





A comparison of reform proposals for the IMF and Multilateral Development Banks


�
�



US REFORM PROPOSALS 2000�



MELTZER REPORT RECOMMENDATIONS �



LAWRENCE SUMMER’S PROPOSALS�



BRETTON WOODS PROJECT COMMENTS�
�



IMF





Role�



3 primary functions:


1) quasi-lender of last resort, borrowing from financial markets or bilateral credit lines to supplement own resources, but no lending to advanced industrialised countries and lending should be limited to illiquid and not provided to insolvent countries; 2) to collect and publish financial and economic data from member countries; 3) to provide policy advice as part of Article 4 consultations.�



1) Lending to emerging markets should be focused on emergencies and lending to the poorest countries should be limited to the macroeconomic ; 2) enhancing transparency for markets; 3) monitor transparency and vulnerability of national balance sheets; 4) a continuing role in macro�economic evaluation in poorest countries.�



Lender of Last Resort is important; not clear what implications would be of borrowing from market. Alternative would be for IMF to issue Special Drawing Rights which would be withdrawn as countries paid back.�
�



IMF





Purpose of lending�



no long-term lending for structural adjustment ie for the poorest countries and transition countries.





The Poverty Reduction and Growth Facility should be eliminated.





Lending only for liquidity crisis�



�



Should not provide long-term structural adjustment lending but should provide highly concessional lending for stabilisation purposes, such as terms of trade shocks, ie PRGF should remain for stabilisation lending. 





Conditions on stabilisation loans should be limited to a few macroeconomic areas.�
�



IMF





lending


Conditions and charges on lending�



Pre-qualification for lending and loans charged at penalty rates.





Suggested pre-conditions are 1) opening financial markets to foreign financial insitutions; 2) commercial banks must be adequately capitalised; 3) publication of country’s maturity structure of outstanding soverign and guaranteed debt and off-balance sheet liabilities; 4) proper fiscal requirement.





Credit should be limited according to capacity to repay, eg linked to one year’s tax revenues�



History demonstrates that unconditional support is unlikely to achieve its objective.�



Only a few countries are likely to pre-qualify which would seriously limit IMF’s ability to respond to crises especially where there is contagion. 





No thought is given to what the implications would be if countires were “disqualified” if their policies/finanical environments deteriorated.


 


Pre-qualification implies more restrictive conditionality because governments do not have opportunity to negotiate terms. It is likely that the G7 would set the pre-conditions which are likely


to reflect their priorities rather than developing country priorities.





Limiting credit to repayment capacity could make LoLR function difficult to apply. Bailout packages Indonesia was way in excess of its ability to repay quickly.�
�



IMF





�



OECD countries should be allowed to opt out of Article 4 consultations�



�



No. Surveillance must apply equally to all countries.�
�



IMF�



Write off all debts owed by HIPCs�



�



Agree�
�



IMF





Transparency�



Publish full details of assistance to countries and Article 4 reports.


Take and record votes at Executive Board meetings and publish summaries of Board meetings after a time lag.�



�



Agree�
�
�






�



MELTZER REPORT RECOMMENDATIONS �



LAWRENCE SUMMER’S PROPOSALS�



BRETTON WOODS PROJECT COMMENTS�
�



Multilateral Development


Banks (MDBs)





Role�



Should be transformed from capital intensive lenders to sources of technical assistance, providers of regional and global public goods, and facilitators of private sector investment in emerging countries.





No lending in financial crisis except for institutional reform loans and safety-net programmes.





Investment, guarantees and lending to the private sector should be halted; involvement in private sector should be limited to provision of technical assistance and dissemination of best practice standards.�



World Bank should be responsible for international support for growth and sustainable human development in the poorest countries. 





Role of World Bank in emerging markets should be “confined to where it can deploy its unique capacity to apply conditions, to respond to emergencies and to financi crucial social investments.”





Greater focus on supplying global public goods.�



Agree with Meltzer that the provision of finance for bailout programmes is not appropriate.





WB has stepped up its lending for social safety-nets; this is not appropriate. Safety-nets do not generate revenues and should therefore be financed with grants.�
�



MDBs





Structure �



International Finance Corporation should be merged into World Bank and Multilateral Investment Guarantee Agency should be scrapped.





Similar action taken with Regional Development Banks�



The IFC will need to guard against the risk of supplanting, rather than


supporting, private sector finance.�



�
�



MDBs 





countries eligible for support and function of lending �



Multilateral resources should be channelled to the poorest countries which lack access to capital markets.





No resources to countries with access to capital markets and per capita incomes of $4000+





Limited official assistance to countries with per capita incomes of $2500+; official assistance phased out as income rises.�



Emerging countries should receive MDB lending


which should be confined to the areas where it can increase total financing capacity: 1) key public investments � including basic health and education, financial sector and capital market development, and legal and institutional infrastructure development; 2) catalyse additional private investment; 3) help to counteract temporary disruptions or


limitations in a country's access to private capital due to contagion or


other external shocks.�



Private financial markets alone will not finance needed investments in basic health and education and rural infrastructure. 





Private financial resources are very expensive and can quickly lead to unsustainable debt burdens.





Countries such as Brazil, China and India have good access to markets and therefore would be denied access to MDB lending yet a large proportion of those in poverty live in these countries. 





A significant source of MDBs’ concessional resources are from earnings on loans to middle income borrowers. Stopping such lending would remove an important source of concessional funds which is unlikely to be made up by more bilateral lending. Also, don’t want more bilateral lending channelled through multilateral sources.�
�



MDBs





Reducing institutional overlap


























Reducing institutional overlap (continued)�



All lending in Asia and Latin America should be the primary responsibility of the appropriate regional development bank; World Bank should have responsibility for lending to Africa (until African Development Bank improves), Europe and Middle East. �



Need for improved coordination and division of labour across the panoply of international institutions, bilateral


donors and NGOs. Frameworks such as the Comprehensive Development Framework will assist this.

















WB should take prime responsibility for core program�lending � with responsibility for certain kinds of project lending possibly more often devolved to RDBs.





WB should accept a more coordinating or supporting role to other agencies where the circumstances require it.�



Whilst not perfect, the World Bank has better focus on poverty and environmental issues and better safeguard policies than regional development banks. 





Logical conclusion of Meltzer’s argument would be to improve AfDB and provide grants or concessional lending through European Bank for Reconstruction and Development to European and Middle-eastern countries and do away with WB.�
�



MDBs�



Grants should replace loans and guarantees for physical infrastructure and social services�



�



Lending for social sectors can be problematic because these investments don’t generate revenues over the short-term which can be used to repay loans. The Bank should consider providing grants and very highly concessional loans if it is to increase lending for this sector.�
�



MDBs 





Conditionality�



�



Assistance must be conditioned to be effective. Also aid is fungible; countries must be selected according to their willingness to reform.





Aid should be conditioned on an effective framework for promoting market�led growth; and conditions should focus on the


essentials, including critical public investments. HIPCs must provide poverty reduction plans.





There is a need for a smaller number of clear and measurable


performance targets, set more realistically, and then


more vigorously adhered to. �



�
�



MDBs





controlling corruption�



Lending for projects with resources released to the supplier (not the government) on verification of completion and success of the project�



�



Not appropriate to by-pass government. 


Difficult for government to implement and monitor a comprehensive development plan�
�



MDBs 





Transparency�



Independent evaluation of agencies’ effectiveness should be published annually�



There needs to be a stronger presumption of publication of all


relevant loan documents and transparency in the


relevant operations at the national level�



Agree�
�



MDBs�



Should be renamed Development Agencies to reflect aim of poverty reduction not lending �



�



Agree�
�



MDBs�



All debt owed by HIPCs should be written off�



�



�
�



US Govt�



Should increase aid assistance to MDBs�



Additional concessional resources needed from bilateral sources�



Agree�
�



