUMPH TO TRAGEDY 1 (2002).



solutions rather than stockpitircurrency reserves of their oy@hwhich increased
the global macroeconomic imbalariéeOf course, the IMF alone shld not be
held responsible for failing to prevent financial crisisirrently the IMF has
attempted to prevefiinancialcrises via itssurveillance activities” Thus the

IMF has to rely on its member countriesO willingness to implement IMF
recommendatiasiregardingtheir financial and monetapolicies. Yet, many
member countries were hesitdo do so, because theydinot agree with ta IMF
policies, and believe these policies were made in the interests of a handful of
countries who control the IME’ Therefore some member countries started to
turn to alternative resourcesrecent years-or example, in 2009, the presidents
of Argentina, Brazil, Paraguay, Uruguay, Ecuador, Bolivia and Venezuela, signed
an agreement to establish the Bank of the South with an initial capital of 20
billion U.S. dollars**! Thecreation of thank of the Soutklearly showed these
countriesO disapma of the IMF.

It is hard todeterminewvhether or not the IMF fails the effectiveness test.
But one thing isertain:the IMF needs tomprove its effectiveneds the face of
thecurrentglobal financial crisis

[I. Attempted Reformand Why Further StepsAre Needed

As previously discussed, based on the principle of participation,
accountability and effectiveness, | conclude that the IMF does not have good

28 Gpath, Mildner & Schmuckesupranote 45, at 24.
*%1d. at 23.

0 As a result from the fact that the IMF does not meet the participation and accountability
principle.

! The Macro PressSouth American leaders sign agreement creating South, Baakable at
http://en.mercopress.com/2009/09/27/seathericanleaderssign-agreementreatingsouth
bank.



governancelndeed, many interested groupsvealso independently sought in

their own way toexamine the IMF* For instance, in June 1994, the Center of
Concern, an NG@ Washington, held forum thatOaimed at reforming the

Bretton Woods institutions according tth@ principles of participation,
transparency,aountability, andubsidiarity.3’° The Bretton Woods

Commissioft* also issued reports about the IMF governance, recommending
industrialized countries to Omove now to achieve better coordination of economic

policies and conditions®.

As a matter of facthat he IMF itself laslong realized this issue and has
respondedn some way$o it. For example, in September 1994, the IMF held a
conference in Spain to discuss numerous challenpeslitaced, including the
governance issu€® In the 2000s, asbriefly introducedn Chapter Onethe IMF
started to condugovernance reforms by amending its Articles of Agreement
The2008 reform focused on qustand basic votes, including significgnt
shifting the emergingnarket countriesO quota, triplihg basic votes and $et
a fixed ratiobetween the basic votes and the total voteBhe 2010 reform
includes durthershift of voting powers to emerging market countrigseform
of the Executive Boardandan increase ahe financial resourcasf the IME*® It

432 JAMES M. BOUGHTON& K. SARWAR LATEEF, FIFTY YEARSAFTERBRETTONWOODS THE
FUTURE OF THEIMF AND THE WORLD BANK 4 (1995).

31d. at 5.

4 The Bretton Woods Commission is an organization created in 1983, which Oworks to
demonstrate the value of international economic cooperation and to foster strong, effective Bretton
Woods irstitutions as forces for global wéikingO. The Bretton Woods Commission website,

About the Bretton Woods Committagailable athttp://www.brettonwoods.org/page/abdabe
brettonwoodscommittee

435 JAMES M. BOUGHTON& K. SARWAR LATEEF, FIFTY YEARSAFTERBRETTONWOODS THE
FUTURE OF THEIMF AND THE WORLD BANK 5 (1995).

436 Id.

7 The IMF, The IMFOs 2008 Quota and Voice Reforms Take H¥fess Release No. 11/64,
(2011).

% The IMF, IMF Board Approves FaReaching Governance RefornlF SURVEY, (2010).



is my opinon thatbothreforms are good starts to address the governance issues
of the IMF.However,even with the refor) the IMF did nottompletelysolveits

governancessue becaus®f the following reasons.

First, the IMF did not fundamentally change thealance of
representation and thus still does not meet the participation priaciglthe
accountability principleEven after the reform#he basic pattern that developed
countries have significantly more quotas than developing countdess not
changeUnder the current quota formula, the least developed countries would
never have enough voting power to aelyvparticipate in the desibn-making
procesof the IMF. The IMF is not controlled by the majority of its member
countries, but rather just a small group of developed courfigeshe IMF, the

reforms are incomplete.

Secondit would bedifficult for the IMF tofurthertransferquotas from
developed countrieFhereallocation ofjuotais a zero sum gamé order to
give emerging market countries more quotas, soragtdes must give up part of
their quotas and lose some voting powelhe reallocation of quotas requires 85
percent of voting powers antlis difficult to persuade those member countries
who have most voting power to do sadeed, &nost all countrieprefer tohave
as much quota as possilblecause of the essential roles of qudtTherefore,
countries mayrave different views on quota assignmg&hsuchconflict will be
difficult to negotiateln addition, since the economy of the world is changing
rapidly, it is difficult for the IMF to distribute the quota in a way that perfectly

% Quota has three essential aspects for member couteesupratext accompanying notes 48

to 58

*0 A report to the United States Congress lists argument against the reforms, and questions
whether the emerging economies countries would be responsikéhetdersSeeREBECCA
NELSON& MARTIN WEISS IMF REFORMS |SSUES FORCONGRESS 8 (2013).



represents the world ecomy.**' For the IMF, the reforms will beard to

complete.

Third, as long as th&nited Statesetairsits effectiveveto powerjt is
difficult to persuade the international community that the IMF is an organization
for all member countrie$? While someinternatioal financial institutions
specifically state no veto power should be retained by any member, in the IMF,
the United Statestill haseffectiveveto power in all importardecisions' The
United Statesould easily block angnajorvote or propsal based on its own
interests, because of its dominant quotaeport to U.SCongress admits that
OBvenafter the reforms]it] he share ofhe United States@ting power at the
IMF would fall slightly, but the United States would still maintainutsque veto

power over majopolicy decisiongJ**

Foutth, even if the IMF makes a complete change in vote shares which
gives emerging countries tremendous voting power and deprives the veto power
of theUnited Statesthis would not change the fact thla¢ IMF is controlled by a
handful of countries® This would onlyensure the IMF not be subject to the
overwhelmingpressuref the United Statesind those developed countriés.

However, the IMF might still receive new pressure from emerging countries such

*10f course, the IMF conducts general quota review every five years. But it may not be able to
response promptly to a rapid changing world economy.

*2 The principle ®accountability requires an organization as a whole belongs to every member.
Article | of the IMF Articles of Agreement also implies that the IMF is an organization of all
members.

3 For example, the African Development Bank states that O[no] membérycoum group of
countries has veto powes€eAfrican Development Bank Group websiBoard of Governors
available athttp://www.afdb.org/en/abouts/structure/boardf-governors/.

4 SeeNELSON& WEISS supranote 440 at 8.

#3 JAMES RAYMOND VREELAND, THE INTERNATIONAL MONETARY FUND: POLITICS OF
CONDITIONAL LENDING 135 (2007).

446 Id.



as the BRICS countrié€8’ In other word, a simple vote share reallocation would
only change who controls the IMF, but not the fact that the IMF is controlled by
some countries. Indeed, by doing so, it is like pouring new wine into old

wineskins. Yetwe all know that Onew wine must be poured into new

wineskinsd*

Fifth, the basic votes evetripled, butthat doesiot on its own constitute
enoughof a changeThe IMFOs creators adeasic votsto protecthe least
developectountriesO interests. Bsttane went by, the 250 basic votes got diluted
and ecome almost worthless. The 20@8rmset the basic votes to a fixed ratio
at 5.502 percent of the aggregate sum of the total voting peleeever,it is still
below the original 11.3 perceat thetotal voting powewhen the basic votes
were created in 1944’ It is my assessment that the basic vote should at least be
restored to the original ratio in ordergtay the role that the IMF creators
expected.

Sixth, thereforms do not involve othaspect of the IMF. For example,
unlike the quotas, the Executive Bo@sistructuteas not been reformeebt
Many believe that the industrialized countries, especially the European countries,
are overrepresented in the Executive Bddtdlthough the IMFis supposed to
reform theExecutive Boaraventually, we haveotseen the change yet.

447 Id.

*% Indeed, this quote from the bible (Luke 5:38, NIV) indicates that only a complete change of the
structure could make a fundamental change.

% When the IMF was estabtlied, the 250 basic votes equal 11.3 percent of the total voting power
that that time.

0 seeEdwin TrumanRearranging IMF Chairs and Shares: The Sine Qua Non of IMF Reform
Reforming the IMF for the 21st Century, Peterson Institute, 201, (2006). Truaias: At

present the 25 EU countries appoint or play a major role in the election of 10 of the 24 IMF
executive directors, 42 percent of the Executive Board.4 In connection with these 10 seats, the EU
currently supplies 6 executive directors and 8 alternate executive directors, 29 percent of the

combined total. In 5 cases they supply both. The Executive Board traditionally reaches decisions
via consensus rather than via formal voting. In this context, the European voices are too many; as



I do not agree thatsucha reform package can restore the IMFOs good
governanceThereformsalleviate the problems of representataond
accounability to some extenbut could not fundamentally solve geproblens.
These problems are caused by its structures. Thus, in order toultimately address
the problems, the IMF needscarefully constructed votirgystem, which will
enable the IMF to meet the participationacountability and effectiveness
principles of good governance.

a consequence theviews tend to receive disproportionate weight in the consensus and they tend
to have disproportionate influence with the IMF staff.O
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CHAPTER FOUR ADDRESSING THE THIRD KEY QUESTION: THE
BLOC VOTING SYSTEM

In the previous kaptes, | exploredmy first key questionOls the IMF still
needed?0, by exanimg the purposeof the IMF,asstated in Article | of the IMF
Articles of Agreement. | conclude that albdepurposs still needo be fulfilled.
The IMF is needed more than ever in the face of the global financial tatss.
explored my second key quation OVhy is the IMF not worling as expecte?l)
by referring to WoodsO good governance theorgseting up the tests of
participation, accountability and effectiveness for the IMfericludel on that
analysighatthe IMF fails to pass these tests and therefore doehave good
governance- or, to express it in less blaendwhite terms, does not have good
governance to permit it to rise to the expectations that the international
community has for it and the dlenges that the modern world presents.

Havingexplainedwhy the sorts of reforms already accepted and
undertaken by the IMF will not and cannot addredise governance problem
adequatelyl will turn in this chapter to my third key questj@n what ways
should the IMF refor®Q with an emphasis on the decisioraking system of the
IMF. To do so, | will first examine thdvasis ofdecisionmaking power of
international organizations and tharent decisionmaking process of the IMF.

will then review major decision-making systemsmployed in several



international organizations awdnclude thathe bloc voting system will work

best for the IMF. | will propose to the IMF to uge/o sets ofvoting blocs — econ

blocs and regional bloesfor the bloc voting. In the last part of this chapter, |

offer a proposed amendment of the Articles of Agreement regaading
appropriatebloc voting systemas well as three hypothetical cases, to explain how
the IMF would operate under the bloc votsygstem.

A Fundamental Reform of the IMFOs Decisidviaking System

The first part of the answer to my third key question, “in what ways
should the IMF reform?”, is this: by undertaking a fundamental reform to the
IMF’s decision-making system. This is because the IMF does not have good
governance, which has prevented the IMF from accomplishing the success that

the international community has expected.

The IMF has realized this problem and started to respond. As discussed in
Chapter Three, the reforms that the IMF conducted in the 2000s were good “first
steps” toward addressing the good governance issue, but those initiatives could
not completely solve it. Even after full implementation of the reforms, the
developed countries would still control the IMF based on the current weighted
voting system. Indeed, a simple quota transfer could not restore good governance

to the IME.*" There are still many steps that need to be taken.**

1 0f course, the reform package contains many other aspects in addition to the quota transfer. But
the quota transfer iso doubt the most significant one.

2 For example, the Executive Board also has a tremendous influence on the deeikiog
process. However, the IMF has not yet redistributed chairs of the Executive Board.
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A number of legal scholars have proposed many ways to reform the IMF’s
governance structure. As an example, Daniel Bradlow lists dozens of possible
short-term, medium-term and long-term reforms in his 2006 article on the change
role of the IMF.** However, most of the reforms, especially the medium-term
and long-term reforms, involve changes of the fundamental structure of the IMF.
According to the Articles of Agreement, any proposal involving major issues
requires a special majority vote. Thus, it is very difficult to implement these
reforms under the IMF’s current decision-making system. This is because the
United States retains effective veto powers in the IMF and it seems highly
unlikely that the United States would support any proposal that it thinks does not
favor its interest. In other words, to make any fundamental reform to the IMF, the
decision-making system needs to be changed first. It is the precondition of any
other reforms to the IMF. However, this would require the United States’ consent

as well.

Indeed as deailed earlierthe governance of the IMF determines its
economic contributions and its role within the international financial architecture.
The policies and the decisions of the IMF arise from its governance struthare
power relations within the oagization and decisiemaking system. If the
governance does not work well, the IMF will likely adopt policies that cannot
effectively serve its purpose as stated in the Articles of Agreement. In other
words, because the IMRfdsblems are caused by its structures, in order to
ultimately address the problems, the IMF needs a carefully constructed voting
system, which will enable the IMF to meet the participation, accountability and

effectivenesgrinciples of good governance.

33 Bradlow, supranote 1, at 39.
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Nevertheless, fundamental structures, such as the decision-making system,
are the keys to overall performance. If the decision-making system of the IMF
could be changed, it would promote other reforms, too. Under a new decision-
making system, the voice and voting power of the IMF member countries could
be redistributed and rebalanced. The emerging and developing countries could

have more incentive and ability to promote further reforms to the IMF.

Based on the discussion so far, I propose to fundamentally change the
IMF’s current weighted voting system. In order to do so, I need to review the
decision-making power of international organizations, and the decision-making
process in the IMF. After all, it is necessary to look at the sources of the
international organizations’ decision-making authority and the IMF’s application
of that authority in its current decision-making system, before discussing a reform

proposal for the IMF.

I. The DecisionMaking Power of Internatonal Organizations

The decision-making power of international organizations — in other
words, the legal authority that makes nation states be bound to international
organizations’ decisions — comes from international law. During the development
of international law, from the 18th century, as Jeremy Bentham** and John

Austin®’ developed legal positivism**’, the orthodox view of this decision-

4 Jeremy Bentham (17481832) was a British philosopher and jurist. Bentham opposed the
notion of natural law (according to BlackOs Law Dictionary, nature law is Oa philosophical system
of legal and moral principles purportedly deriving from a universalized conception of human

nature or divine justice rather than from legislative or judicial action.0) and developed legal
positivism. Bentham is best known as the founder of modern utilitarianism.

33 John Austin (1790 1859) was a British jurist. Austin is lidgown for his work developing
the theory of legal positivism.

43¢ |egal positivism asserts that the existence and content of law depends on social facts and not
on its merits. The English jurist John Austin (178869) formulated it thus: OThe existenctaof



making power has been that “the only legitimate source for an international right
or obligation is the express or tacit consent of each state to which it applies.”*’
We can see this positivist doctrine expression in Article 38(1) of the Statute of the
International Court of Justice™® — which lists the sources of international law as

follows:

Atrticle 38 (1). “The Court, whose function is to decide in
accordance with international law such disputes as are submitted to
it, shall apply:

a. international conventions, whether general or particular,
establishing rules expressly recognized by the contesting states;

b. international custom, as evidence of a general practice
accepted as law;

c. the general principles of law recognized by civilized
nations;

d. subject to the provisions of Article 59*°, judicial
decisions and the teachings of the most highly qualified publicists
of the various nations, as subsidiary means for the determination of
rules of law.”*%

Article 38(1) shows that international conventions and international
customs are the two most important sources in international law. Through

international conventions — normally in the form of treaties — nation states

is one thing; its merit and demerit another. Whether it be or be not is one enquiry; whether it be or
be not conformable to an assumed standard, is a different en@ég.€xlie Greenlegal
Positivism The Stanford Encyclopedia of Philosophy (RZ4D9 Edition), Edward N. Zalta (ed.)

*7 FREDERICKIRGIS JR, INTERNATIONAL ORGANIZATIONS IN THEIR LEGAL SETTING 274 (2nd ed.
1993).

% |d. The International Court of Justice was established by the Charter of the United Nations as
the principal judicial orgaof the United NationsSeeStatute of the International Court of Justice,
Article 1.

49 Statute of the International Court of Justice, Article 59, OThe decision,of the Court has no
binding force except between the parties and in respect of that particular case.@d.

0 Statute of the International Court of Justice, Article 38 (1).
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surrender part of their sovereignty to international organizations, and abide by

rules and decisions that made by international organizations.*"'

This “rule-making” process, or the decision-making system, is different
from one international organization to another. The following section will survey
five major decision-making systems that have been practiced on an international

legal system level.

[I. The DecisionMaking Processin the IMF

The IMF was created through a long negotiation mainly between the
United States and Great Britain. The IMF’s decision-making rules were designed
to ensure that its member countries could cooperate with a diverse membership

2 The Bretton Woods conference adopted the weighted

having different interests.
voting system for the IMF and the World Bank. However, in reality, it is rare for
the IMF to call for a formal vote when making a decision. When this has happens,
most of the time the vote has been almost unanimous.**® The IMF works under a
cooperative framework that is based on consensus.*** All member countries try to

reach agreement so that the proposal can be accepted by most, if not all, member

. 465
countries.

Therefore, complex issues are discussed prior to the formal decision

making process. As Houtven says, “nothing will be decided until everything is

1 Sovereignty, or the state sovereignty, is the right of a state to self-government. It is a supreme
authority exercised by each stadackOs Law Dictionahs541 (9th ed. 2009).For a detailed
introduction of sovereigntgeefollowing section in Chapter Four.

*2 HOUTVEN, supra note 60 at 23.
493 Gianaris, supranote 374 at 924.
4 HouTVEN, supranote 60 at 23.

49 Gianaris,supranote 374 at 924.
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agreed.”**® Of course, in some cases developing countries with less voting power
could also use this consensus approach as an advantage.*®’ Houtven gives an
example of how the developing countries vetoed a proposal of the Group of Seven
in the fall of the year 2000.%°® It is worth noting, however, that in this example the
developing countries formed a group and voted against the proposal. If it had been
a single developing country or just a few, it would have been almost impossible to
block the proposal. This example shows the importance of cooperation for the
developing countries to obtain a bigger voice in the IMF. Indeed, in order to make
a fundamental change to the IMF’s decision-making system and restore the IMF’s

good governance, a similar form of cooperation is necessary.

Before I get to a further discussion of the IMF’s decision-making system, I
think a proper survey of major decision-making systems of international

organizations is necessary to understand the whole issue.

V. The Selection of A Better Decision-Making System

An important fact regarding international organizations’ decision-making
system is that voting is an essential feature of the decision-making process.*®’

However, there are several different voting systems operating by different

¢ HouTVEN, supa note 60 at 24.

*7d. It is worth noting that the interests of developing countries are not always protected under a
consensus approach decisimaking.

% Seeld. According to Houtven, O[t]hat was most recently the case in the fall of 2000 during the
review of IMF financing facilities, when the developing countries defeated a proposal of the

Group of Seven regarding the rate of charge on the use of IMF resources and, instead, formulated
a revised proposal that was acceptable to the Board as a whole.O

4 Ebere OsiekeMajority Voting Systems in the International Labour Organisation and the
International Monetary FUnd33INT@ & ComP. L.Q. 408 (1984).
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international organizations. I have discussed the fact that the weighted voting
system and consensus approach, which are adopted and used by the IMF, do not
ensure the IMF have good governance. In the following sections, I will review a
catalog of major decision-making systems adopted by international organizations,
including the rule of unanimity, the rule of majority, the rule of weighted voting,
the consensus approach, and the bloc voting system before I make a selection of a

better decision-making system for the IMF later in this chapter.

A. A Catalog of Major DecisioiMaking Systems

i.  The Rule of Unanimity

The rule of unanimity, or the unanimity rule, requires a vote in which
every voter concurs on a certain question.*’’ It is one of the oldest decision-
making systems existing in international organizations. The rule of unanimity
rests on the principle of state sovereignty. State sovereignty is the right of a state
to self-government, which has been exercised by each state.*’' Thomas Hobbes,

an English philosopher, used a metaphor to describe the concept of “sovereignty”

472
8.

in his book Leviathanin 164 Hobbes viewed sovereignty as an artificial

person, and named it “Leviathan”.*”* Hobbes wrote:

The only way to erect such a common power, as may be
able to defend them [the member of a group of humans] from the
invasion of foreigners, and the injuries of one another, and thereby
to secure them in such sort as that by their own industry and by the
fruits of the earth they may nourish themselves and live

470 See Black’s Law Dictionary 1712 (9th ed. 2009).
' Id. at 1541.
72 MARK JANIS, AN INTRODUCTION TO INTERNATIONAL LAW 159 (3rd ed., 1999).
473
Id.
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contentedly, is to confer all their power and strength upon one man,
or upon one assembly of men, that may reduce all their wills, by
plurality of voices, unto one will: which is as much as to say, to
appoint one man, or assembly of men, to bear their person; and
every one to own and acknowledge himself to be author of
whatsoever he that so beareth their person shall act, or cause to be
acted, in those things which concern the common peace and safety;
and therein to submit their wills, every one to his will, and their
judgements to his judgement.*”*

The image of Leviathan and the concept of state sovereignty quickly

47 For centuries, the

“become deeply imbedded in the public consciousness.
nation state was the only actor on the international stage. Thus, the principle of
state sovereignty has been long embedded in the early history of international

o 476
organizations. 7

Under the principle of state sovereignty, all nation states have exclusive
and equal sovereignty. This means every state is equal and has the right to reject
any decision it finds inappropriate and no state can be bound to a decision without
its consent.*’” Because a country does not surrender any sovereignty to the
international organization, the international organization is not superior to that

country and cannot force it to accept a decision.

In order to adopt a proposal under the rule of unanimity, an agreement

must be reached among all members of the organization.*’® Because every

474 |d. at 161.SeealsoTHOMAS HOBBES, LEVIATHAN, 89 (Cambridge University Press, 1991).

3 JANIS, supranote472at 161.

7 Alexander Thompson & Duncan Snidal, International Organization, In Encyclopedia of Law
and Economics, Edward Elgar Press, Vol. 5, 692-722, 695, (2000).

*77 Stephen Zamora, Voting in International Economic Organizatiqrg THE AMERICAN JOURNAL
OF INTERNATIONAL LAW, 3, 566- 608, 571 (1980).

78 Daniel J. Blake &utumn Lockwood Paytomecision Making in International
Organizations: An Interest Based Approach to Voting Rule Selection, Research in International
Politics Workshop Paper, 5 (2008).
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member has veto power, the rule of unanimity voting is considered “focus[ing] on

preventing rather than passing legislation.”*”’

The unanimity rule has been adopted for centuries. According to one

480
Even

resource, the Vikings adopted unanimity rules in their criminal trials.
today, many jurisdictions require a guilty verdict by a unanimous vote by the jury
in criminal trials. As for international organizations, most of them chose
unanimity rules as their decision-making system in early days.**' A well-known
example is the League of Nations, which was created briefly after World War I to
prevent disputes between countries.*® In addition, the Organization of the
Petroleum Exporting Countries (OPEC) also has a statute requiring unanimous
agreement of all full members for decisions of the OPEC conference — the

483

supreme authority of the OPEC.™ Another special example is the United Nations

Security Council. For all non-procedural matters, decisions of the UN Security
Council require an affirmative vote of nine members including the concurring

484

votes of the permanent members.™ " In other words, all permanent members have

veto power on non-procedural matters.

479 Id.

0 william R. Short,Viking Age History: Laws and Legal Procees availableat
http://www.hurstwic.org/history/articles/society/text/laws.htm.

1 OHistorically, unanimity has been the default voting rule in IGOs.O Blake & Paypoanote
478, at 8.

*2 For a brief acount of the League of NatiorseOffice of Hisbrian US Department of States,
Milestones: 1914192Q availableat http://history.state.gov/milestones/191820/League.

** The OPEC Statue, Chapter IIl, Article 11 C, O[a]ll decisions of the Conference, other than on
procedural matters, shall require theanimous agreement of all Full MembersO.

*** The United Nations Charter, Chapter V, Article 27, ODecisions of the Security Council on all
other matters shall be made by an affirmative vote of nine members including the concurring votes
of the permanent merabs; provided that, in decisions under Chapter VI, and under paragraph 3 of
Article 52, a party to a dispute shall abstain from voting.O Of course, these decisions only requires
unanimous votes of permanent members, not all members.
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There are both advantages and disadvantages of unanimity rule.** The
most conspicuous advantage is the protection of member countries’ interests.
Because it is impossible to make a decision without every member’s consent, a
country is able to veto any decision based on its perceived interests. This allows

all member countries to exercise equal control over the organization’s decision.**

Another advantage of unanimity rule is the effective implementation of an
organization’s decisions.**” Because all members endorse the decision, the
organization does not need any enforcement or additional incentive to implement
it.

The disadvantages of unanimity rule are also conspicuous. First, it is
difficult to reach an agreement under the unanimous voting rule because of
member’s diverse interests. This is especially true for those large international
organizations with over a hundred members. A negotiation among hundreds of
members is certainly a difficult and arduous task. It is not uncommon to take

months or even years to reach a unanimous agreement.

Second, since all countries have the veto power in an organization under
the unanimity rule, they are able to use the veto power to “kidnap” the vote. For
those small countries that do not have much influence, it is very tempting to
threaten other countries to gain a better condition in the vote. The organizations
adopting unanimity rule often face the dilemma that they need to either satisfy a

country’s demand or face the failure of a vote.

The last disadvantage of unanimity rule is its ineffectiveness. As we

discussed in the previous two paragraphs, an institution adopting unanimity rule

3 Independence Hall Asciation,The Treaty of Versailles and the League of Natiamailable
at http://www.ushistory.org/us/45d.asp.

% Blake & Paytonsupranote 478 at 8.
487 Id
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may encounter difficulties in reaching an agreement. As Zamora points out, “to
achieve unanimous consent, the strength of a decision must be diluted so as to
please everyone.”*** This is unacceptable for an international organization that
needs to make and implement “decisions to meet urgent, practical problems.”**
This makes the unanimity rule the least effective decision making system for large

institutions facing such problems.

Last but not least, the size of an organization really matters. For smaller
institutions, the problems of unanimity rule are not as severe as in bigger
institutions. That is because having fewer members means less controversy and
argument in achieving full agreement. So generally speaking, it is more plausible
for a small-membership international organization to adopt the unanimity rule.
However, for large international organizations, the unanimity rule is almost surely

not the best option.

ii.  TheRule of Majority

The rule of majority, or the majority rule, is a voting rule that requires
more than 50 percent of a group of voters to make a decision.” It is one of the
most widely used decision making systems in international organizations in the

modern world.*”' Under the rule of majority,*”> each member has one vote and a

8 Zamora,supranote 477 at 574.
489 Id
0 BlackOs Law Dictionar040 (9th ed. 2009).

1 Tetsuo SatoEvolving Constitutions of International Organizations, A Critical Analysis: A
Critical Analysis of the Interpretative Framework of the Constituent Instruments of International
MARTINUS NIJHOFFPUBLISHERS 224, (1996).

2 A weighted voting syem might also involve some majority voting, of course, but not on the
basis of the organizations® members but rather on the basis of their weighted voting power.
Weighted voting systems are discussed in the following subsection. This subsection explores
majority rule in the absence of any weighting.
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decision needs to obtain over 50 percent of the vote to pass.*”> A decision made
under the majority rule reflects the opinions of the majority member countries in

an international organization.

The requirement of a majority vote, without further qualification, usually
means a simple majority vote — that is a proposal needs over 50 percent of the
votes to pass.** In some special cases, if the outcome of a decision would greatly
affect some or all of the members, then a higher majority of 70 percent, or even

d.**® This special version of the

85 percent, is required for a proposal to be adopte
rule of majority is called the “special majority”. This is to make sure that in
extreme cases the vote will not be passed if nearly half of the members vote
against it.*® An example of this “special majority” decision-making rule is, as
explained earlier, stated in the IMF Articles of Agreement, that any decision about
financial and operational issuesuch as distribution of general reserve or the
methods of evaluation of the SDRsequires a 70 percent majority vité For
the mosimportant decisions of the IMFsuch asiew member admissions
quotas increas&DRs allocationsand amendments the IMFOs Articles of

Agreement- an 85 percent majority vote is requiréd.

In the development of international organizations, the majority rule
concept came much later than the unanimity rule. For centuries, nation states had
adopted the principle of state sovereignty — and therefore the unanimity rule — to

protect their sovereignty and national interests. In the early days of international

3 Blake & Paytonsupranote 478 at 8.
4 SeeBlackOs Law Dictionary040 (9th ed. 2009).

3 3. Davidson Framdsraming Decisions: DecisioMaking that Accounts for Irrationality
PEOPLE ANDCONSTRAINTS 155,(2012).

496 Id.

*7 For a brief account of Ospecial majorityO decisiaking rule seesupratext accompanying
notes 96, 97, and 98eealso WEISS supranote 47 at 7.

498 Id.
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organizations, states did not want to surrender any of their sovereignty and lose

control of the decision made by the international organization they joined.

The concept that a state, or a sovereign state, also needs to be bound to the
rule it made, was mainly contributed by Hugo Grotius.*”” Grotius asserted that
treaties are a “more excellent kind of agreement[s]” and binding to states and the
people of these states,”” just like private contracts binding the parties under the
principle of the civil law — pacta sunt servandd! Because Grotius treated
sovereign state as persons, he asserted that those sovereign states would have to

502
Therefore, even

rely upon the international communities for their well-being.
though they could have rejected a decision based on the principle of state

sovereignty, they would not do so.

The rule of majority also came from domestic sources. As majority rule
has prevailed in domestic issues since the 19th century, the political leaders who
participated in international organization decision-making brought their similar

503

domestic experience to the international stage.” " This eroded the long lasting idea

that international decisions had to be made unanimously.’*

On the other hand, many early international organizations were technical
institutions that mostly focused on technical issues.”” For example, as noted

earlier, the first international organization is the International Telegraph Union

% Hugo Grotius was a jurist in the Dutch Republic in the seventeenth century, who laid the
foundations for international law based on natural lawjasdentiumvoluntarism.

% JaNIs, supranote 472at 166.

> This would translate from Latin as approximgit€agreements must be keptO. OThe rule [of
pacta sunt servandaeans] that agreements and stipulations, esp. those contained in treaties, must
be observed@eeBlackOs Law Dictionay217 (9th ed. 2009).

502 Id
39 Zamora,supranote 477 at 571.
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(ITU) founded in Paris in 1865.°°° The ITUis responsible for issues that concern
information and communication technologi®sMember countries’

representatives in these technical institutions also were mostly technical

experts.’”® Therefore, they were more inclined to “[accept] majority decisions

9509

based on relatively objective technical standards.”” In addition, countries were

less motivated to protect their interests by obtaining veto power in these

510

international technical institutions.” ~ Therefore, the majority rule was rapidly

adopted by other non-technical international organizations in the 20th century.’'

As previously discussed, the unanimity rule is based on the doctrine of
state sovereignty. It is an extension of principles of natural law that men are

created equal.’'?

The doctrine of state sovereignty was established when
interactions between countries were limited.’" In the 19th century, the
international organizations were few and small, so it was easy for them to make
decisions under the unanimity rule. Even though an organization failed to make a

.. . . 514
decision, it would not result in severe consequences.

However, the situation changed dramatically in the 20th century. More
and more international organizations appeared on the international stage. Also, as

time went by, the average size of international organizations became larger. Many

% Today the ITU is known as International Telecommunication Union. The ITU became a
specialized agency of the United Nations in 1947. The ITU web#igtry, available at
http://www.itu.int/en/about/Pages/history.aspx.

7 The ITU websiteAbout ITY availableat http://www.itu.int/en/about/Pages/default.aspx.
3% Zamora,supranote 477 at 571.
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510 Id

*! See Idat 575.
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of them had over a hundred member countries, so it was difficult to reach a
unanimous agreement because a small country could successfully outvote a

majority proposal.

Because of the increasing number and size of international organizations
on the stage, the unanimity rule started to show its disadvantage of inefficiency,
and has been gradually replaced by the rule of majority. Currently, most
international organizations have adopted the majority rule. An example would be

315 The United Nations General

the General Assembly of the United Nations.
Assembly consists of 193 members with each member having one vote. Decisions
of the General Assembly on important questions require a two-thirds majority of
the members present and voting.”'® Decisions on other questions require a simple

majority of the members present and voting.”'’

Majority rule has many advantages over unanimity rule. First, it is much
easier to make a decision. As one single member country can no longer block a
decision, it promotes the organization’s activism, and makes the decision-making
system more effective and efficient.”'® Generally speaking, majority rule is more
effective in large international entities. Second, for the sake of effectiveness, even

though a decision may be made in spite of some disagreement, it still reflects the

> Seethe United Nations websitdbout the General Assembéailableat
http://www.un.org/en/ga/.

’1® The UN Charter, Chapter IV, Article 18, O1. Each member of the General Assembly shall have
one vote. 2. Decisions of the General Assembly on important questions shall be made-by a two
thirds majority of the members present and voting. These questiohsshale:

recommendations with respect to the maintenance of international peace and security, the election
of the nonpermanent members of the Security Council, the election of the members of the
Economic and Social Council, the election of memberseftiasteeship Council in accordance

with paragraph 1 (c) of Article 86, the admission of new Members to the United Nations, the
suspension of the rights and privileges of membership, the expulsion of Members, questions
relating to the operation of the ttaeship system, and budgetary questions. 3. Decisions on other
questions, including the determination of additional categories of questions to be decided by a
two-thirds majority, shall be made by a majority of the members present and voting.O
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>!% Blake & Paytonsupranote 478at 12.

[



opinion of the majority of members in an organization. Last, if a country is
convinced that most of the time it will be in the majority group, there are more

incentives for it to join an organization.

Of course, majority rule also has its disadvantages. First, unlike unanimity
rule, majority rule breaches the principle of state sovereignty to some extent. A
member country may find itself bound to a decision it does not favor, as long as it
still wishes to stay in the organization and interact with other member countries.
Therefore, majority rule provides less protection to members from an undesirable
outcome. According to Daniel Blake, a member country might face “the risk of

facing the tyranny of the majority.”'”

Second, if a country believes itself likely to be in the minority group of an
organization, then it might not join or might leave the organization in order to
eliminate any negative outcome.’*’ However, in the modern world, a country can
hardly survive by itself. A country needs to participate on the international stage.
So it is rare for a country to leave an organization simply because of one or two
negative outcomes. Most of the time, countries are willing to accept decisions that

conflict with their short-term interest, for the sake of long-term interests.’*'

Third, majority rule has compliance problems. Unlike the unanimity rule,
an outcome by majority rule often does not obtain the consent of all members. For
those members who vote against a decision, there would be strong incentives not
to comply with such a decision.”** However, compliance typically can be counted

on to exist because of the direct sanctions of violating international law and the

519 Id.
520 Id.
521 Id.
522 Id.
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reputational implications.”>> When countries sign treaties, they would normally
include an enforcement or sanction clause to impose costs on countries for
breaching the treaties. Nevertheless, sometimes there is no sanction clause in
treaties. Because of the reputational implications, countries still have incentives to
comply with a decision. They see a greater benefit in the long term if they honor
the treaties and continue interacting with other countries. Today, the whole world
is connected economically. Most countries gain benefits from international trade
and cooperation and no country wants to be isolated. It is in a country’s best
interest to maintain a good reputation and to comply with international law even
without any enforcement. This incentive is a stronger offer than an outside
enforcement. Some evidence also suggests that international law is obeyed more

often than domestic laws.>**

iii.  TheRule of WeightedVoting

After World War I1, another decision-making system was developed and
widely adopted by many international financial institutions. That is the third

major decision-making system I am introducing: the rule of weighted voting.

The rule of weighted voting, or the weighted voting system, is a voting
system in which the voting power is allocated among the voters according to a

series of fixed weight.’*’

The weighted voting system is fundamentally different
from the unanimity rule and the majority rule. Both the unanimity rule and the

majority rule are equal voting systems and every member country is treated

>3 Andrew T. Guzmaninternational Law: A Compliance Based TheddfC Berkeley Public Law
Research Paper No. 47, 3 (2001).

>2* Anu Bradford & Omri BerShahay Efficient Enforcement in Internationahw, University of
Chicago Law & Economics, Olin Working Paper No. 512, (2010).

32 SeeBlackOs Law Dictionafly712 (9th ed. 2009).
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equally.”*® Although member countries have to surrender part of their state
sovereignty and be bound to decisions under majority rule, they are still equal in

the context of decision-making because each country has one vote.

On the contrary, member countries are not equal under the weighted
voting system. The weighted voting system distributes voting powers to members
based on some certain factors, such as a member’s contribution and influence to
the international organization in which it participates. For example, under the
weighted voting system of the IMF, a member country’s vote is based on that
country’s quota, which is a reflection of that member country’s economic

strength.”*’

The weighted voting system, to some extent, can also be seen as a special
majority voting system without the “one state, one vote” principle. Under the
weighted voting system, when an international organization is making a decision,
the proposal still requires a majority votes to pass. The difference compared to the

majority rule is that each member has different voting power.

The weighted voting system is an old concept that could date back to
Ancient Rome, but it was not widely adopted in the public sector until after World

War I1.°%® After the war, the Western countries attempted to create a new financial

32 Ebere Osiekeylajority Voting Systems in the International Labour Organisation and the
International Monetary Fund33INTQ@ & CoMP. L.Q. 408 (1984).

7 Seethe IMF Articles of Agreement, Articles XlI, Section 5 (a). OThe total votes of each
member shall be equal to the sum of its basic votes and itsloas¢d votes. (i) The basic votes

of each member shall be the number degahat results from the equal distribution among all the
members of 5.502 percent of the aggregate sum of the total voting power of all the members,
provided that there shall be no fractional basic votes. (ii) The asted votes of each member
shall ke the number of votes that results from the allocation of one vote for each part of its quota
equivalent to one hundred thousand special drawing rights.O

>28 Gianaris supranote 374at 910. The Roman assemblies used weighted voting based on the
tribal afiliation and social class of a person. In addition, the weighted voting system has long been
adopted by private sector corporations.
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. . . . . . . 529 .
institutional regime to restore international economic order.” They assumed it
was time to “experiment with new organizations and with new voting structures

»339 Realizing that the principle of state

that would help ensure their success.
sovereignty and the doctrine of equality of states had been embedded in
international law for centuries, legal scholars found ways to justify the legitimacy
of the weighted voting system.”' For example, Zamora distinguished the concept
of “equality before the law” and “equality of participation and responsibilities”,
contending that equal voting system only achieved “equality before the law”, but

99532

not “equality of participation and responsibilities.”””* In other words, in equal

voting system, the concept of equal did not “account for the added burden,

g eqe . . . 533
responsibility, and contribution of major powers.”

These and other factors regarding alternative voting systems played a role
in the creation of the IMF and the World Bank at the Bretton Woods Conference
in 1944. According to one authority, the direct incentive to establish these
financial institutions was to monitor the international economy.’** To accomplish
this, both institutions adopted the weighted voting system and distributed power
among its decision-making organs based on quotas. Thus, the United States and
other industrialized member countries had significantly more votes and more

535

control over the institutions.”” This put many developing countries at a

32 Zamora,supranote 477 at 576.
530 Id

> Autumn Lockwood PaytorBuilding a Consensus (Rule) for International Orgatiizas,
Social Science Research Center Berlin Working Paper, 11, (2010).

2 1d. Also se&Zamora,supranote 477 at 573.
533 Id

3* OThey were more concerned with creating institutions in which the Allied Powers could serve
as monitors of the international economifOat 576. Of course, the IMF, not the World Bank,
serves mainly as a monitor of the international economy.

% Blake & Payton,supranote 478 at 13.
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disadvantage, leading to dissatisfactions.”° In responding to this issue, the IMF
and the World Bank adopted consensus as a more commonly used decision-

making process in practice.”®’

The weighted voting system can be viewed as having generally promoted
international organizations’ activism. Many international organizations are
ineffective because of disagreement among member countries. This makes it
difficult to make decisions under the unanimity rule or even a majority rule.”*®
But this is unlikely to happen in a weighted voting system organization, because

support from several major powers may be enough to pass a proposal.

The IMF and the World Bank served as models for other international
financial institutions.”” Many regional banks also have adopted the weighted
voting system for decision-making purpose. For example, in the African
Development Bank Group, each member country has “an equal number of basic

9540 It is

votes in addition to a number of votes proportionate to its paid-in shares.
worth noting that most international organizations adopting the weighted voting
system are financial institutions. The reason is that financial institutions, unlike
technical organizations, rely heavily on certain major member countries’ financial
contributions. These contributions are so important that a greater power is given

to those countries that make relatively large contributions. In this way, these

>3 payton,supranote 531 at 12.
7 The consensus decisianaking system will be further discussed in the next section.

>3 OFor instance, during the Cold War, the UN Security Council was often rendered ineffective by
disagreemets between the United States and the Soviet Union, both of whom benefitted from the
privilege of possessing one of only five rights of veto awarded to members of the UN. However,
the International Monetary Fund (IMF) has been very active since its créataming the

Second World War as developed states, possessing the majority of votes, have consistently agreed
over the broad framework of goals that the IMF should pursue.O Blake & Paytcanote 478

at 13.

>3 Zamora,supranote 477 at 576.

% African Development Bank Group websiBgard of Governorsavailable at
http://www.afdb.org/en/abouts/structure/boardf-governors/
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financial institutions can ensure that those major financial market countries
maintain their memberships and actively participate in the organizations’

performance of their functions.>"'

From another perspective, when a country makes a large contribution to an
organization, it is natural for that country to demand a greater amount of control
in the organization because that country would want to know how its contribution
is managed.”** Since such a country has a larger contribution in the organization,

its funds are more contingent upon the organization’s performance.

Of course, there are also some shortcomings of the weighted voting
system. For example, many scholars argue that an obvious shortcoming of the
weighted voting system is the incentives for non-compliance.”* However, those
observers do not give adequate weight to the fact that most organizations adopting
weighted voting systems are financial institutions. As long as a member relies on
the financial services provided by the institution, it has to comply with the
decision even if it votes against it. This is especially true during a financial crisis
period: many countries need financial support, so they are even willing to accept

loans attached with conditions.>**

>*! payton,supranote 531 at 14.
542 Id

> See Idat 15. OAs Koremenos, Lipson and Snidal (2001) point out, undeitarigarvoting,

states may find themselves in the majority on some occasions and in the minority on others and
thus may be willing to abide by IGO [intgpvernmental organization] decisions when they are in
the minority, in the expectation that they walap the benefits of other states' reciprocal
compliance when they are in the majority. However, under weighted voting, those states whose
votes are not heavily weighted are frequently in a position where they have little influence over
institutional deci®ns. This leads, in turn, to the frequent subordination of their preferences
causing weaker states to often have little incentive to comply with decisions taken by the IGO.
Once defection becomes widespread then the institution will become weak arehpdvil

members with greater voting power will not be able achieve their goals through the institution.O

* SeeMartin FeldsteinRefocusing the IMF77 FOREIGNAFFAIRS 2, 2033, 24, (1998). The IMF
imposed extensive conditions with the financial packagesgingefrom international financial
institution during the Asian Financial Crisis, including details such as the price of gasoline and the

I"#



Another shortcoming is the representation issue, which has been
controversial in the weighted voting system at international levels. Smaller
countries often emphasize the importance of the doctrine of sovereignty equality,
and demand a more equal representation such as the “one country, one vote”

principle.’*’

In addition, many observers criticize the effective veto power of the
United States in both the IMF and the World Bank. Many believe that super
power countries are legally — and should be treated as — basically equal to small
countries, so the United States should not retain the effective veto power.>*
Indeed, we do not see this kind of effective veto power in many other financial
institutions that have adopted the weighted voting system. For example, currently
there is not a single member country of the African Development Bank Group
that has effective veto power.”*’ The Board decisions of the African Development

Bank Group are generally made through discussion and consensus.”**

manner of selling plywood, despite the fact that many countries were rather loath to accept these
conditions.

545 Id.

% This is because the United States only represents the government, not the people behind it. One
former Director General of UNESCO, AmadMahtar MOBow said, O[this allocation of vote

shares through proportional representation] overlooks the fact thabit tise Americas, the

Chinese, or the people of the Seychelles who vote the in General Assembly (or other similar
assemblies), but the States themselves, and that each State constitutes a sovereign entity, which is
in law equal in every way to any othertigy of the same kinds $eePayton supranote 53] at 9.

>*" Each member country of the African Development Bank Group has 625 votes and, in addition,
one vote for each share of the capital stock of the Bank held by that member. All matters before
the Boad of Governors, except great important issues, generally require a majority eEbixty

and twethirds percent of the voting power of the members represented at the meeting. Issues
declared by a member as being of great importance require a majaéyarsfty percent of the

total voting power. Currently no member country has a voting power larger than thirty percent of
the total voting poweiSeeAgreement Establishing the African Development Bank, Article 35,
Voting

> African Development Bank Groupehsite,Board of Governorsavailable at
http://www.afdb.org/en/abouis/structure/boardf-governors/.
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As for the IMF voting powers distribution, some countries disagree with
the current standard by which the relative quotas are established — that is, quotas
are assigned based on member countries’ economic strength — insisting on adding
more standards in addition to financial contributions and resources, such as
populations. In fact, the IMF Executive Board did discuss the inclusion of
population in the quota formula in the 10th Quota Review in 1995.°*° The
proponents for including population have emphasized the fact that global
decision-making affects the economic welfare of all people in the world.”’ Indeed,
population is an economic variable that bears directly on a country or even the
world economy and financial system — labor supply and employment situation are
critical components of a country’s economic performance.”' Therefore, an
inclusion of population in the quota-determination calculations would capture
members’ relative stakes in the international public goods provided by the IMF.>*?
In addition, this would give those high-population least developed countries a
larger voice in the IMF. However, inclusion of a population variable has not been
supported by the IMF Executive Board, for the reason that the IMF is essentially a
monetary institution and population does not bear directly on international
monetary issues.” I agree that the quota formula should focus on member

countries’ financial contributions, which is more related to the IMF’s purposes.”>*

¥ IMF Finance Departmenuota Formula Review Further Considerations23, (2012).

550 Id.

Sfl Ralph C. BryantReform of Quota and Voting Shares in thtefnational Monetary Fund:
ONothingO is Temporarily Preferable to an Inadequate OSometBirggRings Institution, 43
(2008).

2 IMF Finance Departmenfuota Formula Revie®Further Considerations23 (2012).
>3 1d. at 24.

>** However, it is equally inappropriate to limit the formula exclusively to financial contributions,
without considering any other factor such as population. In Chapter Four, | propose a method of
Ovoting blocsO to address this issue.



In addition, the proposal of including population in the quota formula would favor

certain countries, such as China and India, disproportionately.>>

iv.  TheConsensuépproach

Consensus is usually regarded as a decision-making process that involves
a general agreement without objection, regardless of whether every voter
affirmatively approves.””® There are in fact, however, many definitions to the
concept of consensus. Movsisyan lists a few scholarly definitions in his article
Decision Making By Consensus in International Organizations As a Form of

Negotiationas follows:

Geoff Berridge has defined consensus decision
making as “an attempt to achieve an agreement of all the
participants in a multilateral conference without the need
for a vote and its inevitable divisiveness.” In other words, it
is an agreement of all taken unanimously by means other
than voting. Kahler states that “the effort to achieve
consensus ... protects the interests of those who risk
becoming permanent minorities at each institution”.
According to the rules of procedure of the Helsinki process
consensus is “the absence of any objection expressed by a
Representative and submitted by him as constituting an
obstacle to the taking of the decision in question”. United
Nations Convention of the Law of the Sea defines
consensus as “the absence of any formal objection”.””’

All these definitions reveal that by way of consensus, an organization
should make every effort to reach agreement on substantive matters and there

should be no voting on such matters until all efforts at consensus have been

>3 SeeElizabeth Mcintye, Weighted Voting in International Organizatiqrsl NTERNATIONAL
ORGANIZATION 4, 495 (1954).

%% BlackOs Law DictionaB46 (9th ed. 2009).

7 Suren MovsisyarDecision Making By Consensus in International Organizations as a Form of
Negotiation 121sTCENTURY 3, 78, (2008).
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exhausted.”® In order words, “[t]he key indicator of whether or not a consensus
has been reached is that everyone agrees they can live with the final proposal; that
is, after every effort has been made to meet any outstanding interests.”>” Most of
the time, consensus requires negotiation. But in rare cases consent might be

reached without a formal negotiation.

Apparently, a consensus does not require a unanimous opinion. Thus, a
group is more likely to achieve an agreement under the consensus approach. In
reality, some international organizations attempt to define the requirements of
consensus for the decision-making purpose. For example, the Marrakesh
Agreementwhich established the World Trade Organization, states that “[t]he
body concerned shall be deemed to have decided by consensus on a matter
submitted for its consideration, if no Member, present at the meeting when the
decision is taken, formally objects to the proposed decision.”**° Both the IMF and
the World Bank are also making efforts to reach consensus in order to avoid
formal voting, even though they adopted weighted voting as the formal decision
making rule. The By-Laws Rule C-10 of the IMF’s Rules and Regulations states
that “[t]he Chairman shall ordinarily ascertain the sense of the meeting, in lieu of
a formal vote.””' Other international organizations also use the consensus
approach as a common practice, though they do not formally adopt consensus in
their charters. For instance, the UN Charter never expressly identifies consensus
as a formal decision-making method. However, approximately three fourths of

resolutions of the UN General Assembly were adopted without a vote.”®*

% See alsdPayton,supranote 531 at 5.

% MIT -Harvard Public Disputes Progras Short Guide to Consensus Buildiagailableat
http://web.mit.edu/publicdisputes/practice/cbh_ch1.html.

% Marrakesh Agreement Establishing the Worldde Organizationfootnote 1, (1995).

*%1 By-Laws Rules and Regulations of the IMF1G. availableat
http://www.imf.org/external/pubs/ft/bl/blcon.htm

%62 payton,supranote 531 at 2.
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This is not to say these international organizations gave up the formal
voting procedures as stated in their charters. Instead, member countries simply
attempt to make decisions by consensus and, only when failing to achieve a

consensus, do they turn to the formal voting.>®’

As was previously pointed out, the weighted voting system was more
widely adopted by international financial institutions, compared to the unanimity
rule and majority rule. Then, why in the 1970s, as more and more independent
states entered the international stage, did consensus decision making grow in
popularity? There are three main reasons explaining the wide use of consensus

decision-making in more recent decades.

First, consensus is for certain purposes regarded as one of the best options
for both developing countries and developed countries. As Payton points out, the
developing countries “would prefer voting rules in the following order: weighted
voting in favor of developing countries, simple majority based upon one state, one
vote principle, consensus decision-making, and finally rules weighted in favor of
powerful, industrialized countries.”*® This is because in the voting procedure,
developing countries generally have advantages in terms of their numbers but are
“weak in material resources including financial resources, military strength, and
trade advantages”, because of their similar (and relatively low) economic
development levels.”® On the other hand, for similar reasons, developed countries’
preferences would have to be, in descending order, the weighted voting system in
their favor, consensus decision-making, simple majority voting, and finally

weighted voting in favor of developing countries.’®® As indicated above, a simple

majority vote is rarely used in international financial institutions, thus making

563 Id

%% payton,supranote 531 at 14.
% 1d. at 14.
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consensus decision-making the best available alternative to weighted voting. Both
developed countries and developing countries have some say in consensus
decision-making. According to Payton, the consensus decision-making approach
“offers major powers a way to win the votes of developing countries by engaging
in issue linkage or offering side-payments to states that are willing to go along

with a particular policy they may have otherwise opposed.”®’

Second, consensus is supposed to be more productive because all member
countries, theoretically, are participating in the negotiating process.>** As every
country participates in the decision-making process and expresses its voice, each
representative of a country “feels that he or she has been heard and can support
the decision that the group is moving toward.””® Consensus promotes the
common ground of the negotiation before a possible voting, and provides a
protection to the interests of the minority group.’’® For a large group consisting of
hundreds of members, it is the best solution to persuade members to support a

vote even if it is not the decision that member prefers.

Last but not least, consensus does not face the same degree of a
compliance problem as the majority-rule approach does, since it seeks
“overwhelming agreement that goes as far as possible toward meeting the

9571

interests of all stakeholders.”’" In reality, some countries may even offer side-

payments in exchange for the opposing countries’ compliance under the

567 Id.

% CutcherGershenfeld, McKersie, Peace, Sefigotiating Labor Agreementsvailable at
http://mitsloan.mit.edu/nla/files/Consensus%20Decision%20Making.pdf.

569 Id
3" HouTVEN, supranote 60 at 30.

"I MIT -Harvard Public Disputes Prograf Short Guided Consensus Building, An Alternative
to Robert's Rules of Order for Groups, Organizations and Ad Hoc Assemblies that Want to
Operate By Consensuasvailableat http://web.mit.edu/publicdisputes/practice/cbh_ch1.html.
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consensus system.’’> When these are taken into account, countries might have less

573

incentive to cast a formal vote.”"” It also allows international organizations to

more easily implement a decision made under consensus.

This does not mean that the formal voting procedure, the weighted voting
system, is not important in the IMF. On the contrary, it still plays an essential role
in the negotiation of consensus building.””* Consensus building is based on each
member country’s voting power. A significant change of voting power may well

affect the member country’s ability to influence a decision in the future.””

However, there are also shortcomings to the consensus process of
decision-making. The first issue is the lack of transparency.’’® Most negotiations
are undertaken behind the scenes, out of the public eye, and are not officially
recorded. This results in the whole negotiation process being opaque, and it leaves
room for deals to be made under the table. As discussed earlier, many countries
offer side-payments to “buy votes”, which is considered a way of abusing the
process of consensus.”’’ According to Woods, the requirement of consensus
approach has “encouraged powerful states to offer concessions and to use

retaliatory threats.””’®

This practice would allow those major power countries to
take advantage of the consensus decision-making process and force small

countries to accept conditions.

The second issue is participation. Consensus approach encourages

negotiations and all member countries are supposed to have opportunities to

>2 payton, supraote 531 at 19.
573 Id

37 Zamora,supranote 477 at 568.
* |d. at 569.

> Woods,supranote 178 at 51.
577 Id
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express their voices. However, sometimes the negotiation process in order to
achieve consensus results in a situation in which “only a restricted number of
members get to participate in the process of real decision-making.”” This is
because sometimes countries would prefer bilateral negotiations and thus

naturally exclude some members from small groups.

The third issue is accountability. As was stated above, an informal
consultation aimed at achieving a consensus would likely be undertaken at higher
levels, with small group meetings, and would therefore purposefully exclude
certain members. Countries that were especially affected by a decision may be
excluded from these group meetings.’® It is possible that powerful countries
could take advantage of bilateral pressure and only include certain countries in

. .. . 581
their consensus decision-making process.

Last, consensus decision-making is usually a time consuming process and
makes an international organization less efficient. Consensus approach is intended
to fully take into account the interests of all member countries and to
acknowledge the different interests among member countries. If done
conscientiously, this may involve many bilateral negotiations and small group
meetings. Therefore, it is common to take days or even weeks to reach a
consensus in large international organizations. It is true, however, that once a
decision made by consensus, it would be easier and usually less time-consuming
to implement. But the process it takes to just reach the consensus is very time-

consuming.

57 1d. at 50.
801d. at 52.

81 OConsensus decisiaraking [may involve] only those present at a meeting and not necessarily
all those who should be included in a particular decisith.O
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v.  TheBloc Voting System

The last voting procedure I introduce is the bloc voting system, which is a
way that members vote by voting blocs. A voting bloc is a group of persons or
political units aligned with a common interest or purpose, even if only
temporarily.”® The bloc voting system sometimes is not considered as an
individual voting system, because the bloc voting is still based on — or

implemented through — the majority rule to make a final decision.”®

Under the bloc voting system, an organization divides its members into
groups — the voting blocs, for a two-step voting process. In the first step of voting,
each voting bloc must reach an “internal” agreement, or a decision. This internal
agreement could be made by means of a unanimous vote, a simple majority vote,
a weighted vote, or consensus approach. After that, all voting blocs make a final
decision among themselves by a majority vote of all voting blocs in aggregate. In
this way, it is easier for all members to reach consensus because members within
a voting bloc have common interests. If all members of an organization negotiate

together at the same time, it would not be easy for them to reach consensus.

Persons, political units, or even countries would want to vote in blocs
because they see this as a better way to balance the benefits and interests among
members of an organization. At the national level, for a long time, countries,
especially developing countries, had long “formed alliances and made decisions

d 99584

in groups whenever their national interests coincide Developing countries

found that in this way, they could take advantage of forming groups to accumulate

%2 SeeBlackOs Law Dictiona94 (9th ed. 2009). In addition to common interest, sometimes they
can be based on some other commons, such as geographic locations, or cultures.

% Of course, it is also possible to implement a bloc voting through the unanimity rule or other
decisionmaking methods. However, it is more common to implement a bloc votiogghithe
majority rule.

3% Zamora,supranote 477 at 601.
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their voting powers and hold a better position in negotiation with developed

countries.

For an international organization, how to balance the interest, or stakes,
among member countries, is also a long existing problem in the decision-making
process. Woods divides the stakeholders of an international organization into
“member governments who contribute resources, members whose compliance is
required for the institution to be effective, and members who represent groups

385 T better reflect and balance the various

affected by the institution’s policies.
groups, it is natural for the international organization to categorize countries into
different groups for the decision-making process. Even in the IMF, there are
constituencies that consist of certain member countries for the Executive Director

election.>®¢

The concept of bloc voting is not new. The Curiate Assembly, one of the
legislative assemblies of the Roman Kingdom, used a bloc voting system based
on voting blocs — “Curia”.”*’ At that time, voters in Rome were divided amongst a
total of thirty Curia.”*® These Curia were the basic units in the legislative
assemblies. Each of the adult males of Rome would vote in his own Curia. Then

each Curia would cast a single vote before the assembly based on the majority of

*% Woods,supranote 178 at 53.

*% For a detailed list of the IMF constituencisepAPPENDIX 1. THE IMF EXECUTIVE
DIRECTORS AND VOTING POWER, AS OF DECEMBER 20Wthough these constituencies
arefor the purpose of Executive Director electiorjétfactoconstitutes a form of bloc voting in
the IMF.

¥ The Curia was the basic units of division in the Legislative Assemblies. It is a Oreligious, social
and political group based on birtt5@eGEORGEWILLIS BOTSFORDQ THE ROMAN ASSEMBLIES
FROM THEIR ORIGIN TO THEEND OF THEREPUBLIC 13 (2011).

% FRANK ABBOTT, A HISTORY AND DESCRIPTION OFROMAN POLITICAL INSTITUTIONS 22 (2007).
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that Curia.”® A vote before the legislative assemblies would require a majority of

the Curia, that is, sixteen out of the thirty total Curia.””

Another example in which bloc voting can be seen is the United Nations
General Assembly. Although the UN General Assembly uses majority rule to vote
in principle and the UN Charter does not identify subgroups of UN states, in
practice, the UN member countries who have similar political, historical or
cultural backgrounds have organized themselves into various groups based on
areas of mutual interests, particularly when elections are held for significant
positions.”' By doing so, they “increase their influence above the level that they

99592

would have as a single nation in the General Assembly.”””” There were originally

3% Now this division of

only four regional groups in the General Assembly.
regional groups has developed into many political, economic and military
organizations of the world, including: the Non-Aligned Movement, the Group of
77, the Association of South East Asian Nations (ASEAN), the Organization of
African Unity (OAU), the Organization of American States (OAS), the North
Atlantic Treaty Organization (NATO), the Organization of Petroleum Exporting

Countries (OPEC), and the European Union (EU).””* However, it is worth noting

> GEORGEWILLIS BOTSFORDQ THE ROMAN ASSEMBLIES FROM THEIR ORIGIN TO THEEND OF THE
ReEPUBLIC 13 (2011).

590 Id.

391 United Nations International Model United NatiohB\IMUN Conference Handbodlo
(2000).

2 1d. at 20.

% They are the Latin Americagroup the Asian and Africagroup the Eastern European and the
Western Europeagroup andthe group of Qber

%% |d. Seealso Madeleine O. Hosli, Evelyn van Kampen, Frits Meijerink, & Katherine Tennis,
Voting Cohesion in the United Nations General Assembly: The Case of the European Union
ECPR Fifth ParEuropean Conference Paper 12 @0DO0ne example is the NAligned

Movement (NAM), founded in 1961 mainly by third world countries, in an effort to avoid
involvement in the EadtVest conflict. The NAM today still acts as the political grouping of the
countries of the OSouthO. Similanky, OGroup of 770, founded in 1974, mainly represents the
economic interests of the Third World. Both groups currently have over 100 members (Petersen,
2006: 44), but the degree of cohesion has changed and become somewhat diluted over time. The
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that these groups are not formal voting blocs. They are only “groups that meet,

depending on the circumstances, to attempt to reach a consensus on various

9595

issues.”””” Thus, member countries within these groups often do not reach

>% They often vote in their own best interest and dissent

7

consensus on all issues.

from the group’s majority opinion.”

On the other hand, some international institutions have formally made
voting blocs as a part of the decision-making process in their governance

598

structures.” " The following paragraphs identify and explain some illustrative

examples:

The first example is the United Nations Conference on Trade and
Development (UNCTAD).”” The UNCTAD is a part of the United Nations
Secretariat, with the purpose to promote trade, investment, and development.®”’
Its highest decision-making body is the quadrennial conference, at which member
countries “make assessments of current trade and development issues, discuss

7601 The conference meets

policy options and formulate global policy responses.
every four years to set the organization’s mandate and work priorities.®”> At the

conference, member countries are divided into four lists, with six members

OWesterniEopean and OthersO greupf which Western European countries and the US have
always been a parthas traditionally been the least cohesive (Petersen, 2006).0

% See supraote 591 at 20.

596 Id

597 Id

3% Zamora,supranote 477 at 601.
599 Id

% The UnitedNations Conference on Trade and Development weh¥ite, We Argavailableat
http://unctad.org/en/Pages/AboutUs.aspx.

601 Id.
602 Id.



currently still unassigned.®® List A consists mostly of countries in Africa and
Asia, including South Africa and China. List B consists of countries in Western
Europe and North America, including countries such as Netherlands and the
United States. Japan and New Zealand are also in List B. List C consists of
countries in South America, including Brazil and Chile. List D consists of

countries in Eastern Europe, such as Croatia and Romania.**!

From the above, it can be inferred that the UNCTAD membership is
divided based on geographic and economic factors. Since the UNCTAD is a
conference on trade and development, it is rational to use the economy as a factor
to divide the membership. But why did the UNCTAD take geographic region
factor into account? Generally speaking, many countries in an area have a similar
pace of economic development. For example, most of the least developed
countries are African countries, while almost all developed countries are located
in West European and North America. Many Asian countries are emerging market
countries. More than a dozen East European countries were formerly part of the
USSR and share a lot in common in their economic policies. Perhaps this is why
Japan and New Zealand are also included in the Western Europe and North

American list.

This divided membership is helpful in reaching consensus during the
UNCTAD quadrennial conference. Zamora made his comment on the UNCTAD
membership list as follows: “Provisions in UNCTAD’s Charter and procedural
rules require positions to be established within each group, which then presents

the position to other groups as a solid front. The importance of individual voting

%3 The United Nations Conference on Trade and Developriviarhbership of UNCTAD and
membership of the Trade and Developniaward, availableat
http://unctad.org/en/docs//tdbinf222_en.pdf.

604 Id.
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is minimized.”®"” Indeed, this membership structure minimizes individual
countries’ voting power. An individual country’s voice is not entirely based on its

voting power, but is expressed and amplified through the voice of a group.

It is worth mentioning that many scholars view the UNCTAD as an
advisory department, unlike the WTO which often issues binding decisions on

. . 606
member countries’ disputes.

The UNCTAD conference only meets every four
years and it does not make binding resolutions. Indeed, voting is relatively rare in
the UNCTAD.®” Instead, all members are seeking consensus through the

conference.

The second example is the International Fund for Agricultural
Development (IFAD). The IFAD is a specialized agency of the United Nations
whose mission is eliminating rural poverty in developing countries.®”® In order to
do so, the IFAD has designed and implemented many projects, which include
enhancing business arrangements through capacity development of small farmers,
improving access to agricultural and rural finance, and strategic capacity
strengthening and infrastructure.®”” Currently, the IFAD’s membership is open to

610

any country that is a member of the United Nations.” * The membership is

classified into three lists and three sub-lists.

List A is primarily Organization for Economic Co-operation and

Development (OECD) members, including countries such as Germany and the

693 Zamora,supranote 477 at 601.

% The United NationsEnhancing The Development Role and Impact of UNGRdport of the
Panel of Eminent Persons, 7 (2006).

607 Zamora,supranote 477 at 581.
%8 The IFAD websiteWho We ArePavailableat http://www.ifad.org/governance/index.htm

%% SeelFAD, Seychelles: Competitive Local Innovations for StBakle Agriculture Project
(CLISSA)available athttp://www.ifad.org/operations/pipeline/pf/seychelles_clissa.htm. For a
complete list of the planned projecsgelFAD, Planned project activities, 2012015

619 Steve CharnovitZTwo Centuries of Participation: NGOs and International Govereat8
MICH. J.INTQ L. 183 (1997).
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United States.” " They are all developed countries and most of them are located in

Europe and North America.

List B is primarily the Organization of the Petroleum Exporting Countries
(OPEC) members — for example, Saudi Arabia and the United Arab Emirates.®'*

They are all oil exporting countries and most of them are Middle East countries.

List C is composed of developing countries.®' List C is further divided
into three sub-lists. Sub-list C1 is African countries. Sub-list C2 contains
European, Asian and Pacific countries. Sub-list C3 is Latin America and

Caribbean countries.®'

! The IFAD websiteList A available athttp://www.ifad.org/governancef/ifad/lista.htirist A
countries include: Belgium, Canada, Denmark, Estonia, Finland, France, Germany, Greece,
Hungary, Iceland, Ireland, Italy, Japan, Luxembourg, Netherlands, New Zealand, Norway,
Portugal, Spain, Sweden, Switzerland, United Kingdom, and the Unitexs Stat

%12 The IFAD websiteList B available athttp://www.ifad.org/governance/ifad/listb.htiist B
countries include: Algeria, Gabon, Indonesia, Iran (Islamic Republic of), Iraq, Kuwait, Libya,
Nigeria, Qatar, Saudi Arabia, United Arab Emirates, and Venezuela.

%1 The IFAD websiteList G, available athttp://www.ifad.org/governance/ifad/listc.htist C
countries include: AfghanistaAlbania, Angola, Antigua and Barbuda, Argentina, Armenia,
Azerbaijan, Bangladesh, Bahamas (The), Barbados, Belize, Benin, Bhutan, Bolivia (Plurinational
State of), Bosnia and Herzegovina, Botswana, Brazil, Burkina Faso, Burundi, Cambodia,
Cameroon, Cape Yde, Central African Republic, Chad, Chile, China ,Colombia ,Comoros,
Congo ,Cook Islands, Costa Rica, C™te d' Ivoire, Croatia, Cuba, Cyprus, Democratic People's
Republic of Korea, Democratic Republic of the Congo ,Djibouti , Dominica, Dominican

Republic .Ecuador, Egypt, El Salvador, Equatorial Guinea, Eritrea, Ethiopia, Fiji, Gambia,
Georgia, Ghana, , Grenada, Guatemala, Guinea ,GBiissau , Guyana, Haiti, Honduras, India ,
Israel, Jamaica, Jordan, Kazakhstan, Kenya, Kiribati, Kyrgyzstan, Lao Péxgetratic

Republic, Lebanon, Lesotho, Iberia, Madagascar, Malawi, , Malaysia, Maldives, Mali, Malta,
Marshall Islands, Mauritania, Mauritius, Mexico, Mongolia, Morocco, Mozambique, Myanmar,
Namibia, Nauru, Nepal, Nicaragua, Niger, Niue, Oman, PakistaxanPa Papua New Guinea,
Paraguay ,Peru ,Philippines ,Republic of Korea ,Republic of Moldova ,Romania ,Rwanda ,Saint
Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Samoa, Sao Tome and Principe,
Senegal, Seychelles, Sierra Leone, Solomantd, Somalia ,South Africa ,South Sudan, Sri
Lanka, Sudan, Suriname, Swaziland, Syria, Tajikistan, Thailand, The Former Yugoslav Republic
of Macedonia, Timoteste, Togo, Tonga, Trinidad and Tobago, Tunisia, Turkey, Tuvalu, Uganda,
United Republic of Taremia, Uruguay, Uzbekistan, Republic of Vanuatu, Viet Nam, Yemen,
Zambia, and Zimbabwe.

%1% The IFAD website]FAD member stateswvailableat
http://www.ifad.org/governance/ifad/ms.htm.
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These three lists are not permanent and can be changed from time to
time.’"> A member country can, upon joining the IFAD, decide which list it
wishes to be placed in.'® A member can also submit a request to withdraw from a

list at the time of the list membership election.®!’

With such a divided membership, the IFAD’s governance structure is
unique among any other UN organs. The reason was that the IFAD had to seek a
balance between developed and developing countries.®’® When the IFAD was
established, it relied heavily on the developed countries’ financial contribution
and also the developing countries’ cooperation. The highly conflicted interest
between these two groups made the IFAD reach a compromise between those two
groups.

Under this structure, voting power is further divided into “original votes”

and “replenishment votes”.®"” The original votes are the votes distributed to

613 Agreement Establishing the International Fund for AgricultibavelopmentSchedule 11,

3(a). Lists of Member Countries. OThe Member Countries shall be divided, form time to time, into
Lists A, B and C for the purposes of this Schedule. Upon joining the Fund, a new Member shall
decide on which List it wishes to beapkd and, after consultation with the Members of that List,
shall provide appropriate notification thereof to the President of the Fund in writing. A Member
may, at the time of each election for the members and alternate members representing the List of
Member Countries to which it belongs, decide to withdraw from one List of Member Countries
and place itself upon another List of Member Countries, with the approval of the Members therein.
In such event, the concerned Member shall inform the President Bfitigein writing of such

change, who shall, from time to time, inform all Members of the composition of all the Lists of
Member Countries.@vailable athttp://www.ifad.org/pub/basic/agree/e/!01agree.pdf.

616 Id.

17 A Member may, at the time of each election for the members and alternate members
representing the List of Member Countries to which it belongs, decide to withdraw from one List
of Member Countries and place itself upon another List of Member Countiteghe approval

of the Members therein. In such event, the concerned Member shall inform the President of the
Fund in writing of such change, who shall, from time to time, inform all Members of the
composition of all the Lists of Member CountrieklO

" Eduardo C. Tadem & Hussein Macaramb@ificial Development Assistance and Rural
Development: The Case of the International Fund for Agricultural Developi@ots ON THE
GLOBAL SOUTH, 2, (2009).

619 Id.
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member countries upon the establishment of IFAD, while the replenishment votes
refer to votes “upon each occasion that additional contributions are called for.”**’
Both original votes and replenishment votes are further divided into “membership

votes” and “contribution votes”.%?!

This structure ensures that no member country of the IFAD feels
unrepresented, and therefore does not have dissatisfaction with its voice or voting
power.”** As far as this governance structure’s efficiency is concerned, a report
from the IFAD Independent Office of Evaluation reveals that “IFAD has never
suffered from a backlash of its membership against purported ineffectiveness.”®*
The report further concludes that “[t]here are efficiency implications for dividing
IFAD Member States into three Lists (A, B and C), in line with the Agreement
Establishing IFAD. The relevance of the List system in today’s context deserves
discussion in the future, considering the evolution in the profile of IFAD Member

624 In other words, this bloc voting system is

States over the last 35 years.
efficient except that the voting blocs are fixed and cannot reflect the current
profile of IFAD member countries. Thus, if the IMF were to adopt a bloc voting

system, its voting blocs should be adjustable, and not permanent.

The third example is the International Coffee Organization (ICO), which
is the main intergovernmental organization for coffee trade.®” The ICO’s mission
is to bring together the coffee exporting and importing governments to

“strengthen the global coffee sector and promote its sustainable expansion in a

620 Id.
621 Id.

622 INDEPENDENTOFFICE OFEVALUATION OF IFAD, IFAD& INSTITUTIONAL EFFICIENCY AND
EFFICIENCY OFIFAD-FUNDED OPERATIONSS85 (2013).

23 1d. at 86.
624 |d

623 International Coffee Organization Websiidission available at
http://www.ico.org/mission07_e.asp?section=About_Us.
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market-based environment for the betterment of all participants in the coffee
sector” through international cooperation.®”® The ICO currently has 45 members
as of 2013.%*” The member countries are divided into two groups: the exporting
members group, and the importing members group. The ICO’s decisions are
usually reached on the basis of consensus between these two groups. The ICO
acknowledges that the consensus of both exporting members and importing
members is important. Through the consensus approach, the ICO’s measures,
which could have major impacts on its member countries, can achieve as much
support as possible.”*® In this way, the ICO has better enhanced the cooperation

between members that consume, distribute and produce coffee.

Of course, there are many other International Organizations, or treaty
regimes, that use similar bloc arrangements. A list of some of these organizations
and treaty regimes can be found in Jacob Cogan’s article Representation and
Power in International Orgnization: The Operational Constitution and Its

Critics:*%

626 The 1COOs missions and witkes include Odeveloping and seeking finance for projects that
benefit the world coffee economyO, Ofacilitating information on financial tools and services to
assist producersO, Oproviding objective and comprehensive economic, technical and scientific
information on the world coffee sectorO, etc. For a more detailed list of the ICOOs asteties,
ICO websiteMission available athttp://www.ico.org/mission.asp

6271d. The member countries include 39 exporting members and 6 importing members. The
exporting members include Angola, Bolivia, Brazil, Burundi, Cameroon, Central African

Republic, Colombia, Costa Rica, C™te d'lvoire, Cuba, Ecuador, El Salvador, Ethiopia, Gabon,
Ghana, Guatemala, Honduras, India, Indonesia, Kenya, Liberia, Malawi, Mextarablia,

Panama, Papua New Guinea, Paraguay, Philippines, Rwanda, Sierra Leone, Tanzania, Thailand,
Timor-Leste, Togo, Uganda, Vietham, Yemen, Zambia, and Zimbabwe. The importing members
include European Union (Austria, Belgium, Bulgaria, Croatia, CyfEaech Republic, Denmark,
Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania,
Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden,
and United Kingdom), Norway, Switzerland, Tunisiarkey, and the United States.

62% International Coffee Organization Websi@gvernanceavailable at
http://www.ico.org/governance_e.asp?section=About_Us.

62 Jacob CogarRRepresentation and Power in International Organization: The Operational
Constitutionand Its Critics 103AM. J.INT'L L. 220 (2009).
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“International commodities agreements divide votes
equally between exporting and importing nations in the councils of
such organizations and allocate individual states a subset of votes
based upon the volume of their exports or imports. The Montreal
Protocol requires that decisions of the Executive Committee of the
Multilateral Fund be approved (in the absence of consensus) by
two-thirds majorities of both developing and industrial countries.
The Convention on the Intergovernmental Maritime Consultative
Organization (now the International Maritime Organization)
allocates seats in the organization's council according to the
“interests” of its members (for example, international shipping
services or seaborne trade), and the Convention on International
Civil Aviation sets aside seats in the Council of the International
Civil Aviation Organization to “States of chief importance in air
transport” and states with the “largest contribution to the provision
of facilities for international civil air navigation.” In the
Constitution of the International Labour Organization, “Members
of chief industrial importance” are given representational
preference over other states in the organization’s Governing Body,
and the Chemical Weapons Convention allocates seats in the
Executive Council of the Organisation for the Prohibition of
Chemical Weapons by region, designating a certain number for
“States Parties with the most significant national chemical industry
in the region.” Some other agreements, such as the Statute of the
International Tribunal for the Law of the Sea, provide regions with
minimum representation in certain bodies.”®*

The bloc voting system could grant individual members a greater

influence and voice beyond their voting powers, though this somewhat decreases

individual members control over a certain voting bloc. However, the enhancement

of influence is especially beneficial to developing and emerging countries that

demand to see a reflection in those international financial institutions in which

they participate. In addition, the bloc voting system could also balance the interest

of different groups and reach consensus without compliance issues. A more

detailed discussion of the bloc voting system will be presented in later sections.
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B. Three Factorsf InternationalOrganizations and Their
Corresponding DecisieMaking Systens

Having examined thus far in this chapter a range of decision-making
systems available to international institutions, I turn directly now to an
exploration of, and answer to, the third of the key questions on which this
dissertation turns. The following paragraph will discuss various aspects of a

proposed new system of decision-making within the IMF.

To find out the reason why a certain international organization would
adopt a specific decision-making system, it is necessary to look at specific
characteristics of that international organization and its decision-making system.
To do so, the following three factors of an international organization need to be
examined: the size of the organization, the type of operations the organization
engages in — and therefore the amount of potential interference it might present in
the internal workings of its members — and relationships between the

organization’s members.

1. FactorOne:The Size of the Organization

The size of an international organization, or more precisely, the number of
members of an international organization, determines in some substantial ways
how members negotiate with each other. For a small organization, it is fairly easy
to convene a conference of all members. The organization could respond
promptly and perform effectively. It would be convenient to let each member
express its opinion and participate in the discussion. It is also possible and
feasible to take all members’ interests into account. Therefore, small

organizations would focus more on individual member’s interest and sovereignty
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protection. The fact that these member countries of small organizations have more
opportunities to participate in the decision-making process also promotes

sovereignty protection.

An example of a small organization such as the one I describe would be
the Association of Southeast Asian Nations (ASEAN), which operates on the
principle that no decision should interfere in a member country’s political and
economic policies.”®' This is sometimes also referred as the “ASEAN Way.**
The ASEAN’s fundamental principles expressly honor “the right of every State to
lead its national existence free from external interference, subversion or coercion”

633 By doing so,

and “non-interference in the internal affairs of one another.
ASEAN avoids any possibility of interference in a member country’s sovereignty.
In other words, ASEAN fully protects member countries’ sovereignty. None of
the member countries surrender any sovereignty to the ASEAN and all members

are only bound to decisions with their consent.

On the other hand, some large international organizations in the world
have more than one hundred members. This large number of members makes it
difficult to frequently organize a conference of all members. Also, members in
large international organizations may find it more difficult to participate in the
decision-making process than members of smaller organizations do. If a large
international organization offers the same protections as small organizations to its
members’ sovereignty and interest, it would take significantly more time to make
a decision or reach consensus — if indeed any such outcome could ever be

achieved. This would negatively affect the organization’s effectiveness. In order

! The decisiormaking system of the ASEAN requires unanimous support of all member
countries.SeeAssociation of Southeast Asian Nations webgteerview available at
http://www.asean.org/asean/ab@sean/overview

32 1d. Seethe OFUNDAMENTAL PRINCIPLESO section.
633
Id.
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to keep large international organizations operating effectively, large international

organizations could not allow each individual member to retain veto power.

I conclude that — assuming away other factors (such as ones that are
discussed below) — small international organizations are more likely to adopt the
rule of unanimity because it is a decision-making system that provides full
protection to member’s sovereignty. Larger international organizations would
prefer other options in order to achieve effective performance because it would be
difficult to reach agreement if a large number of members retain veto power. The
IMF is a global organization with 188 member countries. It is one of the largest
international organizations in the world. According to my first conclusion, the
size of the IMF determines that it will not be able to work well under the

unanimity rule.

ii.  FactorTwo: The Type of Operations the Organization Engages in

As noted earlier, international organizations have purposes and operations
that vary widely. It is in this sense that I refer to the “type” of an international
organization for these purposes. That is, the “type” of international organization
determines and reflects the way it functions and how it interacts with its members.
For example, early international organizations were mainly technical institutions.
Their missions were to establish technical standards and to provide technical
support to member countries. Their operation did not affect their member
countries’ economic or political policies in any significant way. The member
countries’ sovereignty was fully respected and protected. Also, technical
institutions typically did not make urgent decisions. Even if they did not function

well or perform effectively, there would be no severe consequences.

In contrast to technical institutions, an international financial institution

has more involvement with member countries and its decisions often have direct



impact on a member country’s economy. First, the central function of many
financial institutions, especially international ones, is to handle financial issues.
For example, the IMF was set up to monitor the international monetary system
according to its Articles of Agreement.®** Second, financial institutions often
cooperate and interact extensively with various departments of member countries,
such as central banks and financial ministries. Furthermore, financial institutions’
decisions are binding and enforceable because they need to manage member
countries’ resources in order to stabilize the world economy. That also makes
member countries’ economic circumstances, polices and performances more

vulnerable to financial institutions’ decisions.

All these responsibilities require financial institutions to be extremely
effective, so that they could promptly make decisions if necessary. In order to do
s0, financial institutions normally mandate that those countries wishing to join the
institutions — to realize the benefits that they promise — must surrender parts of
their sovereignty to these financial institutions and commit to be bound to the

institutions’ decisions.

As a consequence, financial institutions’ member countries are more
deeply exposed to the outcome of the institutions’ decisions. For some countries
that contribute large amounts of financial resources, this is more serious because
more of their funds and resources are directly affected by the organization’s
performance.®*” Therefore, they would demand a greater voting power in the
organization to make sure their funds are properly used. Meanwhile, financial
institutions also have to rely on these large contributors’ funds in order to perform

operations. Financial institutions are also willing to allocate a larger voting power

3% SeeThe IMF Articles of Agreement, Article |.

%33 In other words, their funds are subjected to potential unsuccessfaimpance of institutions.
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to countries based on their economic contribution. This is why it is more common

for financial institutions to adopt weighted voting.

Furthermore, technical and financial organizations might be distinguished
from a third type of organization — a political organization. In a range of ways,
political organizations are different from technical institutions and financial
institutions. On one hand, in a political organization, members would surrender
even more sovereignty to the organization. For example, any country that signed
the Schengen Agreement and joined Europe's borderless Schengen Area must
abolish passport controls at its borders.®*® Another example is the North Atlantic
Treaty Organization (NATO). Most NATO member countries have agreed to
have United States troops stationed in their territories.”>” On the other hand,
because a political organization would affect a member country on a much deeper
level, member countries would prefer to retain veto power to protect their
sovereignty at least in certain issues. In addition, members generally expect to be
treated equally in political institutions. For instance, the EU’s standard decision-
making procedure, also known as “codecision”, requires approval from both the
European Parliament and the Council consisting of the governments of the 27 EU
countries.®”® Both the Parliament and the Council have the right to block

639

proposals.”” The EU has several decision-making rules for different issues, but

basically all members receive equal treatment.

% The Shengen Area countries are not the same as European Union countries. There are currently
Twenty-two of the European Union (EU) member states and the four European Free Trade
Association (EFTA) member states as of Octobet,3.SeeEuropean Commission Website,

Schengen Areavailable athttp://ec.europa.eu/dgs/horafairs/whatwe-do/policies/borders
andvisas/schengen/.

7 United States Army, North Atlantic Treaty Organizatigvglcome To USANAT@vailableat
http://www.usanato.army.mil/content/documents/bde/bluebox/Welcometo_ USANATO.pdf.

% The European UniorHow EU decisions are magavailableat http://europa.eu/about
eu/basieinformation/decisiormaking/procedures/index_en.htm.

639 Id.
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It is my assessment that financial institutions are more likely to choose a
weighted voting system, which holds the prospect of making these financial
institutions effective and better at taking their larger contributors — the major
economy countries — into account in the decision-making process. On the other
hand, political institutions are more likely to choose a decision-making system
which better protects members’ sovereignty. In terms of the IMF, it is an
international financial institution and relies on a handful of developed countries’
financial resources for its daily operation. Therefore, the IMF should not adopt the

unanimity rule or the majority rule.

It is worth noting that the financial resources the IMF relies on have
changed over time. Indeed, since the 1990s, the IMF started to mainly use the
interest payments made on its loans to support its operation.’* In addition,
emerging market countries, which used to seek financial assistance from the IMF,
have recently started to provide financial resources to the IMF. In July 2012,
China, Brazil and some other emerging-market countries pledged to provide
funding to the IMF, helping to almost double the IMF’s lending ability to “protect
the world economy from Europe’s debt turmoil.”®*! It is now the case, then, that

the IMF is no long reliant on a few developed countries’ funds for its operations.

However, this does not change the facts that the IMF is a financial
institution and still relies on its member countries’ financial resources, though not
the same major economy countries it used to rely on for these purposes. In
addition, different member countries still contribute to the IMF differently.
Therefore, the weighted voting system — although in need of a fundamental

change — is still better suited to the IMF than unanimity rule and majority rule.

64 Blake & Paytonsupranote 478at 12.

! Sandrine Rastell&China Leads Nations Boosting IMFOs Firewall to $456 Bilkeailableat
http://www.bloomberg.com/news/20415-19/chinaleadsnationsboostingimf-s-firewall-to-456-
billion-1-.html.
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iii.  FactorThree:TheRelationshipbetweerMembers

The character of the relationships between members of an international
organization also bears importantly on whether member countries have common
interests and whether or not it would be easy for them to reach agreements in the

organization.

For example, a regional institution, such as the Asian Development Bank,
the Union of South American Nations, or the African Union, usually contains
most of their member countries from a particular area. The Asian Development
Bank has 67 members, 48 of which are from within Asia and the Pacific area.’**
Likewise, there are currently 12 members in the Union of South American
Nations, and all of them are located in South America.** As most member
countries of these regional institutions share similar geographic regions, they have
more common interests or stakes than two random member countries of an
international organization.®** Indeed, good relations with neighboring countries
are important to any country and are considered a strategic policy in the
international area.’* Any country, if possible, would seek closer ties with its
regional, neighboring countries. It is true that two neighbor countries might have
different religions, cultures, ethnic compositions, ideologies and economic
development paces, but the fact that they share borders and common interest

would given them strong incentives to engage in a wide range of multilateral

642 Asian Development Banklembersavailableat http://www.adb.org/about/members.

3 International Democracy Watcbnion of South American Natioysvailable at
http://www.internationaldemocracywatch.org/index.php/urabsouthamericannations.

64 Of course, this conclusion should not be applied to thoseregional members. For example,
the Asian Development BankOs {megional member countries have very different interacts and
stakes from those of the regional member countries.

643 Hassan Behesipbur, Iran's Good and Constructive Relations with NeighbtRsN REVIEW,
(2012).
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cooperation in many areas.**® Perhaps this is also the reason why so many
countries in the same region form alliances to participate in the international

community.

When countries have common interests, they are more likely to reach
consent through negotiations. Therefore, many regional organizations choose
consensus as their decision-making system. It is the same for those countries that
have been influenced by similar traditions, cultures or other shared interests. For
example, there are also many alliances based on traditions, cultures or other
shared interests, such as the League of Arab State, the OPEC, and the
Commonwealth of Nations.®*’” Because of the similar cultural background,
member countries of these cultural organizations generally have similar
perspectives and reactions to an issue. This makes it easier for them to reach an

agreement based on consensus.

I conclude that member countries with similar backgrounds share common
interests and tend to reach a consensus with each other. An organization
consisting of member countries with similar backgrounds is more likely to reach
agreements than an organization consisting of member countries having diverse or
even conflicting interests. The IMF’s membership is diverse and there have
always been conflicting interests between the debtor countries and creditor

countries.”*® Because of these conflicting interests, the IMF makes most decisions,

%4 Some scholars call that Oborder common inter@st®ichard L. Sneider & Mark Borthwick,
Institutions for Pacific Regional CooperatiopP3 ASIAN SURVEY 12, Perspectivesn the Pacific
Community Concept, 1245, 1253 (1983).

%7 The League of Arab State (The Arab League) is a regional organization of Arab coSetees.
The Arab League websitApout Us availableat http://www.lasportal.org. The OPEC is an
intergovernmentalmyanization of odproducing countriesSeethe OPEC websitébout Us

available athttp://www.opec.org/opec_web/en/17.htm. The Commonwealth of Nations, also
known as the Commonwealth, is an organization of 53 members that were mostly former British
territories. See the Commonwealth websftbput Us available at
http:/thecommonwealth.org/abeus.

64% ALEXANDER THOMPSON& DUNCAN SNIDAL , INTERNATIONAL ORGANIZATIONS, Report at the
University of Chicago, 693 (1999).
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in practice, via consensus. If the IMF were divided into several small groups
based on member countries’ common interests, it would be much easier for those
member countries to reach consent within each group and therefore make

decisions for the IMF.

C. RestoringGood Governance

I have already discussed Ngaire Woods’ good governance theory and
principles and concluded that the IMF — with the weighted voting system and the
consensus approach — fails to meet the good governance requirement. Here, I will
explain why the bloc voting system, compared to other decision-making systems,

can better ensure that the IMF can be restored to good governance.

i.  Satisfying he Participation Principle

The good governance principle, as discussed in the previous chapter,®*’
requires that a member country should not only have the rights to be involved in
the decision-making process, but also be able to acquire a meaningful stake in the
decision-making process.”®® Under the unanimity rule, each member country has
veto power to ensure its participation in the decision-making process. Majority
rule, in conjunction with a “one state, one vote” principle, is enough to guarantee
a member country’s participation because the member’s voting power is equal to
other members. In the weighted voting system, however, because memberships

are not equal, a member country needs to obtain a significant amount of voting

4 Seesupratext Chapter Two, II.
% Woods,supranote 178 at 44.
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power to ensure its participation in the decision-making process. In the consensus-
building process, a member needs to make extra effort to exert its influence in

order to make sure of its participation in the negotiation process.

Under the bloc voting system, the importance of individual voting is
minimized because it is no longer the voting power of a single member country
that counts, but rather the voting bloc or group as a whole.”' The developing
countries no longer need to fight for the quota assignment as individual countries.
Member countries cooperate together based on common interests and form groups.
In this way, they are able to combine their voting power together and have a
significantly greater voice, both in the negotiation for the consensus building and

in the formal voting procedure.

ii.  Satisfying heAccountabilityPrinciple

Recall that in Chapter Two, I explained that Woods defines accountability
in international organizations as depending on a clear identification of “for whom
or on whose behalf the institution is making and implementing decisions.”*>* To
be accountable to its member states, an organization should decide how the
accountability should be apportioned.®>® There are many ways to do so, including

by the member countries’ economic weight, by their population size, or according

61 Zamora,supranote 477 at 602. Of course, an individual countryOs voting power might either
increase or decrease after joining in a voting bloc. Leech & Leech point out that Oa country which,
as a member of a global organisatigives up its independence in certain matters within the
organisation, in order to join a powerful bloc, may gain or lose power. The bloc will be more
powerful than the country could be by itself because of its greater size, but the country has only
limited power over decisions taken by the bloc's members about how it should vote in the global
organisation. The country's power, as a member of the bloc, is a compound of these two
factorsEBelonging to a large party group both enhances and constrains a rtsepuveer- the

larger it is the more powerful but the less control any member has over its decisions.O Dennis
Leech & Robert Leech/oting Power and Voting Blog#uBLIC CHOICE 127, 296 (2006).

652 Id.
653 Id.
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to which members are most affected by the organization’s policies, etc.®>* I

n
terms of the IMF, it needs to consider all these aspects in order to balance the
interests among member countries and perform its financial obligations. After all,
the IMF has a double characteristic — that it is an intekgovernmental organization

and a financial institutiaft®

Under the current weighted voting system, the IMF is controlled by a
handful of powerful developed countries. As a result, it is difficult for the IMF to
be accountable. It is true that the IMF makes most decisions based on consensus,
which makes it more accountable to the member countries. However, the
consensus approach also has its shortcomings and is not perfectly accountable as
discussed earlier.”>® Suppose the IMF had adopted the unanimity rule or the “one
state, one vote” majority rule. In that case, most member countries would have
more voting powers — every individual member country’s voting power would be
the same because of the “one state, one vote” principle. Therefore, each
developing country would obtain a greater voice and have larger influence on the
IMF’s decisions. This would make the IMF more accountable to the majority of
its member countries. However, the IMF also needs to be mindful of the need to
balance its member countries’ interests and its financial performance. Neither the
unanimity rule nor the majority rule could ensure the IMF’s ability to do so, since
those approaches do not take member countries’ economic contribution into

account.

6% |d. There may be other ways to do so, subjeethat the organization is. For example, for
International Coffee Organization, which mainly handles international coffee trade, the
accountability should be apportioned by member countriesO role in the coffee trade, such as
consuming, distributing, and@ducing coffee.

653 See supraext accompanying note$777, and 78

%% | have discussed this issue in previous sectiseesupratext accompanying notes 577, 578,
and 579 During the consensus building process, countries that were affected by thendmeigio
be excluded- that is, kept outside of these group meetings. It is highly possible that powerful
countries take advantage of bilateral pressure and include only some certain countries in their
consensus decisiemaking process.
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The bloc voting system is able to reflect a range of stakes and balance of
interests in the IMF. In addition, it is able to adapt when those stakes change. For
example, when a financial package is under discussion, the IMF’s member
countries can be divided into groups of debtor countries and creditor countries to
participate in the decision-making process, express opinions, and give advice.
Therefore, those most affected by the IMF’s decision — the debtor countries — and
those who contribute the most financially to the IMF — the creditor countries — all
have equal voice in the decision-making process. Moreover, because the borrower
countries group and creditor countries group were treated equally in the decision-
making process, creditor countries — countries that do not have to live with the
consequence of the decision — could no longer freely make decision for the debtor
countries, which allows the debtor countries to maintain sustainability and work
toward long term development. Under the bloc voting system, the IMF would
hold both groups accountable for their decisions.®’ Indeed, by adopting the bloc
voting system, the IMF would satisfy the accountability principle and achieve an
appropriate balance of stakes held by all member countries, including members
who contribute financial resources, members whose compliance is required for
the IMF to be effective, and member who are affected most by the IMF’s

. s 658
decisions.

iii.  Satisfying he Effectivenes$rinciple

A good decision-making system would ensure the effectiveness of an
international financial institution, and it is my opinion that the bloc voting system

could enhance the IMF’s effectiveness. Recall that in Chapter Three I asserted

%7 Gianaris supranote374, at 14. Here, both groups refer to debtor countries group and creditor
countries group.

%% Woods,supranote 178at 53.
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that two factors need to be examined for the IMF’s effectiveness — namely, (1)

efficiency and (2) crisis management and prevention.

The efficiency issue might not be problematic a century ago, when
countries did not have much interaction and the global economy was not

integrated.®>’

In the modern world, though, the global economy has been closely
integrated and no country can be immune from globalization. °® International
financial institutions are facing a dynamic and fast-paced environment. They must
analyze uncertain economic issues and handle various financial regulations in a
short time, if not immediately. Indeed, international financial institutions need to

be able to promptly react to any possible market crisis and urgent financial aid

request in the world.

However, the IMF’s consensus approach would usually take a long time
before parties could reach final agreement on such matters, especially in cases
where member countries have conflicting interests or have many items to discuss.
Under unanimity rule, because all members have veto power, it would be difficult
to reach agreements in a short period. International organizations adopting
majority rule and the weighted voting system are more efficient, but may have
compliance problem. It is also difficult to reach agreements among all members

of an organization at the same time.

If the IMF were to adopt the bloc voting system, it would greatly enhance
the organization’s efficiency. The IMF’s member countries would be divided into
groups, or voting blocs, based on their common interests. As stated above, it is

easier and faster to reach agreements within these voting blocs. By first reaching

%% Even in some rare cases that an international organization took months or even years to make a
decision, there would not be segategative consequences. Most countries weresg#ltient
without interaction from international organizations.

%% For example, the United States subprime mortgage crisis caused a depression of both the
United States and European economies. Another eeamithis: when the U. S. was attacked in
September 2001, the whole worldOs stock market dramatically declined in a short time.



consensus within each voting bloc, the IMF also reduces conflicts and makes it

easier to reach a final agreement between all voting blocs.

In addition, the bloc voting system would allow each voting bloc to
identify the most important items for members of that voting bloc. For a
discussion that includes all of the IMF’s member countries, each member country
may prioritize one item as most important. Thus, it is hard and time consuming to
negotiate all these important items for all members simultaneously. By dividing
the IMF member countries into small voting blocs, each voting bloc may identify
different items as that voting bloc’s priority. In this way, a large list of items
would be reduced to a manageable list of fewer items.*®' Furthermore, it would be
easier to reach agreement in a short span of time, assuming there would be a long

list to negotiate.

As for the second factor — crisis management and prevention — I have
concluded that the IMF does not satisfy the international community’s
expectations of its performance regarding crisis management and prevention.
Indeed, the IMF needs to rely on its member countries to implement its
recommendations for financial and monetary policies. Recently, many IMF
member countries are hesitant to do so because they do not agree with the IMF
recommendations and believe that these recommendations are in the interests of

the handful countries that control the IMF.%¢?

If the IMF were to adopt the bloc
voting system, then these countries would be more willing to implement IMF
recommendations because they would have more sense of ownership in the IMF
via the voting bloc — they have a much bigger voice and influence in the decision-
making process. This would improve the IMF’s crisis management and

prevention ability.

%! The United States Air Force Air War Colleg¢andbook for Basic Process Improvement
availableat http://www.au.af.mil/au/awawcgate/navy/bpi_manual/handbook.leeModule 3
DecisionMaking Tools, 6.

%62 See supraext accompanying notess.
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D. The Voting BlocAntecederd

Although the bloc voting system has not been officially adopted by any
major international financial institution, there are some antecedents of grouping
countries that the IMF can learn from. These antecedents also illustrate the

possibility that the IMF could adopt the bloc voting system.

First, outside the IMF, some international organizations have divided their
member countries into groups for decision-making purposes.®®” For example, as
noted earlier, the membership of the International Fund for Agricultural
Development (IFAD) is classified into three lists and three sub-lists based on
geographic regions and member countries’ state of the economy.®®* The IFAD’s
unique governance structure has been working well over the past decides. An
assessment shows that IFAD has “a sound framework for monitoring and
evaluation”, and its governing body is “effective in guiding management and acts

promptly.”*®

It is worth noting that the IFAD had faced some pressure to make internal
changes, because the balance of its member countries’ stake has greatly changed
since the 1970’s when it was founded.®®® Now the state of the global economy has
changed and the member countries have expressed a desire that the governance

structure also reflect such a change.®®’ The voting blocs of the IMF should not be

%3 | listed three illustrative examples in Chapter Four, Section IV.

%% For a brief account of the IFAD and its member countries Estssupratext accompanying
notes @1 to 624

%3 Australian Agency for International Developmelmternational Fund for Agricultural
Development (IFAD)Australian Multilateral Assessment March 20a2ailable at
http://www.ausaid.gov.au/partner/Documents/iteessment.pdf

6% Ngaire WoodsGovernance in International Organizations: The Case for Reform in the Bretton
Woods Institutiond NTERNATIONAL FINANCIAL AND MONETARY ISSUES 20, (1998).

667 Id.
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fixed as in the IFAD, so that the IMF could keep a stable governance structure
that constantly reflects member countries’ changing stakes.

Second, inside the IMF, a practice of grouping the IMF member countries

d.%°® This national

has already existed for decades, as in the Executive Boar
grouping is the constituencies of the Executive Board, which I have introduced in
Chapter One.” Currently, eight member countries have their own Executive
Directors representing their countries.’’”’ The rest of the IMF member countries
form 16 constituencies to elect 16 Executive Directors. Theref@arouping
methodis onlyfor the purpose of electingkecutivedirectors and does not have
any regional or other restrictiof8.Although such a grouping is not for the
purpose of the IMF decision-making process, it still sets a precedent and shows
that the IMF member countries have the capacity to negotiate in groups.

This Oone constituency, one voibaSproven to work well under the IMF
framework®’? An Executive Director represents a group of member countries and
each group must have onlp@voice in the Executive Boardh@reforejf a
conflict arises within the constituency, threcutiveDirector would have to reach
some form otonsensus within the constituency befor@hshecass hisor her
voteon behalf of the constituency. There is no official rule regulating the
decisionmakingprocesswithin a constituency. In most cases, the constituency
would follow the voice of the country with the largest quota in that group, from

which the constituencyOs executive director is elected. This nugtaity

%8 Gianaris,supranote 374 at 926.
%9 Seesupratext accomparing notes 117 to 135

7 These eight member countries are the United States, Japan, German, France, the United
Kingdom, China, Russia, and Saudi Arabia. The first five are automatically entitled to appoint an
Executive Director. The later three can elecEamcutive Director as a sing®untry

constituency, thus the Executive Director is obviously from that country.

7! Gianaris,supranote 374 at 926.

672 Steve CharnovitZTwo Centuries of Participation: NGOs and International Governaiage
MICH. J.INTQ L. 183 (1997).
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acceleratethe processequiedto reach consensis the IMFOs Executive Board
deliberationssince it reduce188 voices down to 2i the Executive Boarli”

In addition, the IMFOs member countries have long formed alliances,
usually on a regional basis, voting for the purposgedéating other member
countriesO positidA. In many votes, most developed countries took the same
position because of common inter&st.

In summarythe IMFOs member countries have been voting as groups for a
long time,andthusit would be feasible forhte IMF to formally adopt the bloc
voting system as a formal voting rule. The IMF shdiuld it easier to reach
consensus ithe number oflifferent voies could be further reducdéurther

information will be presented in the next few sections.

V. The Bloc Voting System

The bloc voting system that I propose to the IMF has a unique structure —
voting blocs. In this section, I will explain how the IMF would determine, adjust,

and implement the voting blocs.

First, there would be two sets of voting blocs — “econ blocs” and “regional
blocs” in this bloc voting system.®’® The econ blocs would be based on the state of
the economy in each of the member countries. The regional blocs would be based

on the geographic region and cultural tradition of each of the member countries.

673 Ngaire Woods & Domenico Lombardineven Patterns of Governance: How Developing
Countries Are Represented in the IMEB REVIEW OF INTERNATIONAL POLITICAL ECONOMY 3, 9
(20086).

67* Charnovitz supranote 62, at 183.
675 ALEXANDER THOMPSON& DUNCAN SNIDAL , INTERNATIONAL ORGANIZATIONS 55 (1999).

67 These two sets of voting blocs will be created by an amendment of the Articles of Agreement.
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The first two sets of voting blocs would be determined by an amendment to the

Articles of Agreement. There would be four econ blocs and six regional blocs. *’

Second, voting blocs’ member countries would be adjusted on a yearly
basis. The bloc voting system would be flexibladeed, the worldOs economic
pattern is dynamic and keeps evolving all the fifi&Inder the current weighted
voting system, many IMF member countries argue that their voting power does
not match their real economic power in the world. Yet, a fixed quota assignment
would never perfectly solve the issue, despite that the IMF reviews the quota
assignment every five yedfs.Each year, mmber countries euld submit a
request tdereassigedinto a differentvoting bloc.*® The Executive Board
would consider these reassignment reqetshe annual meeting and make
best judgment based on theeviously stated criteria that determiaing blocs,
thespecific issus thatmay arise before the Executive Board in the coming year,
and whethetheadjustment would put the membeto a voting bloc consistingf
countries that have common intere3ise Executive Board retains the power on

whether to grant sucinadjustment request or nt.

Third, a formal voting will be held only if members cannot reach
consensus through voting blocs. When a vote is needed, the Executive Board
would first determine whether it is a financial issue, or a non-financial issue. Most
of the time, it would be a financial issue because the IMF is a financial institution,

so the Executive Board should apply the econ blocs, and have the member

577 For a more detailed account of the econ blocs and regional blocsjmeagtext accompanying
notes 6860 690.

%78 Seesupratext accompanying notes 37o 390
67 See supraext accompanying notes 66, 67, and 68
5% Member countries could request to switch to a different econ bloc or regional bloc.

%! Even if the IMF shortens its fivgear interval between twgeneral quota reviews, the IMF

would still find it difficult to permanently increase or decrease a member countryOs quota. This is
because every member would prefer to have as much quota as possible. It would be much easier to
adjust a memberOs voting bissignment than to permanently adjust its quota.
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countries vote accordingly. In case it is a non-financial issue, the Executive Board
should apply the regional blocs, and have the member countries vote accordingly.
If an issue involves both financial and non-financial factors, the Executive Board
should apply the econ blocs if it determines the major aspect is financial.
Likewise, if the Executive Board determines the major aspect is non-financial, the

regional blocs would be applied.

Four, the bloc voting system would feature a two-step voting process
instead of the IMF’s current single-step voting process. In the first step, member
countries would need to reach agreements within their respective voting blocs.
Given the fact that the IMF is an international financial institution engaging in
financid transaction¥” and is mainly funded by a few major economic power
countriesyoting blocs would use the weighted voting method for their decision-
making. In addition, to minimize resistance to the bloc voting reform, all member
countries should be allowed retain their current voting power to participate in
the decisiommaking process within each voting bl@f. coursejf member
countries of a voting bloc could reach a consensus without a formathegte

could do so as they see fit.

It is worth noting that those major issues that currently require a special
majority of the total voting power as stated in the IMF Articles of Agreement
would require a special majority be achievathin a particular voting blom
order for that voting blocOs bleate to be cast in favor of a propoSalFor
example, for proposals suchthgadmission of new members or increases in
guotas, a 85 percentmajority must be achieved within a particwating bloc in

order for thablocOs vote to be cast in favor @& fioposal.

%2 This makes the IMF similar to a markeased financial organizatioBeeBRADLOW &
HUNTER, supranote 48 at 1.

%3 For a list of Ospecial majority requirementsO in the IMF Articles of Agreesaerguprdext
accompanying notes 96, 97, and 98
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In the second step, after each voting bloc reaches agreement, all voting
blocs would convene to cast votes to make a final decision for the IMF. For this
second step, I propose that the IMF split the votes equally among all voting blocs
and adopt the majority rule for this decision-making process. All voting blocs
should have equal voting power, which would require an adoption of a “one bloc,
one vote” rule. In the bloc voting amendment, this vote should be called a bloc

vote. The different voting power of member countries has already been taken into

684 d685

account’ ' and the number of different positions on the issue has been reduce
in the first step. As a result, there would not be as many compliance problems in
adopting the majority rule for the bloc vote. At times when a bloc vote is equally

divided, the Managing Director may cast a vote to break the tie.

Having explained how the bloc voting system would work, this section

now turns to the two sets of voting blocs — the econ blocs and the regional blocs.

A. Econ Blocs- Voting Blocs Based on th&tate ofthe Economy

Voting blocs based on the state of the economy in each of the member
countries would probably be the most common grouping in the bloc voting system,
because of the IMF’s character as an international financial institution, and most
of the issues discussed in the IMF are financial issues.®®® Based on the state of the
economy, the IMF’s membership could be divided into four econ blocs, including:
Voting Bloc One (a developed countries voting bloc), Voting Bloc Two (a

developing countries and emerging market economy voting bloc), Voting Bloc

%% This is becauseoting blocs would use the weighted voting method to reach agreement within
these voting blocs.

%3 This is because voting blocs are determined based on member countries® common interests.
There maybe, however, different positions of different voting blocs.

6% Seethe IMF, Annual Report 201,2vailable at
http://www.imf.org/external/pubs/ft/ar/2012/eng/pdf/ar12_eng.pdf.
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Three (a least developed countries voting bloc) and Voting Bloc Four (a heavily
indebted countries voting bloc).®®’ This grouping method would be similar to the
IFAD’s membership list.”® These four econ voting blocs would reflect the
balance of economic power in the world and reduce conflicts between countries
with similarities in their economic development, assuming that countries with
similar economic development paces would have similar positions in the IMF

activities.

In addition, the IMF could have a clearer view of the demands of the
creditor countries and the commitments of the borrower countries when making

.. . 1. 689
decisions regarding providing loans.

This is because generally speaking Voting
Bloc One includes member countries that financially contribute to the IMF oa
constant basi3/oting Bloc Three includemiember countries that regularly need
the IMFOs financial support, aviating Bloc Four includes thoskeavily indebted

countries that constagtheed the IMF@mancial aid.

As noted earlier, the membership in each bloc could be adjusted on a
yearly basis. For example, suppose Turkey makes tremendous progress in
economic and financial development in 2016. Turkey no longer sees the necessity

to borrow from the IMF, and submits a request to the IMF to reassign it into

%7 For a complete list of member countries of the econ b&mesiable C Econ Blos

Assignments in 20170f course, another approach to take would be to have five (or some other
odd number of) econ blocs in order to reduce the likelihood of any tie arising that would require
action by the Managing Director. However, classifyiogintries into the above four groups is a

more common method that has previously been used by the World Bank and the United Nations.
Using an odd number could introduce other issues or problems, such as a possible domination by
the debtor countries in th#oc vote, because there would likely be three econ blocs consisting of
member countries with stronger economies and two econ blocs consisting of member countries
with weaker economies. However, the number of econ blocs or regional blocs is not the
determiing factor of this proposal.

% The IFADOs membership is classified into three lists and thrdissylincluding OECD
members (developed countries), OPEC members (oil exporting countries), and developing
countries. For a brief account of the InternasibFund for Agricultural Development (IFAD)
membership listsseesupranotes @1, 612, and 3.
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Voting Bloc One. The Executive Board reviews the request by predicting what
specific issues might come up in the next year on which bloc voting might be
undertaken, and considering other member countries’ opinions on this request.
After careful reviews, the Executive Board grants the request. Therefore, Turkey

is assigned into Voting Bloc One in 2017.

Table A is a hypotheticdllustration ofmember countries@signmerstto
the econ blocbetween the yea2015 and 201%°

Table A The IMF Econ Blocs 2012017

Voting Bloc One | Voting Bloc Two | Voting Bloc Three | Voting Bloc Four
2015 | Austria, Canada, Brazil, China, Egypt, Philippines, | Congo, Haiti,

United States, etc. | Turkey, etc. Vietnam, etc. Uganda, etc.
2016 | Austria, Canada, Brazil, China, Egypt, Philippines, | Congo, Haiti,

United States, etc. | Turkey, etc. Vietnam, etc. Uganda, etc.
2017 | Austria, Canada, Brazil, China, etc. | Egypt, Philippines, | Congo, Haiti,

United States,

Turkey, etc.

Vietnam, etc.

Uganda, etc.

B. Regional Blocs- Voting Blocs Based orGeographic Regions and

Cultural Traditions

% This table meant only for illustrative purposes and does not list all member countries of each
voting bloc. Also noting that Turkey is reassigned into MptBloc One in 2017. A more complete
list could be found in Chapter Four, VII, A.
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The second set of the voting blocs would be regional blocs, which is based
on each member country’s geographic regions and cultural traditions. The IMF
membership could be divided into six regional blocs as follows: Voting Bloc One
would include African countries such as Botswana, Congo, SoutltAfiand
Ghana. Voting Bloc Twavould includeLatin American countries such as
Argentina, Bolivia, Brazil, Colombia, and Peru. Voting Bloc Thaeild include
Asian countries such as China, Japan, India, and Malaysia. Voting Bloc Four
wouldincludeNorth American countriesvoting Bloc Fivewould include
European countries and Voting Bloc 8mwuld includeOceanic countries.

Although the IMF primarily focuses on financial issues, over the past few
years, the IMF has been promoting some programs which involve policy-based
lending and technical assistance, in some member countries. For example, in 2010,
the IMF started a program to help 16 countries in sub-Saharan Africa “to
strengthen their defenses against money laundering, smuggling, and terrorist

financing” in order to crack down on the illicit diamond trade in Africa.”' I

na
program like this, the IMF has not only cooperated with the member countries’
central banks and finance ministries, but has also involved some other relevant
government departments of those countries, such as those focusing on intelligence,

%92 Therefore, the IMF would need to focus on many factors

customs, and mining.
in addition to economic factors, including cultural values and attributes in
countries in which the IMF wishes to implement its programs. This is because the
IMF programs themselves often involve issues beyond economic and financial

policies and touch also on the local culture.

In addition, many countries in a particular region typically have achieved a

similar stage of economic development. Interests based on a common border are

%1 IMF Survey MagazineMF Project to Help Africa Crack Down on lllicit Diamond Trade

available athttp://www.imf.org/external/pubs/ft/survey/so/2010/NEW031210A.htm.
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essential and would give these neighboring countries strong incentives to engage

in a wide range of multilateral cooperation in many areas.®”

Table B is a hypothetical illustration ofember countriesO assignments to
theregional blocs between the years 2015 and 2U17.

Table B The IMARegionalBlocs 2015 2017

Voting Voting Voting Voting Voting Voting
Bloc One | Bloc Two | Bloc Three | Bloc Four | Bloc Five | Bloc Six
2015 | Algeria, | Argentina, | China, United Belgium, | Australia,
Congo, Bolivia, India, States and | Denmark, | New
Ghana, Brazil, Japan, Canada. France, Zealand,
South Colombia, | Korea, Hungary, | Papua
Africa, Ecuador, Malaysia, Italy, New
Uganda, | Paraguay, | Singapore, Spain, Guinea,
Zambia, | Peru, etc. | Thailand, Germany, | etc.
etc. Vietnam, United
etc. Kingdom,
etc.
2016 | Algeria, | Argentina, | China, United Belgium, | Australia,
Congo, Bolivia, India, States and | Denmark, | New
Ghana, Brazil, Japan, Canada. France, Zealand,
South Colombia, | Korea, Hungary, | Papua
Africa, Ecuador, Malaysia, Italy, New
Uganda, | Paraguay, | Singapore, Spain, Guinea,
Zambia, | Peru, etc. | Thailand, Germany, | etc.
etc. Vietnam, United
etc. Kingdom,
etc.
2017 | Algeria, | Argentina, | China, United Belgium, | Australia,
Congo, Bolivia, India, States and | Denmark, | New
Ghana, Brazil, Japan, Canada. France, Zealand,
South Colombia, | Korea, Hungary, | Papua

3 Richard L. Sneider & Mark Borthwicknstitutions for Pacific Regional Cooperatio?3
ASIAN SURVEY 12, Perspectives on the Pacific Community Concept, 1245, 1253 (1983).

%% This table meant only for illustrative purposes and does not list all membdrieswf each
voting bloc.
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Africa, Ecuador, Malaysia, Italy, New
Uganda, | Paraguay, | Singapore, Spain, Guinea,
Zambia, | Peru, etc. | Thailand, Germany, | etc.
etc. Vietnam, United
etc. Kingdom,
etc.

VI. Proposed Amendment tihe Articles of Agreement Regardirthe
Bloc Voting System

As discussed previously, adoptitige bloc voting system would be a
major change to the Articles Ajreement thatvould requirean amendment. In
this section] present somalustrative excerpt®f the proposed amendmetd the
IMF Articles of Agreement regairt the bloc voting system (thoc voting
amendment)Boxes1 and 2containillustrative texs of the changes to some
sections of the Articles of Agreement under the proposed bloc voting

amendment?®

Box 1. lllustrative New Text of Article XlIl, Section 5

Article XII, Section 5. Voting

(a) The total votes of each member shall be equal to the sum of its basic votes and
its quota-based votes.

(1) The basic votes of each member shall be the number of votes that
results from the equal distribution among all the members of 5.502 percent of the
aggregate sum of the total voting power of all the members, provided that there
shall be no fractional basic votes.

(i1) The quota-based votes of each member shall be the number of votes

93| use Gtrikethrougld to illustrate the clauses in the current Articles of Agreement that should be
abrogated. I use “boldO to show the clauses that should be added into the current Articles of
Agreement. Similar illustrationare also provided in Box 2 and Box 3.
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that results from the allocation of one vote for each part of its quota equivalent to
one hundred thousand special drawing rights.

(b) Whenever voting is required under Article V, Section 4 or 5, each member
shall have the number of votes to which it is entitled under (a) above adjusted

(1) by the addition of one vote for the equivalent of each four hundred
thousand special drawing rights of net sales of its currency from the general
resources of the Fund up to the date when the vote is taken, or

(i1) by the subtraction of one vote for the equivalent of each four hundred
thousand special drawing rights of its net purchases under Article V, Section 3(b)
and (f) up to the date when the vote is taken, provided that neither net purchases
nor net sales shall be deemed at any time to exceed an amount equal to the quota
of the member involved.

(c) Members are divided into voting blos for the purpose of voting. The
Executive Board shdl arrange members to vote throughvoting blocson the
voting issue,as outlined in subsection (dand (e)

(d) There shall be two sets of voting blocs. Four econ blocs shall be created
based on the state of economy in each member; six regional blocs shall b
created based on geographic region and cultural tradition in each member.

(e) For decisions regardng financial issueswhich shall be made by votethe
Executive Board shallarrange members to votethrough econ blocs for
decisions regardingnon-financial issues which shall be made by vot¢he
Executive Board shall arrangemembers tovote through regional blocs for
decisions regarding both financial and norfinancial issues, the Executive
shall arrange the voting based on the major aspect of the issue.

() Each year, the Executive Board sall review the voting bloc assignmerst
and announce the voting bloc asgnments for the following year. Each
member may submit requests to the Executive Boartb be reassignedo
another voting bloc ninety days prior to the date that the Executive Board
reviews the voting bloc assignmerd The Executive Board shll retain the
right to grant or reject such requests.

(9) A formal vote will be held only if members cannot reach consensus
through voting blocs.Whenevera voteis required, each member shall first
vote within its voting bloc. Each member shall have the number of votes to
which it is entitled under subsection(a). Except as otherwise specifically
provided, a simplemajority must be achieved within a particular vatiing bloc
in order for that voting blocOs bloc vote to be cast in favor.
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(h) After each voting bloc reaches agreement, a final vatevhich shall be
called a bloc voteshall be cast by dl voting blocs. Each voting bloc shall
haveone bloc vote

(i) All decisions of the Fund shall be made by simple majority of the total
bloc votes.At times when a bloc votas equally divided the Managing
Director may cast a vote to break the tie.

Box 2. lllustrative New Text of Article Ill, Section@. Adjustment of quotas

(c) ~—five-percent majority-of the total voting pewershall be required-fo
any-change inquetas: An eighty-five percent majority must be achieved within
a particular voting bloc in order for that voting blocOs bloc vote todcast in
favor for any change in quotas.

VIl.  HypotheticalCasesunderthe Bloc Voting Systefii®

This sectiomprovides some hypothetical cases thia¢ IMF may face
underthe bloc voting system. Thebgpothetical caseshow how the IMF would

make adecision if the bloc voting amendment were adopted.

A. HypotheticalCase OneThe 2017 Thailané&inancial Crisis

Beginning in 2017, two decades after tr@ah Financial Crisis,

ThailandOsurrent account deficit widero six percenof its national GDP, wike

6% These cases are purely hypothetical. All stances taken in the cases within this section are meant

only for illustrative purposes.
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the growthratefor exports slowslown to ten percenThailandO®reign debt
increaseso 100 billion U.S. dollars, most @fhich isshortterm.

In the following year, despite government bailout efforts, ThaiBank,
hypotheticalarge bankin Thailand goes into bankruptcy, resulting in massive
unemployment and a shockttee Thaistock market. As people in Thailand panic
about this financial crisis, they begin to withdraw cieim the bankg system
and convert itnto U.S. dollars or gold As the financial crisis mountge stock
markets of neighboring Asian countries start to falter as well. The Thai
Government decides tequesi staneby arrangement from the IMi6 prevent

this national financial crisis from deteriorating further.

The IMF Executive Board receivése letter of intenfrom the Thai
government, and believes that this is an urgent issue that needs immediate
attention.Becausea severe financial crisis in a single courdoplddevelop into a
regiona) or even a globafinancial crisis the IMF Executive Board proposes a
standby arrangement with exceptional access of 300 percent of quota (equivalent
to SDR 4321.5nillion or about 6585 millior.S. dollar§’”) for Thailand as
vested by the Articles of Agreement, ArtidleSection3 (3).°°® This staneby
arrangement requireése government of Thailantb commit to asetof conditions
in the exchange rate, monetary and financial, and fiscal. drease conditions

include:
a) A temporary tightening dfhailandOsonetarypolicy;

b) A closure of unviable financial institutions;

%7 Hypothetically, 1 SDR equals 1.52377 U.S. dollar.

%% IMF Articles of Agreement, Articles V, Section 3 (a). OThe Fund shall adopt policies on the use

of its general resources, including policies on staypdr similar arrangements, and may adopt

special policies for special balance of payments problemsyihatssist members to solve their

balance of payments problems in a manner consistent with the provisions of this Agreement and
that will establish adequate safeguards for the temporary use of the general resources of the Fund.O
Id.
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c) A structural reform oThailandOGsconomic system;
d) An increased forgh participation in Thailand@sancial market;

e) An improvement of hailandOnancial market by separating business
andthe Thai government.

Most IMF member countrie®alizethat there is aeedto offer loans to
Thailand, but disagree on thecesgy of, and the specific caoursof, theabove
listed conditions. Therefore, to effectively respond to the mounting fialacrcsis

in Thailand, the IMF Executive Board calls for a vote on this issue.

The Executive Board refers to thEdon Blocs Assignment in 200&nd
arrangesnember countrie® vote through the voting blocs accordingiyr the
purpose of discussing the issue of providing a financial aid package to Thailand

Table Cillustrates a complete voting bloc assignment for case one.

1. Voting Bloc Oneincludes the United States, the United
Kingdom, Germany, Japan, and other depet countries that

financially contribute to the IMF on the constant basis;

2. Voting Bloc Two include&ngola, Albania, Algeriaand dher
developing countries that occasionailed the IMBdinancial
support;

3. Voting Bloc ThredncludesArmenia, Bhutan, Blivia,

Cameroonand other least developed countries that constantly
need the IMBdinancial aid;

4, Voting Bloc Fourincludes countrieAfghanistan, Bangladesh,
Benin and other heavily indebted countries that desperately
need the IMBdinancial aid.



Table C Econ Blocs Assignmestn 2017°%

Voting Blocs Member Countries

Voting Bloc One’" Austria, Australia, Belgium, Canada,
Croatia, Cyprus, Czech Republic,
Denmark, Estonia, Finland, France,
Germany, Greece, Iceland, Ireland,
Israel, Italy, Japan, Korea,
Luxembourg, Malta, Netherlands,
Norway, New Zealand, Poland,
Portugal, Singapore, Slovak Republic,
Slovenia, Spain, Sweden, Switzerland,

Turkey, United Kingdom, United States

Voting Bloc Two " Angola, Albania, Algeria, Argentina,
Azerbaijan, Belize, Bosnia and
Herzegovina, Botswana, Brazil,
Bulgaria, China, Chile, Colombia,

Costa Rica, Dominica, Dominican

%9 This voting bloc asignment is on reference of the IMF Classification by World Economic
Outlook and the World Bank Country ClassificatiofeelMF, World Economic Outlook April
2012 available athttp://www.imf.org/external/pubs/ft/iweo/2012/01/pdf/text.pBée alsdhe
World Bank,How we Classify Countrieavailable athttp://data.worldbank.org/about/country
classifications.

" \/oting Bloc One includes developed countries that have income over $12,616 (Hereinafter,
income refers to Ogross national income per c@pitathis sectionBeethe World BankHow we
Classify Countriesavailable athttp://data.worldbank.org/about/countriassifications. However,
the Executive Board would consider other factors, such as GDP, economic variability, and
international resengwhen assigning member countries into voting blocs.

"T'\oting Bloc Two includes emerging and developing countries that have upper middle income
from $4,086 to $12,61%eeld. The IMF also defines them as Oemerging and developing
economies.O
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Republic, Ecuador, Fiji, Gabon,
Grenada, Hungary, Iran, Iraq, Jamaica,
Jordan, Kazakhstan, Kuwait, Lebanon,
Libya, Lithuania, Macedonia FYR,
Malaysia, Maldives, Marshall Islands,
Mauritius, Mexico, Montenegro,
Namibia, Oman, Palau, Panama, Peru,
Qatar, Romania, Russia, Saudi Arabia,
Serbia, Seychelles, South Africa, St.
Lucia, St. Vincent and the Grenadines,
Suriname, Thailand, Tonga, Tunisia,
Turkmenistan, Tuvalu, United Arab

Emirates, Venezuela

Voting Bloc Three’” Armenia, Bhutan, Bolivia, Cameroon,
Cape Verde, Cote d'Ivoire, Djibouti,
Egypt, El Salvador, Georgia, Ghana,
Guatemala, Guyana, Honduras,
Indonesia, India, Kiribati, Kosovo, Lao,
Lesotho, Mauritania, Micronesia,
Moldova, Mongolia, Morocco,
Nicaragua, Nigeria, Pakistan, Papua
New Guinea, Paraguay, Philippines,
Samoa, Sdo Tomé and Principe,
Senegal, Solomon Islands, Sri Lanka,
Sudan, Swaziland, Syrian Arab

Republic, Timor-Leste, Ukraine,

2 \/oting Bloc Three includes countries that have lower middle income from $1,036 to $4,085.
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Uruguay, Uzbekistan, Vanuatu,

Vietnam, Yemen, Zambia

Voting Bloc Four'* Afghanistan, Bangladesh, Benin,
Burkina Faso, Burundi, Cambodia,
Central African Republic, Chad,
Comoros, Congo, Equatorial Guinea,
Eritrea, Ethiopia, Gambia, Guinea,
Haiti, Kenya, Kyrgyz Republic,
Liberia, Madagascar, Malawi, Mali,
Mozambique, Myanmar, Nepal, Niger,
Rwanda, San Marino, Sierra Leone,
Somalia, South Sudan, Tajikistan,
Tanzania, Togo, Trinidad and Tobago,

Uganda, Zimbabwe

According to the bloc voting amendment, each member must first vote
within its voting bloc. During this first step of thog, members express their
opinions and negotiate with each other to reach consensus within their voting
blocs.

Regardingheissueof providing financial assistance to Thailand
Voting Bloc One,all member countries support teandby arrangemerdnd its
conditions In Voting Bloc Two, China asserts that no loan should be given to
Thailand at all since Thailand started a diplomaglatronship with Taiwan in
2015,while Brazil and Mexico insisthat voting blocQsriority goal should be
removingcondition a(a temporary tightening of monetary poli@nd condition c

% \oting Bloc Three includes countries that have low income for $1,035 or less.
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(a structural reform of Thailandésonomic system), rather than object to the
whole standby arrangementn Voting Bloc Three,Vietnambelieves that
condition b (aclosure of unviatd financial institutionsand condition should be
removed fronthe standby arrangementn Voting Bloc Four, many countries,
such as and Kenyageing the possibility thdheymay be in need of a similar
financial aid @ckage in coming years, suggdsiat the loan should be offered to

Thailand without any condition

In the negotiation procedsecausé&/oting BlocsTwo, Three and~our all
expresgheir concern about tteonditionc (a structural reform of ThailandOs
economic systejnfearing that this condition may negatively affect ThailandOs
ability to handle the financial crisis. Based on this common consensus of majority
voting blocs, the Executive Board revises the proposal and removesrbison

from the standby arrangemen

All four voting blocs then start to negogdb reach consensus on this
revised proposal.ating Bloc One reaches a consensasupport this revised
proposalIn Voting Bloc Two, China insist®nits positionin spite of the facthat
most member countries Woting Bloc Two would supporprovidingfinancial aid
to Thailand Voting Bloc Two casts a weighted vote, and decides to support this
proposalVoting Bloc Three insist on removingll conditions attaching to the
loan, reaching aonsensus to vote against this proposating Bloc Four
supports thigproposal because most countrie¥ating Bloc Four desperately
need financial aidrom the IMFdue to theiforeigndebs.

In the second step ttiebloc voting process, a bloc vote cast Voting
Bloc One, Two andFour votein favor whileVoting Bloc Three votes against. The
proposal obtainthe majorityof the bloc votes and pass Thailand will receive a
SDR 4321.5 milliorfinancial package with revised conditions. The stock market

in Thailand starts to climb as soon as gtendby arrangemerns approved under



the bloc votes. The IMF brings not only financial aid, but also confidence to the

people in Thailand.

B. HypotheticalCase TwoThe 2020Anti-Money Laundering

Project™

In 2018,someterroristorganizations inhe Middle Eastsecretlyexecute
preciousmaterialtradesin severalessdevelopedtountriesn Africa, South East
Asia, and South Americd@he tradeswhich include producingnd selling
precious materials (e.g., diamonds and gold), are affstomoney laundering,

smuggling, andather terrorist financing

These trades attrattte internationatommunityQOattention Thereforejn
2020the IMF Executive Board decidde step in and set upprogramto help
thesdess developedountriesdefendagainst thallicit tradesof precious

05

materials’” The purpose of thisrogramis to establish a worldwide astioney

launderingsystem to combat tHeancing of terrorism

To cast a vote on this issube Executive Boardpplies theegional blocs
assignments of 202¥oting Bloc OneincludesAfrican countries such as
Botswana, Congo, South Africa, aGthana. Voting Bloc Two includes Latin
American countries such Asgentina, Bolivia, Brazil, ColombiagndPeru
Voting Bloc Three includes Asian countries such as CHiapan, India, and
Malaysia Voting Bloc Four includes North American countries, \gtBloc Five

"% This case is in reference to the IMFOs project to help Africa to crack down on illicit diamond
trade.SeelMF Survey MagazineMF Project to Help Africa Crack Down on lllicit Diamond
Trade available athttp://www.imf.org/external/pubs/ft/survey/so/2010/NEW031210A.htm.

3 As stated in IMF Articles of Agreement, Article I, OThe purposes of thexitienal Monetary
Fund are: (i) To promote international monetary cooperation through a permanent institution
which provides the machinery for consultation and collaboration on international monetary
problems.O
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includes European countries anatiig Bloc Six includes OceancountriesAn
illustrative voting bloc assignment is shown in Tablas follows

TableD RegionalBlocs Assignmensin 2020

Voting Blocs Member Countries

Voting Bloc One Algeria, Botswana, Congo, Ghana,
South Africa, Uganda, Zambia, etc.

Voting Bloc Two Argentina, Bolivia, Brazil,
Colombia, Ecuador, Paraguay,

Peru, etc.

Voting Bloc Three China, India, Japan, Korea,
Malaysia, Philippines, Saudi
Arabia, Singapore, Thailand,

Vietnam, etc.

Voting Bloc Four United States and Canada.

Voting Bloc Five Belgium, Denmark, France,
Hungary, Italy, Spain, Germany,
United Kingdom, etc.

Voting Bloc Six Australia, New Zealand, Papua

New Guinea, etc.

It is worth noting this voting bloc assignment could diseach country’s
role in the precious material trade. For example, many countries of Voting Bloc

One are large diamond exporting countries. Many countries of Voting Bloc Two

91t js worth noting that this is an inconepé list meant only for illustrative purposes. For
example, many South American countries, such as Ecuador, Guyana, Paraguay, Peru, and
Suriname should be counted in Voting Bloc Two, but are not listed here.
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are large gold exporting countries. Many Voting Bloc Three countries consume
and produce precious material in large quantities. Many countries in Voting Bloc
Four, Voting Bloc Five, and Voting Bloc Six generally have a more advanced

anti-money laundering system.

However, it isequally important to note thabt all countries in one voting
bloc have the exact same role in precious material trades. For example, Egypt is
not a large diamond exporting country but is still assigned to Voting Bloc One.
This is because geographic m@gs and precious material trades are related and
neighboring countries generally have common interests in those ttades.
Similarly, the Republic of the Congo is not a large diamond producing countries.
But its border country, the Democratic Republic of the Congo, produces a large
guantity of diamonds, the trade of which involves many entities within the
Republic of the Cong A 2004 investigation by the Kimberley Process, a joint
government, industry and civil society initiative to fight against illicit diamond
trade, revealed that the Republic of the Congo exported 100 times more diamonds
than it produced”

In the bloc voteVoting Blocs Two, Three ahSix vote against this project
becausehey are concerndtiatthis project would negatively affect therember
countriesProduction and exportation of preciomsiterials Voting Blocs One,
Four and Five vig in favor ofthis project because mamy thosecountries are
more coerned about terrorism than pi@es materials productioihebloc vote
is tied in this casesothe Managing Directatasts his vote tbreak the tie, a

"7 Indeed, in spite of conflicting interest adi$putes, 54 African countries established the African
Union to achieve O[a]n integrated, prosperous and peaceful Africa, driven by its own citizens and
representing a dynamic force in global arer@e@\frican Union websiteAU in a Nutshell

available & http://www.au.int/en/about/nutshell.

%8 BBC websiteCongo Anger at Diamond Suspensiawailable at
http://news.bbc.co.uk/chinese/simp/hi/newsid_3880000/newsid_3883500/3883579.stm. OCongo's
neighbour, the Democratic Republic of Congo, has long accusegoQd smuggling diamonds

from its territory.Qd.
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power vested ilmim by the bloc voting amendmemecauseéhe Managing
Director vote to approve this proposahe Executive BoardOs proposal to set up
the worldwide antmoney launderingystem to combahe financing of terrorism

is passed.

C. Hypothetical Case Three: TheZZSurveillance Operatioaver
Chin&Ds Exchange Rate Polfy

By 2023, China has become the larggatingeconomy in the world.
However, ChinaOs economic grogthmaticallyslows downin 2025 To
maintain a high GDP growtfate the Chinese authoies decideo boost export
trade by depreciatintpe Chinese currencte Renminbi (RMB), against the U.S.
dollar and other currenciek this way, the Chinesgovernmenmakes its expost
less expensive and its imports more expendikies currency policereats a
significantadvantage fo€Chinese producers and exporters. In 2015, the Chinese
autlorities successfully petihe RMB to the U.Sdollar at about 9 yuan (the base
unit of the RMB) per dollar, a 50 percent depreciatiotheoRMBOsffective
currency exchange rate teeth).S. dollar in 2013

Long before 2025ChinaOs practice of limiting the appreciation of its
currencyhasbeen a major issue with its many international trageagners

" This case is in reference to a 2007 conference paper presented by Mussa and a CRS report for
CongressSeeMichael Mussa, Peterson Institute for Internaitonal Economics Senior FEU&w,
Surveillance ogr ChinaOs Exchange Rate Pglicgnference on ChinaOs Exchange Rate Policy
Paper, October 200Bee alsWayne Morrison & Marc Labont&hinaOs Currency Policy: An

Analysis of the Economic Issuy&ongressional Research Service Report for Congress, @y 2

"% As of Nov 16, 2013, one U.S. dollar equals 6.09 yS&eThe Bloomberg Market Dat&lS
Dollar-China Renminbi Exchange Rasvailable at
http://www.bloomberg.com/quote/USDCNY:CUR.
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Many have accusdtie Chinese authoritiesf manipulaing its exchange rate,
thereby creatingnfair comparative advantagks the institutiorthat monitorghe
international monetargystem the IMF hal always bee hesitant to deal with
ChinaOs exchange rptdicies Michael Mussa, a senior fellow tife Peterson

Institute forinternational Economics, illustrates this situation:

OPointing out forcefully to Chinese authorities what they
are obliged to do to fulfill their specific obligations or general
obligations under Article IM—either in public, in discussions of the
IMF Execuive Board, or even in privateis not something that
the Managing Director (or key IMF staff) appear to be prepared to
undertake. Nor does the Managing Director, the IMF staff, or the
Executive Board give any indication of a willingness to identify
and empasize that the essential role that substantial appreciation
of the yuan must play in reducing global payments imbalances in
an orderly and nondisruptive fashion. This is undermining both
the achievement of one of the IMFOs fundamental purpses (
provided in Article | (vi)) @to shorten the duration and lessen the
degree of disequilibrium in the internatiomalance of payments
of membersE@nd the fulfillment of the FundOs foremost
responsibility under Article 1V, Section & &[to] oversee the
international monetary system in orderensure its effective
operation.@'!

However, this situation changes in 2025. ChinaOs curdepcgtatesso
much that the IMF fearit will causechaogo theinternational monetary system.
The IMF Executive Board decideoexercisesurveillance over ChinaOs currency
exchange ratesccordingo its duty under Article IV, Section 3(a)jo implement
the surveillance, the IMF will make an assessment of Chixafange rate as
well as ChinaOs domestic currency policy. ™ie Will alsohavea frank and
open dialogue witlthe Chinese authoritiesegarding ChinaOs exchange rate level
and the risks arising from it.

"' Michael Mussa, Peterson Institute for International Economicso&Eeilow,IMF
Surveillance over ChinaOs Exchange Rate Rdliopference on ChinaOs Exchange Rate Policy
Paper, 5, October 2007.
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IMFOs surveillancaperationover ChinaOs exchange matéicy causes
significant controveissamong IMF member countrieShina asserts that it has
authority to determine itsxchange rate as a matter of national sovereigmty.
addition, China claims that this authority complies with IMF Articles of
Agreement, Article IV, Sectio(b), which states that a member country may
choose its exchange arrangement by its chdig@n Dec 2015, Chinese
governmenserdsa letter to the IMF, requestinige IMFto overhaults
surveillan@ over ChinaOs exchanggepolicy. Many other exporbriented
countries, fearing theecessity of depre&ting their currency in the near future,
alsooppose the IMFOs surveillargeratiors over ChinaOsxchange ratpolicy.

On thecontrary the United Stategslongwith other major developed
countries, supports the IMFOs surveillance operdidm Doe, &S
congressmareven calls th IMF surveillance operatioaver ChinaOs exchange
ratepolicy Oa justice delayedO. The United States arguet@héina has
authorty to peg nie yuan to one dollar because of national sovereignty, then the
United States would have the same authority to peg one dollar to on&Kyuea.
and Vietnamboth ofwhom heavily rel/ on exports and haveng suffered from
ChinaOs currency depiation, also support the IMFOs surveillance, and claim that
China violates Article I, Section 3, OEto avoid competitive exchange
depreciationd’, andArticle 1V, Section 1 (iii), OEavoid manipulating exchange
rates or the international monetary systerarter to prevent effective balance of
payments adjustment or to gain an unfair competitive advantage over other

members.O

"2 GUnder an international monetary system of the kind prevailing on January 1, 1976, exchange
arrangements may include E (iipther exchange arrangements of a memberOs choice.O Articles of
Agreement, Article IV, Section 2(b).

"3 IMF Articles of Agreement, Article |, Section 3.

"% IMF Articles of Agreement, Article 1V, Section 1 (iii).
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To discuss the surveillance operation propokalEkecutive Board
applies theDEcon Blocs Assignment in 20250 as fotidws

TableE Econ Blocs Assignmestn 2025'°

Voting Blocs Member Countries

Voting Bloc One Austria, Australia, Belgium, Canada,
United Kingdom, United States, etc.

Voting Bloc Two Angola, Brazil, China, Mexico, South
Africa, Thailand, etc.

Voting Bloc Three Armenia, Bolivia, Egypt, Honduras,

Indonesia, Philippines, Vietnam, etc.

Voting Bloc Four Afghanistan, Bangladesh, Haiti, Kenya,
Myanmar, Nepal, Niger, Rwanda,

Uganda, Zimbabwe, etc.

During the negotiation proces#ting Bloc One,Voting Bloc Three, ad
\oting Bloc Fourreach consensus to support the IMFOs surveillance opetation.
for Voting Bloc Two, because of ChinaOs stronger objedtibojdsseveral
discussiosin order to reach a consenskEsally, China realizes thansisting on
depreciatingts currency mayemptother counties tdo the sameChina

3 This voting bloc is in reference to Petdafk, Natalia Tamirisa, & Shanrdjn Wei, with Azim
Sadikov & Li Zeng Exchange Rate Volatility and Trade FlowSome New EvidencAppendix
Table 111.1. List of Countries in Major Country Groupings, International Monetary Fund (2004).

% ike Table D, this is also an incomplete list meant only for illustrative purposes. The econ blocs
assignments in 2025 are very similar to the econ blocs assignments in 2017, with only a few
countries that have been reassigned.
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eventuallyagreedo the surveillance operatioAll four voting blocshavereacled
consensusand they all vote in favor in tHdoc vote.The IMF issues a
surveillanceareport three months later and makes segrggestions to the
Chinese authoritieChinadefess to the IMEsuggestioaandrevises its
exchange ratpolicy. The IMF successfully prevents a currency undervaluation
crisis and keeps the inteationalmonetary system stable.

[



CHAPTER FIVE = FACTORS TO CONSIDER MOVING FORWARD

This dissertation hasxamined some central reasavisy the IMF, at the
very leastdoes noenjoythe success th#tte international communitgxpected it
to achieve, and concludebdat the IMF does not have good governaBezause
thegovernanceeformsthatthe IMF hasmplementedn the 2000€annot
completely solve this issue, this dissertation has propbsdaioc voting
amendment to the IMi order torestore good governancko adopt the bloc
voting amendment to the IMF’s Articles of Agreement and implement such bloc
voting, the IMF needs to conquer many formidable obstacles with its current

governance structure and the world political and financial situations.

First, an unbalanced and opaque Executive Board would hinder the
success of bloc voting because the Executive Board will play a critical role in the
bloc voting amendment and those Executive Directors who have stakes in the
current weighted voting system may hesitate to implement the bloc vote.
Currently, many believe that the industrialized countries, especially the European
countries, are overrepresented in the Executive Bdaktseat assignment of the
Executive Board should reflect the economic strength of the IMF member
countries, just like the IMF quota and votes. Therefore, the seats of the Executive
Board should be redistributed. The Executive Board needs to include more

representatives from developing countries. The European seats must be combined

[



or reduced. In addition, there are many criticisms of the lack of transparency in
the Executive Board.”'” In the bloc voting system, the Executive Board would
have the authority of determining voting blocs. This should be done in a fair and
open way. A lack of transparency in this process would prevent the Executive

from doing so fairly and openly with support of a majority of member countries.

There are opportunities for the IMF to conduct a reform of the Executive
Board in the coming year. Indeed, when the IMF conducted the 2008 quota
reform, it expressed the intention to conduct a similar reform of the Executive
Board. As for the transparency issue, on May 2013, the IMF Executive Board
reviewed the transparency policy and adopted new measures to “increase the
amount, timeliness, and accessibility of information that the IMF makes available

to the public.”’'®

The reforms of the Executive Board and the bloc voting system
are interrelated. If the bloc voting amendment were passed, then the IMF would
have better governance and its member countries would have more balanced
voting power. This would promote the Executive Board to reform and play a
better role in the IMF. Similarly, if the Executive Board were reformed and made
more balanced and transparent, it would promote the adoption of the bloc voting

amendment as well.

Second, the Managing Director has great influence on the IMF and would
play a critical role, just like the Executive Board, in the adoption of the bloc
voting amendment. Moreover, if the amendment were passed, the Managing
Director would have a much more significant role, because he or she then may
cast a vote to break the tie wheebloc vote is equally divide@lowever, given

the fact that the Managing Director has always been a Europear iec

"7 Ngaire WoodsMaking thelMF and the World Bank More Accountab® INTERNATIONAL
AFFAIRS 1, 93 (2001).

"8 Gillian Nkhata,IMF Adopts New Measures to Enhance Openrié4s SURVEY, (2013).
available athttp://www.imf.org/external/pubs/ft/survey/so/2013/POL072213A.htm.
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establishment of the IMF, this may negatively affect the balanteebfoc voting
system and the likelihood of the amendment gaimiitte support unless the
European control over the Managing Director selection is abandoned.

I believe that the IMF could have aon-European Managing Director in
the future, despite the fact that this informal allocation of power thatthe
ManagingDirector has always been a Européan has lasted ér a long time and
many other international financial institutions also have sirpédtern of
leadership selection to a particular courityThe IMF Articles of Agreement
does noprescribethe natiomlity of the Managing Directoand thisshowsthe
possibility of selectinganon-European Managing Director. The United Natioa
has set up a precedent for the IMF regarding this iFhedJnited Nations
Charter does not strictly define the nationalityred United Nations Secretary
General andthe United Nations SecretaGeneral habeen from a variety of

721

regions’= The UnhitedNationshashadfour Secretariesseneral from the Western

European and Others Regional Group, one Secr&angral from the Lati

"% On the comary, the President of the World Bank is always from the United States.

2 Indeed, in addition to the IMF and the World Bank, the four major regional international
financial institutions show similar pattern of leadership selection to a particular cdeontry.

example, Othe president of the Asian Development Bank has always been a Japanese national, the
presidency of the European Bank for Reconstruction and Development has always alternated
between French and German nationals, the president of theAmiican Development Bank has
always been a Latin American national, and the presidency of the African Development Bank has
rotated among Ovarious [African] linguistic and geographic groupsO. Further, related institutions,
such as the Multilateral Investmenti&@antee Agency (MIGA), where only Japanese nationals

have occupied the highest post, have also informally specified the nationality of their top
officials.O Jacob CogaRepresentation and Power in International Organization: The

Operational Constitutiomnd Its Critics 103AM. J.INT'L L. 227 (2009).

2! Charters of the United Nations Chapter XV, Article 97, OThe Secretariat shall comprise a
SecretaryGeneral and such staff as the Organization may require. The Secetaeyal shall be
appointed by the General Assembly upon the recommendation of theétys€owncil. He shall be
the chief administrative officer of the Organization.O



American and Caribbean Group, two Secreta@eseral from the Asi®acific
Group and two SecretarieSeneral from the African Group:

Furthermore, the IMF has been facing growing pressure to appoint a non
European Managing Directdr Many emerging countries, China and Brazil for
instance, have demanded that the selectidhedanaging Director should be
handled in a fair and open way, and are calling for an end to the European
Managing Director status qud'.In 2011, during the seléon of the 11th
Managing DirectorAgustin Carstens, a Mexican economist and the Governor of
the Bank of Mexico, was one of the two final candid&ed$lanaging Director.
Although it is Christine Lagarde, former Minister of Finance of France, who was
named as the 11th Managing Director of the INFarstensO candidacy suggests

that he IMF mayhave anon-European Managing Director in the near future.

Another approach to reform the position of the Managing Director is to
have a “Managing Directorate” determining how that tie-breaking vote would be
cast. The Managing Directorate would consist of the Managing Director and all of
the Deputy Managing Directors — including one First Deputy Managing Director
and three Deputy Managing Directors. They would have an internal negotiation in
order to cast the decisive vote. This approach is based on the assumption that the
Managing Director alone may have too much authority in the bloc voting system.
This decisive vote should not be concentrated in that one person but should
instead be implemented by a collective decision-making entity. However, this
approach only works if there is diversity in the Managing Directorate. Currently,

the IMF’s Managing Director and all four Deputy Managing Directors are from

22 The United Nations websitEprmer Secretarie€eneral available at
http://www.un.org/sg/formersgs.shtml.

2 Graeme Wearden & Dominic RushB|F Under Growing Pressure to Apint NorEuropean
Head The Guardian(2001),available athttp://www.theguardian.com/business/2011/may/19/imf
pressureappointnon-europearhead.

724 Id.
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countries included in econ voting blocs one and two. Therefore, this Managing
Directorate approach will not work unless voting blocs three and four also have

their representatives in the Directorate.

Third, thelMF needs support from the-20 countries’> While the IMF
has relied on the G0 countriesfor increasing the IMBsesources- the total
quota subscriptioR® — the IMF also needs support from the2G for its
governance refornThe G20 currently represents almost [9€rcentof global
GDP and 8(ercenbf international globatrade’*” Currently twethirds of the
world's population lives in @0 member countrieand84 percentof all fossil
fuel emissions are produced by2B countries?® In addition under current quota
assignmersg the G20 countries havé3.4percenwf thetotal voting power of the
IMF.”® The IMF carhardly make angecisiors without supportfrom the G20.
Furthermoreand perhaps most importantly, as a practical matter for any bloc
voting reform proposamanyG-20 countries will lose voting power and
influence in the IMFafterthe governance reforrt.is thereforeessential to

persuade these countries to support the reform.

Whether or not the IMF would get such support depends on-2@0s
attitudetowardsthe IMFOs governance refar@ne thing iscertain the G20
supportghe IMFOs curremtoves towardjovernance reform. A CommuniquZ of

73 For a brief account of @0 countriesseesupranote 0.

2% |n the Second @0 Leaders' Summit, April 2, 2009, London, United Kingdom, th20G

leaders agreed to treble resources available to the IMF to $750 billion and support a new SDR
allocation of $250 billion. In Seventh-20 Leaders' Summitlune 1819, 2012, Los Cabos,

Mexico, the G20 leader reaffirmed their commitment to strengthen the IMF's credit capabilities
with new resources up to 456 billion U.S. doll@sethe G20 WebsiteThe G20: its role and
legacy available athttp://www.g2.org/docs/about/part_G20.html.

" The G20 websiteWhat is the G20availableat
http://www.g20.org/docs/about/about_G20.html.

728 Id.

? SeeThe IMF,IMF Members' Quotas and Voting Power, and IMF Board of Governors
available athttp://www.imf.org/externafip/sec/memdir/members.aspx.
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Meeting of Finance Ministers and Central Bank Governors in Moscow, 2013
states:

We, [The @0 leaders], underscore theportance of
enhancing the credibility, legitimacy and effectiveness of the Fund.
We reaffirm the urgent need to ratify the 2010 IMF Quota and
Governance Reform. We note the IMF Executive BoardOs decision
to integrate the process of reaching a final ages#on a new
guota formula with the 15th General Review of Quotas. We
commit to achieve, together with the whole IMF membership, an
agreement on the quota formula and complete the General Quota
Review by January 2014 as agreed at the Seoul Summit. We attac
high importance to securing continued progress in meeting these
objectives, including on key elements at the September St
Petersburg Summit and subsequently at the October 2013 G20
Ministerial and IMFC meetings. We reaffirm our previous
commitment that the distribution of quotas based on the formula
should better reflect the relative weights of IMF members in the
world econany, which have changed substantially in view of
strong GDP growth in dynamic emerging market and developing
countries. We reaffirm the need to protect the voice and
representation of the IMF poorest members as part of this General
Review of Quotas®’

Whethe or not the G20 will support a fundamental decisiomaking reform for
the IMF, such as adopting the bloc voting systeamains uncleaindeedunder
the bloc voting systengven though the @0 countriesvould remain majority
shareholders the IMF, many of themwould not be able to control the decision
making process as théave done up to nawlost importantly, the United States
— the biggest economy in the-&0 — would not retaineffectiveveto powerver
major decisionsiny moredespite havinghelargest quotas and voting powdre
could expectthen,that many G20 countries wouldhot encourage such an

ambitious reform.

% The G-20 Finance Ministers and Central Bank Governors, CommuniquZ3, (2013), available at

http://www.g20.org/load/781209773.
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However, there is still hopger adoption of a bloc voting reforas long as
the G20 countries generallyegard the bloc g systen reform as a positive
sum gameAfter all,anIMF with better governanoceould advance the collective
interest of all members, including the2B. No single country has the ability to
defuse a global financial crisid.the G-20 countries espeially those countries
that will experience a decline in quota and voshgrestakea farsighted view of
their interest8' — that they have a greatieterest in anMF with better
governancg’ — then | am optinstic about the @00s support for the bleating
reform ofthe IMF.

Of course, this disatationOs voice is lgrone among many other scha@r
proposalsThere are uncertainties and OeprdedO aspects to the proposals |
have made. | alsmust acknowledge that there are numerous variationsi®n t
dissertation that might, upon further analysis and negotiation, be improvements to
it. Oneparticularly challenging aspects of my bloc voting proposal is that the
formation of the voting blocs could prove very difficult. A possibility for
overcoming his potential problem is that there could be a conferesoet of a
modernday Bretton Woods conferenedhat would be dedicated to the question
of how best to implement the changed governing structure, with special attention
to the establishment of bothe econ blocs and the regional blocs. However,

creation of an ideal voting bloc formationbisyondthe sope of this dissertation.

Regardlessas long as this dissertatibas triggered such analysis and
negotiation, theh shouldconsidemy work to have been a useful contribution
The proposals | am making are-faaching and probably do not have much
prospect for immediatend enthusiastic endorsement. Howeiutdg important to
make bold proposals in order to ultimately bring to the th=sorts of reform

! Bryant,supranote 551 at 3.
732 Id
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that will fulfill its purposes as imagin@d1944,and in a way that is relevant to
the 21st century.

Indeed, he current global financial crisis offers an opportunity for the IMF
to conduct governance reforifhefinancial crisis in the United States poses an
immediate threat to the global economy, which should make all member
countries, even those developed countries with greater voting power in the IMF,
realize that the IMF is needed more than é/ddowever,anIMF without good

governance would not be able to play a significant role in fulfilling its missions.

Moreoverthe IMF mustreform as soon as possible, atslesaoon enough
to prevent the abandorentof the IMF oracollapse of the world economihe
IMF governance reform is a lostgrmoperation and difficult to accomplish in a
short time. Despitéhe factthatthe IMF urged théJnited State€ongress to
enact the 2010 quota and governance reform patkage timely mannertthe
United Statediascontinued tgut it off. Many believe that such a delay in the
IMF voting reform package will set back the next phase of major voting power
changes and future governance refofinslowever, a timely and effective
governage reform igcritical for the IMF, or the sake of the IMF member
countries, and even for the world economy. The world hagato¢covered from
therecent global financial crisisnd no one knows exactly when the next
financial crisis will come. If the IMEloes notmproveits governancen a timely
manner, it will not be able to properly monitor the international financial system

Such a consequence wouladly affect the world economy.

3 The IMF,IMF Note on Global Prospects and Policy Challengasilableat
http://www.imf.org/external/np/g20/041813.htm

% For the requirement of amendment to the IMF Articles of Agreemeatsspranote 1@1. Once
approved, this would be the seventh amendmethietdMF Articles of Agreement.

3% Lesley Wroughton@Global Finance Leaders to Discuss IMF Voting Power Refplns
REUTERS available athttp://www.reuters.com/article/2013/04/18/usf-voting-
idUSBRE93H04520130418.
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An IMF with good governance will help maintain a stable world financial
system — which is in the interests of all member countries, no matter big or small,
east or west, rich or poor — and will benefit all the people in the world. Perhaps
now is the best time for the IMF to conduct the governance refatorbelieve
that it is not only possible but also necessary for the IMF to adopt the bloc voting

system.
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APPENDIX 1. THE IMF EXECUTIVE DIRECTORS AND VOTING

POWER, AS OF DECEMBER 2013"*°

: Percent
Director . Votes by Total
Alternate Casting Votes of Country Votes of Fund
Total
Appointed
Meg Lundsager United States 421,961 421,961 16.75
Vacant
Daikichi Momma Japan 157,022 157,022 6.23
Isao Hishikawa
Hubert Temmeyer Germany 146,392 146,392 5.81
Steffen Meyer
Herve Jodon de Villeroche France 108,122 108,122 4.29
Gabriel Cumenge
Steve Field United Kingdom 108,122 108,122 4.29
Christopher Yeates
Percent
Director : Votes by Total of
Alternate CERIE VS B Country Votes Fund
Total
Elected
Menno Snel Armenia 1,657
Willy Kiekens Belgium 46,789
Oleksandr Petryk Bosnia and Herzegovine 2,428
Bulgaria 7,139
Croatia 4,388
Cyprus 2,319
Georgia 2,240
Israel 11,348

% The data of Appendix 1 is cited from the IMF websilF Executive Directors and Voting

Power, available athttp://www.imf.org/external/np/sec/memdir/eds.aspx.




Luxembourg 4,924
Macedonia, former
Yugoslav Republic of 1,426
Moldova 1,969
Montenegro 1,012
Netherlands 52,361
Romania 11,039
Ukraine 14,457 165,496 6.57
Jose Rojas Colombia 8,477
Fernando Varela Costa Rica 2378
'Il\/lr%r:aérzlgellca El Salvador 2,450
Guatemala 2,839
Honduras 2,032
Mexico 36,994
Spain 40,971
VenezuelaRepcaeblica
Bolivariana de 27,328 123,469 4.90
Andrea Montanino Albania 1,337
Thanos Catsambas | Greece 11,755
Italy 79,560
Malta 1,757
Portugal 11,034
San Marino 961 106,404 4.22
Wimboh Santoso BruneiDarussalam 2,889
Abdul Rasheed Cambodia 1,612
Ghaffour Fiji, Republic of 1,440
Indonesia 21,530
Lao People's
Democratic Republic 1,266
Malaysia 18,476
Myanmar 3,321




Nepal 1,450

Philippines 10,930

Singapore 14,817

Thailand 15,142

Tonga 806

Vietnam 5,344 99,023 3.93
Tao Zhang China
Ping Sun 95,996 95,996 3.81
JongWon Yoon Australia 33,101
lan Davidoff Kiribati 793
Vicki Plater Korea 34.401

Marshall Islands 772

Micronesia, Federated

States of 788

Mongolia 1,248

New Zealand 9,683

Palau 768

Papua New Guinea 2,053

Samoa 853

Seychelles 846

Solomon Islands 841

Tuvalu 755

Uzbekistan 3,493

Vanuatu 907 91,302 3.62
Thomas Hockin Antigua and Barbuda 872
Mary T. O'Dea Bahamas, The 2,040

Barbados 1,412

Belize 925

Canada 64,429

Dominica 819




Grenada 854
Ireland 13,313
Jamaica 3,472
St. Kitts and Nevis 826
St. Lucia 890
St. Vincent and the
Grenadines 820 90,672 3.60
Audun Groenn Denmark 19,651
Pernilla Meyersson  Estonia 1,676
Finland 13,375
Iceland 1,913
Latvia 2,158
Lithuania 2,576
Norway 19,574
Sweden 24,692 85,615 3.40
Momodou Bamba Angola 3,600
Saho Botswana 1,615
Eggsvsehpew'\é'p“”d“ Burundi 1,507
Okwu J. Nnanna Eritrea 896
Ethiopia 2,074
Gambia, The 1,048
Kenya 3,451
Lesotho 1,086
Liberia 2,029
Malawi 1,431
Mozambique 1,873
Namibia 2,102
Nigeria 18,269
Sierra Leone 1,774
South Africa 19,422
South Sudan, Republic 1,967




of

Sudan 2,434

Swaziland 1,244

Tanzania 2,726

Uganda 2,542

Zambia 5,628

Zimbabwe 4,271 82,989 3.29
A. Shakour Shaalan ' Bahrain 2,087
Sami Geadah Egypt 10,174

Iraq 12,621

Jordan 2,442

Kuwait 14,548

Lebanon 3,401

Libya 11,974

Maldives 837

Oman 3,107

Qatar 3,763

Syrian Arab Republic 3,673

United Arab Emirates 8,262

Yemen, Republic of 3,172 80,061 3.18
Johann Prader Austria 21,876
Omer Yalvac Belarus 4,601
Miroslav Kollar Czech Republic 10,759

Hungary 11,121

Kosovo 1,327

Slovak Republic 5,012

Slovenia 3,487

Turkey 15,295 73,478 2.92
Rakesh Mohan Bangladesh 6,070
Kosgallana Durage  ghutan 800




Ranasinghe India 58,952
Sri Lanka 4,871 70,693 2.81
Fahad lbrahim A. Saudi Arabia
Alshathri
Fahad Ibrahim A
Alshathri 70,592 70,592 2.80
Daniel Heller Azerbaijan 2,346
Kyrgyz Republic 1,625
Poland 17,621
Serbia 5,414
Switzerland 35,322
Tajikistan 1,607
Turkmenistan 1,489 69,818 2.77
Paulo Nogueira Brazil 43,242
ﬁat'fta' Fi]rT Cape Verde 849
ector R. Torres - :
lvan Luis Goncalves Dominican Republic 2,926
de Oliveira Lima Ecuador 4,215
Guyana 1,646
Haiti 1,556
Nicaragua 2,037
Panama 2,803
Suriname 1,658
Timor-Leste 819
Trinidad and Tobago 4,093 65,844 2.61
Aleksei V. Mozhin Russian Federation
Andrei Lushin 60,191 60,191 2.39
Jafar Mojarrad Afghanistan, Islamic
Mohammed Dairi Republic of 2,356




Algeria 13,284
Ghana 4,427
Iran, Islamic Republic
of 15,709
Morocco 6,619
Pakistan 11,074
Tunisia 3,602 57,071 2.26
Pablo GarcieSilva Argentina 21,908
Sergio Chodos Bolivia 2 452
Chile 9,298
Paraguay 1,736
Peru 7,121
Uruguay 3,802 46,317 1.84
Kossi Assimaidou Benin 1,356
Ngueto Tiraina Burkina Faso 1,339
\T\i)mufya?\//leam adou Cameroon 2,594
Diallo Central African
Republic 1,294
Chad 1,403
Comoros 826
Congo, Democratic
Republic of the 6,067
Congo, Republic of 1,583
C™te d'lvoire 3,989
Djibouti 896
Equatorial Guinea 1,260
Gabon 2,280
Guinea 1,808
Mali 1,670
Mauritania 1,381
Mauritius 1,753
Niger 1,395




Rwanda 1,538

S<o TomZ and Pr’ncipe 811

Senegal 2,355

Togo 1,471 39,069 1.55
Total of eligible 2 515,719 99.84

Fund votes
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