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Maintaining the IMF board size at 
24 requires an 85 per cent majority 
vote every two years, meaning the 
US, with nearly 17 per cent of the 
vote, can block this. The US finally 
made good on previous threats 
and vetoed the decision in August, 
meaning that unless it changes its 
position, the IMF board will shrink 
to 20 seats by the end of October.
 The move could hurt develop-
ing countries since the four chairs 
with the smallest voting shares are 
held by Brazil, India, Argentina, 
and Rwanda. In reality, however, 
it puts significant pressure on the 
Europeans to finally consolidate 
the nine seats they currently hold. 
Independent experts who put 
together the ‘fourth pillar’ report 
on IMF reform (see Update 66) have 
previously recommended a reduc-
tion of European seats to three or 
four, and IMF managing director 
Dominique Strauss-Kahn said in 
June that he supports a single seat 
for eurozone countries.
 In the past, as Germany, France 
and the UK have had single-coun-
try permanent seats, they have been 
obstacles to European consolida-
tion. However, it is expected that 
the current quota negotiations may 
push China into the top five share-
holders for the first time, meaning 
France would probably fall out and 
have to give up its permanent seat. 
Smaller European countries with 
board seats, including Belgium and 
the Netherlands, are also fighting to 
protect their positions.
 In mid September, the German 
finance minister aimed at the US 
weak spot by demanding that it 
abandon its veto in return for Europe 
giving up seats. Continued resist-
ance to change by rich countries has 
led to increasing frustration on the 
part of developing countries. Trevor 
Manuel, head of South Africa’s 
National Planning Commission, 

and author of a 2009 expert com-
mittee report on governance (see 
Update 65) said in September that 
IMF and World Bank governance 
reform has “proceeded at a snail’s 
pace”. In August, African finance 
ministers increased the pressure 
on the Europeans by demanding a 
third seat for Africa.

Cronyism still rife

Meanwhile, in September the Bank 
appointed Egyptian investment 
minister Mahmoud Mohieldin as 
its new managing director without 
an open, transparent process for 
his selection. News agency Reuters 
reported a German official as saying 

that Europe is still planning to use its 
antiquated privilege of appointing 
the head of the IMF as a bargaining 
chip in negotiations. This together 
with reports that the US still wants 
to nominate the head of the Bank, 
has left observers wondering if pub-
lic commitments made in 2009 and 
repeated regularly since, to select all 
senior management positions in the 
IFIs through an open, merit-based 
and transparent process will ever 
be honoured (see Update 71). 

Other reform stalled

The public spat over board seats has 
overshadowed continuing negotia-
tions over voting rights. These con-

tinue to back away from existing 
commitments to a shift of “at least” 
5 per cent to developing countries 
and a reform of the quota formula 
(see Update 71). Current proposals 
in a July IMF paper, and an August 
paper for a G20 working group 
would result in shifts to developing 
countries of less than 3 per cent. It 
is also not clear if the commitment 
to “protect the shares of low-income 
countries” will be upheld.
 In July, Strauss-Kahn said he 
hoped to boost the Fund’s lending 
resources by $250 billion from $750 
billion to $1 trillion. This would rep-
resent a doubling of total quotas, the 
position previously backed the G24 
group of developing countries. This 
would allow more space for shifting 
voting shares to developing coun-
tries, give countries  greater access 
to IMF resources, and also make the 
Fund less reliant on ad hoc lending 
from rich countries through the New 
Arrangements to Borrow (NAB, see 
Update 65).
 Civil society groups expressed 
concern about the slow pace of 
reform and called for more radi-
cal options to remain on the table. 
Pamela Gomez, of NGO Oxfam 
International, said “governance 
reform at the IMF is long overdue.”  
In the UK, nine NGOs, including 
Christian Aid and ActionAid wrote 
to the UK finance minister calling 
for more substantive reform on vot-
ing and board seats, and supporting 
the introduction of a double major-
ity voting system (see Update 55).

A leading group of academics 
and experts wrote an open letter to 
IMF governors urging that reform 
be extended to encompass a “com-
prehensive package” including 
improved transparency and an end 
to the US veto. One leading expert, 
David Woodward in an article in 
Development went further, arguing 
that “’economically-weighted vot-
ing in the IMF and World Bank 
should be abolished, and replaced 
with a system based on democratic 
principles - somewhere between 
one-country-one-vote and one-per-
son-one vote.” 

UK NGO letter on IMF governance reform
◊ brettonwoodsproject.org/chancel-
lorletter2010sept
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IMF boardroom crisis: Europeans 
stubbornly cling to chairs
IMF governance reform was thrown into disarray in August by a fight between the US and 
Europe over reducing European board seats. Other promised reforms, including to voting 
shares and leadership selection, appear to be going backwards.
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In June, human rights violations 
prompted the Guatemalan govern-
ment to announce that operations 
would be suspended at a mine 
backed by the International Finance 
Corporation (IFC), the Bank’s pri-
vate sector arm. Canadian firm 
Goldcorp received a $45 million 
loan from the IFC in 2004 for the 
Marlin open pit gold and silver 
mine, despite civil society concerns 
that consultations and social and 
environmental impact assessments 
had been inadequate (see Update 
45). A May report commissioned 
by Goldcorp claimed that the mine 
offered social benefits, but found 
that human rights were being vio-
lated, due diligence on social and 
cultural impacts had not been car-
ried out, and the mine lacked a 
proper plan for closure. 
 The government’s decision fol-
lowed a protest by 12,000 peo-
ple in the neighbouring city of 
Huehuetenango and calls for the 
suspension by the Inter-American 
Commission on Human Rights 
and the UN Special Rapporteur on 
Human Rights. Local activists have 
reportedly been subject to intimida-
tion and violence. “The communi-
ties affected by the Marlin mine 
applaud the government’s decision. 
Nevertheless, we are worried about 
the threats that we have received. 
We have been told that there will 
be consequences for defending our 
rights,” said Javier de Leon of local 
organisation, the Association for 
the Integral Development of San 
Miguel.
 Also in defiance of outcry from 
civil society groups, the Bank’s 

Multilateral Investment Guarantee 
Agency (MIGA, see page 5) in 
August issued a $207 million guar-
antee to Japanese-French company 
Strand Minerals for its Weda Bay 
mineral mine in Indonesia. The US 
executive director abstained from 
endorsing the guarantee at the 
Bank’s board as Indonesian and 
international NGOs warned that 
the project would displace indig-
enous peoples, destroy tropical for-
est, and risk polluting water. Berry 
Nahdian Furqon of Indonesian 
NGO WALHI said that “major 
social, environmental and political 
risks are not fully reflected in the 
environmental impact assessment, 
plans to mitigate such risks do not 
exist, and safeguards requirements 
are violated.” MIGA’s account-
ability mechanism, the Compliance 
Advisor Ombudsman, is assessing a 
complaint about the environmental 
impacts of the project. 
 There are also concerns about 
the sector’s impacts on gender. 
The Bank’s Gender and Extractive 
Industries programme warned in a 
briefing last year that women can be 
adversely affected by the loss of tra-
ditional jobs and access to resources, 
pressure on public services, and 
exposure to pollution during preg-
nancy, among other effects. Yet a 
June Bank internal report found 
that only 9 per cent of its energy and 
mining operations were gender-
informed (see page 8).

Dispute delays DRC debt relief

Debt relief worth over $12 billion for 
the Democratic Republic of Congo 
(DRC) was delayed as the Canadian 

government sought to apply pres-
sure in a dispute over mining rights.  
At June G8 and G20 meetings, the 
Canadian prime minister raised 
the issue of Canadian corporation 
First Quantum Minerals’ contract, 
which was cancelled by the DRC 
government (see Update 70), while 
the Canadian World Bank execu-
tive director caused a delay to 
the board vote on debt relief. The 
debt relief package was eventually 
agreed in July, including $1.8 billion 
owed to the Bank’s International 
Development Association and $491 
million to the IMF. 

Mining tax contradictions

In what could be seen as an attack 
on the policies promoted by the 
Bank in the 1990s, a May IMF work-
ing paper on Malian mining taxa-
tion recommended that the govern-
ment eliminate tax holidays granted 
to mining companies, which have 
meant the state “has not been able 
to collect its full share of revenues.”  
These incentives were traced to Bank 
influence over the country’s min-
ing codes in 2007 research by civil 
society network the International 
Federation for Human Rights (see 
Update 57). 
 However, the IMF paper also 
advocated halving gold mining roy-
alties to 3 per cent in order to attract 
foreign investment. NGO Eurodad 
questioned whether such a cut was 
necessary in the world’s fifth poor-
est country, in the context of rising 
gold prices and low national tax 
rates: gold accounts for 75 per cent 
of the country’s exports but only 8 
per cent of GDP. 

Undermining development?
Ongoing mining projects’ impacts on rights, gender and the environment suggest a new 
approach to the sector is needed, as the IMF and World Bank dole out contradictory advice  
on mining revenues.

 Indeed, a 2009 report by NGO 
Christian Aid found a lack of evi-
dence that generous mineral tax 
incentives of the kind promoted by 
the international financial institu-
tions in Latin America had encour-
aged investment.
 In contrast to its approach in Mali, 
IMF staff endorsed a super-profits 
tax of 40 per cent on mining com-
panies in Australia. At a conference, 
the IMF’s deputy head of tax policy 
Philip Daniel said it “doesn’t show 
adverse effects on Australia’s eco-
nomic prospects.” An April policy 
paper also said that resource rents 
provide “a potentially robust source 
of relatively non-distorting rev-
enue”, as well as calling for a global 
crackdown on tax avoidance.

Tax crackdown?

In August, Bank vice president 
Charles McDonough expressed sup-
port for requiring oil and mining 
companies to publish their revenue 
and cost figures on a country-by-
country basis, to prevent tax avoid-
ance. The International Accounting 
Standards Board is considering 
developing new standards for the 
sector, long demanded by civil soci-
ety groups. These groups are push-
ing for any rules should be compre-
hensive and cover all sectors.

The Bank’s position represents a 
belated and partial response to the 
2004 Extractive Industries Review 
(see Update 49), which recommend-
ed that the Bank promote more 
transparent revenue management 
and fair revenue sharing. Clear 
information on the Bank’s invest-
ments in the sector remains unavail-
able, with mining reported together 
with energy.  

NGOs on Weda Bay guarantee
◊ tinyurl.com/wedabay

Eurodad: Gold mining in Mali
◊ tinyurl.com/eurodadmali

Bank consultation 
problems
In July the Bank’s new disclosure 
policy came into effect (see Update 68), 
but NGOs are warning that it fails to 
adequately cover ongoing processes and 
negotiations with governments. In August 
the Arab NGO Network for Development 
complained that in consulting on a new 
strategy for Lebanon, the Bank held only 
a single meeting with Bank-selected 
participants and failed to announce any 
consultation. In July, 52 South Asian civil 
society organisations complained about 
the performance standards review (see 
page 12), saying the IFC’s consultations 
were “undermining the democratic proc-
esses, lacking transparency and failing to 
hear the communities hitherto affected by 
various IFC-funded projects.”

UK reviews World 
Bank, multilateral aid
In June, the new UK coalition government 
announced a hasty review of its funding 
to multilaterals, including the World Bank 
Group which gets almost $1.4 billion 
annually from the UK. Though its final 
report will be published early next year, it is 
expected to influence the UK’s contribution 
to the upcoming IDA replenishment (see 
page 8). The review will focus on “value for 
money” and relevance “to the UK’s objec-
tives on poverty reduction.” UK-based NGO 
the Bretton Woods Project argued that the 
UK should focus “on pushing for policy 
and institutional change at the Bank, and 
should not increase its funding to the 
institution.”

◊ brettonwoodsproject.org/bwpmar-
submission

Swazi unions tell IFIs to 
“go hang”
The IMF, World Bank, and African 
Development Bank criticised the 4.5 
per cent pay rise of Swazi public serv-
ants in August, because of the country’s 
tight fiscal situation. A representative of 
Swaziland’s Nurses Association said, “who-
ever is unhappy must go hang” and added 
“Swaziland is where it is today because 
of the same capitalism which the IMF 
advocates.” A primary teachers’ association 
member agreed: “We should define the 
economy in our own way.” Disagreement 
over public salaries and fiscal adjustment 
led to loan refusals when the country 
turned to the IFIs amid a serious cash-flow 
problem in September.

◊ tinyurl.com/imfswazi

Jamaica: IMF halts 
school construction
Newspaper Jamaica Gleaner reported in 
early September that the country’s IMF pro-
gramme has slowed the building of new 
schools. Quoting the head of the National 
Education Trust which is responsible for 
capital investment in education, the paper 
reported that the IMF is holding up both 
investment because of the budget implica-
tions, and the issuance of bonds to pay for 
new schools because of the debt limits in 
the Fund programme. In mid September, 
the National Workers Union called for 
renegotiation of IMF conditions because of 
their incompatability with the government’s 
contractual agreements with public sector 
workers.
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A long-suppressed report by the 
World Bank remains supportive 
of large-scale land acquisitions in 
developing countries by foreign 
investors, despite highlighting sig-
nificant risks for vulnerable popu-
lations. Civil society groups have 
argued that the Bank is complicit in 
violations of human rights associ-
ated with so-called ‘land grabs’ (see 
Update 71) through its investment 
advisory services.
 The Bank report was finally pub-
lished in early September, despite 
being promised in April. It docu-
ments the dramatic increase of 
investor interest in agricultural land 
since the 2008 food price spike.
 The Bank highlights a number 
of cases where large-scale invest-

ments in land have been successful, 
including Peru’s auctions of public 
land worth almost $50 million.
 Despite these supposed successes, 
the report emphasises the exploita-
tive nature of many investments, 
finding that investors have targeted 
countries with “weak land govern-
ance”, enabling them to gain land 
“essentially for free and in neglect 
of local rights”. According to the 
report, land deals between investors 
and governments have occurred in 
secrecy, marginalising affected com-
munities.
 Additionally, it finds that inves-
tors have not created the number of 
jobs they promised, and have failed 
to effectively invest in purchased 
land. The report notes that the deals 

exacerbated existing problems of 
gender discrimination, which an 
April report by NGO ActionAid 
International calls one of the key 
barriers to reducing hunger in the 
developing world.
 Nevertheless, the Bank claims 
that these risks “correspond to 
equally large opportunities” for 
“increased productivity and effec-
tiveness” in the utilisation of large 
areas of land not previously culti-
vated. This is in line with the Bank’s 
focus on large-scale land investment 
and farming (see Update 61, 58). The 
report advocates the implementa-
tion of the seven principles on land 
investments it helped draft, which 
were criticised for legitimising land-
grabbing (see Update 71).

 Speaking at a UN conference in 
May, UN special rapporteur on the 
right to food, Olivier De Schutter, 
argued that the prioritisation of 
large-scale, capitalised forms of 
agriculture neglects smallholders 
who feed local communities and 
claims that such methods will not 
solve the problems of hunger and 
malnutrition.
 US think-tank the Oakland 
Institute has highlighted the contra-
diction between the report’s find-
ings and the Bank’s agricultural 
policies (see Update 71). Anuradha 
Mittal, director of the Oakland 
Institute called for “heightened 
scrutiny of the Bank’s activities“, 
saying it should not be allowed  “to 
sweep the damning findings under 
the rug.” 

The World Bank is actively 
undermining the abil-
ity of the Philippines to 

directly access urgently needed 
climate adaptation finance with-
out involving intermediaries. 
Documents acquired by Philippine 
NGO, the Institute for Climate 
and Sustainable Cities (iCSC), and 
testimonies of government offi-
cials exposed plans by the Bank 
that would deny the Philippine 
government the option of directly accessing resources from the UN’s 
Adaptation Fund (AF) and potentially impose more climate loans.
 The AF has two funding modalities - the multilateral modality where 
a country accesses AF resources through intermediary institutions such 
as the Bank, and the direct access modality which offers developing 
countries the option to directly access funds.
 Long championed by the Philippines, the direct access modality in 
the AF was crafted and agreed in the UN as an alternative to condi-
tionality-spiked, inefficient, and bureaucratic intermediary institutions. 
Among global climate funds, the AF today represents the benchmark 
for democratic governance (it is governed by a board mandated to 
maintain a developing country majority) and financing mechanisms 
that do not replicate the donor-driven models of the aid system.
 The document acquired by iCSC shows the Bank inserting itself 
as the funding conduit to the AF. It demonstrates the Bank colluding 
with unwitting officials from the Department of Public Works and 
Highways (DPWH) and the Philippine Atmospheric, Geophysical and 
Astronomical Services Administration (PAG-ASA) in relation to a pro-
spective $15 million AF grant.
 The scheme was exposed in a mid August speech by Philippine Senate 
president Juan Ponce Enrile, based on analysis provided by iCSC, which 
revealed the Bank’s plan to charge excessive management fees for serv-
ing as the intermediary institution that would access the AF.
 The Bank responded to Enrile’s charges the next day in a letter that 
admitted knowledge of the proposal. The Bank denied, however, that 
it had tried to insert itself as an intermediary institution, saying that it 
was actually approached by DPWH and PAG-ASA and that it was sup-
portive of Philippine direct access to the AF.
 The Bank’s letter admitted that it was aware that another agency, the 

Department of Environment and 
Natural Resources (DENR), had 
already applied to the AF board 
for accreditation as the Philippine 
agency that would directly access 
AF funds. However, the Bank said 
the DENR was also the authority 
that would endorse Philippine 
proposals to the AF. AF rules 
show that the entity that intends 
to directly access AF funds can-
not be the same authority that 

endorses proposals to the AF board. The Bank delivered another letter 
to the Senate in early September which said the Bank was still “the fast-
est way for the country to mobilise resources from the AF.” However,  
Enrile retorted that the issue is not about speed but the country’s ability 
to submit proposals based on country-crafted plans in a process that is 
free from Bank meddling.
 Enrile’s speech prompted the Senate Climate Change Committee to 
hold a hearing on 25 August, where officials from the DPWH and PAG-
ASA testified that they were in fact approached by the Bank in relation 
to the proposal. Philippine climate change network Aksyon Klima 
Pilipinas (AKP) said “The Bank’s hand has been caught again in the 
climate cookie jar. It is part of the problem and has no business peddling 
itself as a conduit for climate finance for the Philippines or abroad.”
 Instead of concrete adaptation projects, the Bank’s proposal would 
have funded feasibility studies costing $2 million and allocated $1.5 
million to rehabilitate failed projects. It also allocated $1 million to 
“consultancy services” provided by teams that would likely follow 
Bank-designed plans instead of nationally crafted action plans. Finally, 
the $15 million proposal allocates almost $2 million – 13 per cent – for 
Bank management costs: even the most corrupt official would smile at 
the prospect of taking such a large share.
 The controversial Bank proposal deliberately contradicts the long-
held Philippine position in international climate finance talks, which 
champions adaptation finance options free of multilateral development 
bank intermediaries. The proposal was not based on the country’s 
adaptation action plan and would have squandered urgently needed 
financial resources from the AF. 

◊ www.ejeepney.org

    redcosmo@gmail.com 

Climate sabotage: Bank 
undermines direct access 
to UN Adaptation Fund

COMMENT

by Red Constantino, Institute for Climate and 
Sustainable Cities, Philippines

Bank admits ‘land grab’ risks but proceeds
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Failing to fix the foundations:  
IMF mandate reform falls short
As the IMF mandate reform concludes, significant changes prove elusive. While proposed 
reforms for central banking and surveillance lack ambition, positions on capital controls 
remain inconsistent. The Multilateral Assessment Process promotes business as usual.

The IMF’s executive board is slated 
to report back on progress regard-
ing the review of its mandate in 
relation to surveillance, financing, 
and the stability of the international 
monetary system (see Update 70) 
at the annual meetings in October. 
The review was requested by the 
G20 in 2009. As the mandate reform 
process draws to a close, the ambi-
tion and commitment of major IMF 
shareholders remain dubious.

Inconsistency on capital controls

The IMF’s view on unrestricted 
capital flows has certainly changed 
in the wake of the crisis, but suf-
fers from a lack of consistency (see 
Update 70). In an August paper Not 
your grandfather’s IMF, professor 
Ilene Grabel of University of Denver 
finds that the Fund has made “posi-
tive statements about the protective 
role of capital controls followed 
immediately by warnings about 
their use only as a temporary, last 
resort, and an enumeration of the 
significant risks and potential long-
term costs of capital controls.”
 A September policy briefing by 
London-based NGO Bretton Woods 
Project points to the Fund’s scepti-
cism, particularly towards longer-
term controls, despite the formal 
acceptance of controls in the IMF’s 
Articles of Agreements. It argues 
that “while the renewed interest 
in capital controls by the IMF is 
a positive development, the bias 
within even the more accepting staff 
towards viewing capital controls as 
temporary, short-term solutions 
to deal with volatile capital flows 
is still unsatisfactory.” The board 
is due to discuss the subject again 
before the annual meetings.

Monetary reform remains open

As IMF proposals to enhance glo-
bal financial safety nets are final-
ised (see page 7), policy options to 
reform the international monetary 
system are yet to be concluded (see 
Update 70, 68).
 A review of the special drawing 
right (SDR, see Update 65) will be 
discussed by the Fund’s board in 
October. Economist Robert Mundell 
has recently pressed for the inclu-
sion the Chinese yuan in SDR cur-
rency basket.
 The final IMF paper on reform-
ing the international monetary sys-
tem – focussing on the supply of 

reserve assets, including promoting 
emerging market reserve assets, and 
enhancing the role of the SDR – is 
still pending.
 The promotion of increased 
emerging market currency reserves 
in the international system was 
favoured by a late June report of 
the Asian Development 
Bank and Columbia 
University’s Earth 
Institute. The 
report says 
the “global 
reserve sys-
tem is in 
dire need 
of reform 
toward a 
multi-curren-
cy alternative” 
in which Asian 
currencies, particu-
larly the Chinese yuan, 
would play a key role.
 Repeated calls by United 
Nations Conference on Trade and 
Development (UNCTAD) for a 
regulated international exchange 
rate system remain ignored by the 
IMF. The 2010 UNCTAD Trade and 
development report argues that, an 
internationally agreed exchange-
rate system aimed at ensuring stable 
and sustainable real exchange rates 
for all countries would go a long 
way towards reducing the scope 
for speculative capital flows [and] 
would greatly reduce the need for 
emerging market economies to hold 
international reserves as a means of 
self-insurance against currency cri-
ses.”

Rethinking central banking?

In an attempt to address public con-
cerns about financial regulation, the 
IMF has recently reengaged in the 
question of central banks’ mandates. 
After decades of defining price sta-
bility rather than financial stability 
to be the central objective of central 
banks’ monetary policies, the crisis 
weakened mainstream economists’ 
positions (see Update 70).
 In July, IMF executive direc-
tors considered a policy paper on 
lessons from the crisis for central 
banks. They agreed that, “increasing 
efforts should be made to monitor 
and assess systemic financial devel-
opments and risks.” On the basis of 
such analysis, interest rates could be 
used by central banks in a “limited” 

way to “lean against the wind” and 
prick asset bubbles. Although this 
will now become official IMF poli-
cy, the board stressed that inflation 
targeting will remain the primary 
objective of central banks.
 The board did not move far from 
the IMF staff position note set out in 
a paper in late July. It questions the 

effect of monetary policy on 
financial stability, saying 

that “the impact of 
monetary policy on 

bank risk taking 
is likely to differ 
across countries 
and time and 
be dependent 

on local bank-
ing market condi-

tions.”
 G i v e n  t h e 

financial crisis and the 
obvious failures of the finan-

cial architecture, including cen-
tral banks, the Fund’s recommenda-
tions on central bank responsibilities 
appear to be hardly more than token 
gestures.
 A July paper by Kanaga Raja of 
news service SUNS called for a new 
role for monetary policy. Rather than 
maintaining its exclusive focus on 
inflation, monetary policy “should 
also explicitly take into account 
growth and financial stability issues 
in order to minimise the impact of 
shocks to the economy.”

Modernising surveillance?

The board concluded its discus-
sion on reforming the IMF’s role 
in multilateral surveillance in early 
September.
 Agreement was reached on 
increasing the synergies among 
the IMF’s various multilateral sur-
veillance products, including to 
“enhance integration between the 
Fund’s macro-financial analysis” 
in the World Economic Outlook and 
Global Financial Stability Report. 
More reluctantly, the board agreed 
to strengthen the Fund’s spillover 
analysis which will assess the exter-
nal impact of a country’s economic 
policy. The Fund’s work plan now 
envisages the preparation of five 
spillover reports on a trial basis 
over the next year, covering China, 
the eurozone, Japan, UK and US. 
No agreement was achieved on the 
Multilateral Surveillance Decision 
proposed in March to “create clear 

expectations for staff, management, 
and the world at large about the 
Fund’s role in conducting multi-
lateral surveillance and analysing 
spillovers” and to “provide a frame-
work to engage with policy makers 
across countries.”
 In an August paper, Claudia 
Maurini from the Bank of Italy 
argues that the lack of ambition 
regarding progress on multilateral 
surveillance is rooted in the Fund’s 
governance structure (see page 1). 
She finds that “the Fund can exert 
more discipline on smaller and less 
powerful countries than in the big-
ger ones. ... At the same time bigger 
countries are precisely those whose 
policies generate more international 
spillovers and affect more the global 
stability.”

Business as usual under MAP

While progress on reforming its sur-
veillance mandate remains weak, 
the Fund has increased its technical 
assistance to the G20. In November 
2009, the G20 asked the IMF to coor-
dinate a Mutual Assessment Process 
(MAP).
 At the G20 Toronto summit in 
June, IMF staff presented two alter-
native policy scenarios under the 
MAP, capturing potential G20 mac-
roeconomic development and rec-
ommending respective policies. The 
upside scenario acts on the assump-
tion of a strengthened economy as 
a result of G20 collaborative policy 
action. The downside scenario 
assesses the risks stemming from 
fiscal deficits and lower productiv-
ity and formulates policy recom-
mendations to mitigate them.

The IMF’s scenarios have been 
criticised for a lack of consultation 
and resultant business-as-usual fis-
cal conservatism (see page 7). Ben 
Moxham of the UK Trades Union 
Congress condemned the exclusion 
of the International Labour 
Organisation from the consultation 
process and found “worrying ele-
ments” of proposed labour market 
reforms, including the “reform of 
employment insurance systems”, 
recommended in advanced coun-
tries in general, and the “reduction 
of minimum labour cost” which is 
proposed for advanced and emerg-
ing surplus countries. 

Not your grandfather’s IMF, Ilene Grabel
◊ ideas.repec.org/p/uma/periwp/
wp214_revised.html

Political economy of IMF surveillance, 
Claudia Maurini
◊ www.iippe.org/wiki/images/8/84/
CONF_DEV_Maurini.pdf

The IMF’s policy advisory role to the G20
◊ brettonwoodsproject.org/imfwork-
forg20

Briefing on capital controls
◊ brettonwoodsproject.org/imfkman-
date
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After the IMF’s initial dismissal of 
a global financial transactions tax 
(FTT, see Update 71), its opposition 
lately seems to have softened. An 
August draft working paper by 
a Fund staffer was welcomed by 
campaigners for its positive view 
of FTTs.
 The draft paper, Taxing financial 
transactions: Issues and evidence, con-
tradicts claims that FTTs are unfea-
sible and hard to implement, find-
ing that securities transactions taxes 
(STTs) on secondary trading in equi-
ty shares, the most common form of 
FTT, have been and continue to be 
used by numerous developed and 
developing countries. The paper 
reports little evidence that STTs dis-
tort markets, and notes that major 
financial centres such as the UK, 
Switzerland, Hong Kong, Singapore, 
and South Africa all impose some 
form of STT. It adds that STTs might 
help to contain “herding behaviour” 
through “decreased short-term trad-
ing”. The report also says that “due 
to the large size of the base, a low-

Even before massive August floods 
pushed more than 10 million 
people to need emergency assist-
ance, calls were mounting for debt 
cancellation for Pakistan. A July 
report from UK NGO Jubilee Debt 
Campaign, Fuelling injustice, noted 
that “Pakistan, a country where 
38 per cent of small children are 
underweight, spent nearly $3 billion 
servicing debts last year – almost 3 
times what the government spends 
on health care.”
 After the catastrophe, the World 
Bank increased the amount of its 
existing loan to Pakistan from 
$900 million to $1 billion. The IMF 
agreed a new emergency assistance 
loan of $450 million with rapid dis-
bursement. However, it refused to 
soften the conditions on Pakistan’s 
more than $10 billion two-year 
Stand-by Arrangement, which was 
agreed in November 2008 and has 
not been fully disbursed. The Fund 
suspended programme reviews 
and disbursements until a later 
date because of the disaster, but 
Pakistani officials have continued 
to disagree with the Fund over 
conditions on tax reform and fiscal 
deficits. With the new loan, Pakistan 
now owes the IMF more than $8.3 
billion, about 14 per cent of its total 
external debt, but is not eligible for 
the IMF’s existing debt cancellation 

rate STT on stocks, bonds, foreign 
exchange and their derivatives 
could raise substantial revenues.”
 Rather than a tax on financial 
transactions, the IMF’s June report 
to the G20, A fair and substantial con-
tribution by the financial sec-
tor, proposed only taxa-
tion of bank balance 
sheets (a financial 
stability contribu-
tion) and exces-
sive profits and 
remuneration 
generated from 
financial trad-
ing (a financial 
activities tax, see 
Update 71).
 The subsequent 
draft IMF working 
paper, in contrast, echoes 
the results of a September report, 
Raising revenue, by UK NGOs Just 
Economics, Health Poverty Action, 
and Stamp Out Poverty. It shows 
that FTTs have successfully been 
implemented on a permanent 

processes because of its status as a 
middle-income country.
 An end August conference of 
NGOs, social movements, and 
political parties in Pakistan called 
for full cancellation of the coun-
try’s foreign debts. Abdul Khaliq, 
of NGO CADTM Pakistan, argued 
that “instead of accepting new loan 
offers, the democratically elected 
government of Pakistan should 
request help and grants at the same 
time as demanding total and uncon-
ditional cancellation of its foreign 
debt.”

Relief, but not for women

In response to the agreement to 
provide debt relief to Haiti after 
its massive earthquake in January 
(see Update 69), the IMF’s board 
has now agreed to the creation of a 
Post-Catastrophe Debt Relief Trust. 
The June agreement allows eligible 
countries to get two years relief of 
debt repayments, as well as, “full 
cancellation of a country’s stock of 
debt to the IMF… in cases where the 
disaster has created substantial and 
long-lasting balance of payments 
needs, and where the resources 
freed up by debt stock relief are 
critical for meeting these needs.” 
The IMF set up the trust fund with 
$422 million of its own resources. 
The board agreed to cancel $250 mil-

or temporary basis in at least 40 
countries over the last few dec-
ades, “either as a means of raising 
revenue or as a way of regulating 
markets and enhancing financial 
stability.” Particular positive social 

and wealth impacts of FTTs 
were found for devel-

oping and middle-
income countries, 
where “revenue 
can be raised 
from their 
own financial 
sectors which 
can make a 
significant con-
tribution both 

to safeguarding 
and extending 

public spending on, 
for instance, health and 

education.”
 A meeting of European finance 
ministers in early September failed to 
reach agreement on EU-wide finan-
cial sector taxation. While Germany, 
France, Austria and Belgium gener-

lion worth of Haitian debt in July, 
including the emergency assistance 
loan granted in January, but simul-
taneously approved another loan of 
$60 million which Haiti will start 
repaying in 2016.
 Malya Villard-Apollon, leader of 
the Haitian women’s organisation 
KOFAVIV has raised international 
attention to problems in the Haitian 
resconstruction efforts: “conditions 
in the displacement camps, follow-
ing the January 12 earthquake, have 
exacerbated women’s vulnerabil-
ity to rape. Women and girls live 
in constant fear for their safety.” 
However, US NGO Gender Action 
found that over 50 projects and 
programmes either approved or 
proposed by international financial 
institutions all “fail[ed] to address 
Haiti’s escalating gender-based vio-
lence, despite international man-
dates made by the UN Guiding 
Principles on Internal Displacement, 
UN Security Resolution 1325, and 
other internationally recognised 
standards.”

Dealing with sovereign debt

At a gathering of social move-
ments from Latin America and the 
Carribbean in June, participants 
rejected “any form of pretended 
debt relief, launched by Northern 
governments and their interna-

ally showed support for the FTT, 
Sweden, the Netherlands and the 
UK were less convinced by the idea. 
French president Nicolas Sarkozy 
also called for an FTT to pay for 
global development at the UN 
Millennium Development Summit 
in mid September.

Whether evidence of the impact 
of FTTs will inform the Fund’s posi-
tion on financial sector taxation is 
uncertain. At a mid September con-
ference on financial sector taxation 
at the IMF’s Paris office, the yet to 
be published working paper 
remained unmentioned, with  
the earlier IMF report to the G20, 
which favoured the financial activi-
ties tax, constituting the reference 
for debate. 

Taxing financial transactions: Issues and 
evidence, IMF working paper
◊ tinyurl.com/ftt-wp-imf

Raising revenue
◊ robinhoodtax.org.uk/files/Raising-
Revenue-web.pdf

tional financial institutions,” and 
called again for “participatory and 
comprehensive audits of the debts 
claimed from our countries.” In 
August, Jubilee South and other 
organisations called for a global 
week of action against debt and 
international financial institutions 
in mid October.

The UN Conference on Trade 
and Development held a meeting 
on responsible sovereign lending 
and borrowing in China in early 
September. The UN Department of 
Economic and Social Affairs’ con-
sultation process on debt met in 
early September in London focussed 
on banks and financial institutions. 
UN DESA hopes to develop consen-
sus on proposals that can “lead to 
the orderly working of the interna-
tional financial architecture for 
debt.” 

Fuelling injustice, Jubilee Debt Campaign
◊ www.jubileedebtcampaign.org.uk/
fuellinginjustice

Pakistan: The only way out, CADTM
◊ www.cadtm.org/Pakistan-The-only-
way-out

Gender impacts of international financial 
institution grants and loans
◊ www.genderaction.org/publica-
tions/2010/Haiti_CBC.pdf

IMF changing position on financial sector taxation?

IFI-induced debt catastrophes?
Natural disasters in Haiti and Pakistan have heightened calls for larger debt cancellation,  
rather than new IMF loans, and for a rethink of the sovereign debt system.
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Hungary’s populist prime minister 
Viktor Orban broke off his coun-
try’s programme with the IMF (see 
Update 66) at end July, declaring that 
Hungary needed to “restore its eco-
nomic self rule.” Orban, leader of 
the Fidesz party which won national 
elections in April, had campaigned 
on a platform against Hungary’s 
austere IMF deal.
 Hungarian officials had blamed 
the low 2.8 per cent fiscal deficit 
target that the IMF and EU were 
pushing for 2011, but media reports 
cited disagreement over the gov-
ernment’s proposed bank taxes 
as the real reason for the dispute. 
The government is introducing a 
bank levy to raise 200 billion forint 
(€710 million) to help bridge the 
fiscal gap, instead of further cut-
ting spending. Hungary’s banking 
sector is almost entirely owned by 
Western European banks. The IMF 
argued that the tax “is likely to 
adversely affect lending and 
growth”, despite mild 
support from the IMF 
for other bank levies 
that have been intro-
duced in Europe (see 
page 5, Update 71).
 The LMP, a new 
green party comprised 
of former NGO leaders, 
was comfortable with the 
government’s hard stand 
against international institutions, 
but questioned the policy agenda 
that Fidesz was taking. It said that 
the plans to “stimulate the con-
sumption of the wealthy and upper 
classes by introducing a flat rate 
income tax, considerably decreas-
ing company taxes and abolishing 
estate taxes … are inadequate to 
kickstart economic development.” 
It called on the government to “pre-
vent social and educational budget 
cuts that endanger the reproduction 
of human capital.”

Austerity continues in Europe

The Greek government passed its 
first review by the IMF and EU in 
September (see Update 71). The 
government has proceeded with 
creditor-required plans to reduce 
pensions and now must “present 
[a] detailed privatisation plan with 
dates and revenue guidelines” by 
the end of the year. The privatisation 
will include the railways, electricity 
and gas sectors, water services for 

two major cities, the post office, and 
numerous other state enterprises. 
The Greek economy had fallen 
deeper into recession even before 
the IMF- and EU-required austerity 
measures really started to bite. Early 
September figures of second quarter 
GDP showed a 3.7 per cent decline 
compared to the previous year.
 Petros Kosmas, lecturer at the 
Varna Free University of Cyprus, 
worried that the IMF-EU approach 
was counterproductive. “There is 
an acute danger that the resulting 
recession in Greece will lead to the 
very situation it was meant to avoid 
– i.e. a default.” An early September 
report, The eurozone: Between aus-
terity and default, produced by the 
Research on Money and Finance 
group of academics, argues that 
debtor-led default should be active-
ly considered. “Default, debt rene-
gotiation and exit from the euro-

zone have very serious impli-
cations. These must 

be weighed against 
the equally seri-
ous implications 
of recession and 
long-term stag-
nation of several 
eurozone coun-
tries.”

 S p o r a d i c 
strikes erupted 

across Greece through-
out the summer, including 

a general strike at end June and 
more protests during the IMF mis-
sion visit at end August. Another 
massive general strike is planned 
by the Greek trade unions for end 
September, which is being coordi-
nated with other strikes and pro-
tests against IMF and EU economic 
policies planned in Ukraine, Serbia, 
Spain, and by the European Trade 
Union Confederation in Belgium.
 Romanian trade unions staged a 
20,000 person protest against auster-
ity measures in Bucharest on a sep-
arate date at end September. Liviu 
Apostoiu, of the Romanian trade 
union confederation Cartel ALFA, 
argued that the IMF programme in 
his country “deepened the recession, 
financial crisis, and poverty and led 
to a dramatic reduction in employ-
ment.” The Romanian loan expires 
in May next year, but the president 
of the country believes the govern-
ment must renew it. Apostoiu disa-
greed: “a new agreement with the 

IMF is not necessary. A new loan ... 
will only worsen the level of pov-
erty and the economic crisis.”
 Ukrainian trade unions have also 
been on the offensive against their 
country’s IMF programme, saying 
in mid August that the IMF deal 
“cynically interferes in a sovereign 
state’s domestic policy” and that 
the conditions should be renegoti-
ated. In Latvia, the Harmony Centre 
party, leading in the polls before an 
early October election, has called 
for rewriting the terms of the Baltic 
country’s IMF deal, with even the 
central bank governor calling the 
IMF-required privatisation plans 
“unforgiveable”.

It’s the jobs, stupid

Despite making tough demands in 
borrowing countries, the IMF has 
been putting on a softer face in some 
arenas, especially when managing 
director Dominique Strauss-Kahn 
takes the stage. In mid September 
the IMF hosted a joint conference 
with the International Labour 
Organisation (ILO) in Norway on 
the challenges of growth, employ-
ment and social cohesion. In the 
joint conference paper, the IMF stat-
ed “the cost to those who become 
unemployed could be a persistent 
loss in earnings, reduced life expect-
ancy, and lower academic achieve-
ment and earnings for their chil-
dren. And unemployment is likely 
to affect attitudes in a manner that 
reduces social cohesion, a cost that 
all will bear.”
 The IMF argues that “a recovery 
in aggregate demand is the single 
best cure for unemployment”, and 
that “most advanced economies 
should not tighten their fiscal poli-
cies before 2011, because tightening 
sooner could undermine recovery.” 
However the report prepared by 
IMF staff still argues for cutting 
public servant salaries and govern-
ment spending. It also claims that 
“fiscal adjustment has typically had 
an inequality-reducing effect over 
the longer term.” The ILO part of 
the paper counters this, calling for 
an increase in real wages and the 
wage share of national income if 
aggregate demand is to increase and 
inequality to go down.
 Sharan Burrow, the general secre-
tary of the International Trade Union 
Confederation, called on the IMF to 
“encourage countries, including 

those that borrow from the Fund, 
to adopt and maintain job-intensive 
stimulus policies until recovery is 
self-sustaining and unemployment 
is falling to pre-crisis levels.”

Austerity gets in the way

This chimes with some of the advice 
from the IMF in an early September 
staff position note on fiscal space in 
advanced economies. The note calcu-
lated a theoretical debt limit beyond 
which a country’s debts would spi-
ral out of control. Only in Greece, 
Italy, Japan, and Portugal were the 
current debt forecasts anywhere 
near the calculated debt limits, so 
most advanced countries still had 
fiscal space and would only require 
adjustment in the medium-term.
 However, “the analysis abstracts 
entirely from liquidity/rollover 
risk”, meaning a country below the 
limits could still enter a debt crisis 
if the bond markets lost faith in the 
government. This is what many ana-
lysts assume will happen to Greece, 
which still pays considerably more 
in interest on bond markets than 
the German government pays on 
its bonds. This risk prompts the rec-
ommendation in the staff note for 
quicker fiscal adjustment.
 Another early September IMF 
staff paper returned to the siren call 
of cutting spending. Calling debt 
default in advanced economies 
“unneccessary, undesirable, and 
unlikely”, it said that “the challenge 
stems mainly from the advanced 
economies large primary deficits, 
not from a high average interest 
rate on debt.” However, if the IMF-
style austerity package adopted in 
Ireland early in 2010 is any guide, 
countries drastically cutting spend-
ing may push their economies into 
another recession and not avert sov-
ereign debt crises, which have mul-
tiple causes (see Update 71).

Despite the unemployment and 
jobs crisis, and the acknowledged 
need for more stimulus, many coun-
tries are being told to begin austerity 
packages now. The IMF has repeat-
edly claimed to have shaken off the 
one-size-fits-all approach, but may 
be entering a Janus-faced era. When 
Strauss-Kahn speaks the message is 
one of protecting people and 
employment, but when many IMF 
staff advise finance ministries, it is 
about how to cut spending. 

Where is the stability? Petros Kosmas
◊ ifiwatchnet.org/node/33458

The eurozone: Between austerity and 
default, Research on Money and Finance
◊ tinyurl.com/RMFeuro

Saying one thing but meaning another:  
IMF advises protecting jobs and cutting spending
While Hungary has booted out the IMF, Greece is still toeing the line of IMF austerity demands. 
The IMF has softened its rhetoric in some places, notably on unemployment, but critics worry 
that many staff are still pushing fiscal retrenchment that may damage growth prospects.
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A detailed cross-country study into 
the impact of the financial crisis and 
IMF programmes on low-income 
countries’ (LICs) budgets reveals 
plans for significant cuts in spend-
ing in 2010. The research report, 
published in July by UK-based 
think-tank Development Finance 
International and NGO Oxfam 
International, studied 2009 results 
and 2010 budgets for 56 poor coun-
tries to see how they compared to 
the spending needed to reach the 
Millennium Development Goals 
(MDGs).
 While praising the stimulus pro-
vided by a rise in deficits in two-
thirds of the countries in 2009, it 
found that “in 2010, deficits are set 
to halve, and not because of recovery 
or increased revenue. … Countries 
with IMF programmes are cutting 
faster than others: half of African 
countries (and 75 per cent of other 
LICs) with an IMF programme are 
cutting spending, even though most 
need to massively increase it if they 
are to reach the MDGs by the 2015 
deadline.”
 The report describes a ‘fiscal hole’ 

While the IMF has given the green 
light to new crisis lending windows, 
critics argue that it should focus 
instead on other ways of prevent-
ing crises.
 The G20 asked the IMF to 
review its crisis lending toolkit in 
November 2009. In August the IMF 
board finally accepted the proposal 
to create a Precautionary Credit 
Line (PCL). The new PCL fits in 
between the IMF’s Flexible Credit 
Line (FCL), a conditionality-free 
facility launched during the finan-
cial crisis (see Update 65), and the 
Fund’s standard lending window 
for middle-income countries, the 
Stand-by Arrangement (SBA).
 Whereas the FCL allowed eligible 
countries to access resources with-
out specific reform commitments, it 
was only available to members that 
the Fund already thought had good 
policies and did not need significant 
reform. The PCL, in contrast, will be 
available to countries “with sound 
policies, that may not yet meet the 
high FCL qualification standards, 

created by the financial crisis, but 
argues that there are ways to fill that 
hole. Based on indices of debt and 
macroeconomic variables, it finds 
that almost all examined countries 
have space to absorb and spend 
more aid, and that some of them 
could borrow more or raise more 
domestic revenue. It recommends 
that the IMF should “ensure that 
countries with IMF programmes 
(and others where it is provid-
ing policy advice) do not cut back 
spending in 2010 and 2011, and 
spend more to meet the MDGs and 
tackle climate change.”

To spend or not to spend?

The IMF background paper sub-
mitted to the UN’s mid September 
MDG summit focussed on stronger 
growth as a precondition for reduc-
ing poverty. The paper argues that 
“in order to withstand future vola-
tility, [low-income] countries should 
start rebuilding their policy buffers 
as the recovery takes hold.” They 
define ‘policy buffers’ to “include 
low fiscal and current account defi-
cits, higher international reserves, 

but do not require the same large-
scale policy adjustment normally 
associated with traditional IMF 
arrangements.”
 Borrowers can access large 
amounts of money through the PCL, 
up to 1,000 per cent of quota over 
two years, but will have to abide by 
IMF conditions. Those conditions 
will not be as extensive as those on 
an SBA, but will be focussed on the 
policy areas where the country is 
judged by the IMF to be the weak-
est. The PCL is designed to be a 
precautionary arrangement to help 
prevent markets from withdrawing 
capital from countries, rather than 
a loan when a country has urgent 
need of cash. This type of facility 
had failed to attract interest from 
any borrowers before the advent of 
the FCL (see Update 54).
 At the same time the board also 
modified the FCL, doubling the pos-
sible duration of access to two years, 
and removing the implicit access 
limit of 1,000 per cent of quota.
 Simon Johnson, former chief 

low debt and low inflation.” 
Essentially the IMF is arguing for 
no increase in government spend-
ing without increases in revenue, 
and claims that “rebuilding policy 
buffers and accelerating progress 
toward the MDGs are consistent 
objectives.”
 A July IMF working paper, which 
does not represent official IMF 
policy, described the model used 
to project the impact of the scale-
up of aid according to the promises 
made by rich countries at the G8 
meeting in Gleneagles in 2005. It 
adds nuance to IMF positions on 
spending and absorbing of aid (see 
Update 57). The paper argues that in 
some cases it does not make sense 
to spend all aid, but that in other 
cases accumulating aid surges as 
foreign reserves can be damaging. 
A key conclusion is that “a better 
approach … might be to redirect 
efforts to quickly increase the effi-
ciency of public investment to enjoy 
the benefits of aid surges.”
 Critics of the Fund were dissat-
isfied, especially given the focus 
on aid at the MDG summit. Rick 

economist of the IMF, was derisory 
about these new mechanisms, say-
ing that for European countries fac-
ing sovereign debt crises (see page 
6) they would only exaccerbate the 
likelihood of insolvency while bail-
ing out the private banks that lent 
money to those countries. He argues 
that the “insolvent nations … need 
debt restructuring instead.”

Global (un)safety nets

The PCL is only the first leg of 
reform, as the IMF has been work-
ing with G20 chair Korea to fashion 
a consensus on a new global safety 
net designed to prevent financial 
crises should there be another global 
economic downturn. The proposals 
are the final piece of the IMF man-
date review (see Update 70) and are 
expected to be finally agreed at the 
G20 summit in Korea in November. 
The G20’s global financial safety 
nets expert group, jointly chaired 
by the UK and Korea, has been 
working on the proposals, which 
are expected to be a follow-up to 

IMF at MDG summit:  
Poor countries should spend less, not more

IMF crisis lending reform faces 
fundamental critiques

Rowden, a researcher at India’s 
Jawaharlal Nehru University, argued 
that “the de facto message to donors 
is very clear: no need to scale-up 
aid”, “until countries can use their 
aid in the most efficient way.”
 NGO Third World Network’s 
briefing for the MDG summit 
warned that IMF loans carry “con-
ditions for fiscal austerity, monetary 
policy tightening, and a prioritisation 
on debt repayment and maintaining 
open capital accounts. This macro-
stability focus predominantly serves 
creditors, investors, and markets, 
often at the expense of development-
oriented macroeconomic policies.”

The debate between the IMF and 
its critics also played out in the 
International Journal of Health Services 
throughout the first half of the year. 
One innovative suggestion that 
came out of the series of articles was 
for the IMF to undertake health 
impact assessments for all of its pro-
grammes. These would assess the 
effect of the borrowing countries’ 
economic policies on the health of 
the citizens of that country, with a 
special focus on the distributional 
consequences. 

Oxfam/DFI report
◊ tinyurl.com/OxfamDFIpaper

IMF to MDGs summit: Scaling up aid is 
not a good idea, Rick Rowden
◊ tinyurl.com/RowdenMDG

 Third World Network MDG briefing
◊ www.twnside.org.sg/title2/brief-
ing_papers/twn/briefingMDGs.pdf

the the ideas of multi-country swap 
lines and IMF financial support to 
regional monetary funds (see Update 
71, 70).
 Former chief economist of 
UN Conference on Trade and 
Development Yilmaz Akyüz had 
a fundamental objection: “After 
almost every major financial crisis 
the IMF seeks a new role. This is 
almost always construed in terms 
of expansion of its crisis lending 
capacity. But the IMF’s main busi-
ness is the prevention of instabil-
ity and crises, not crisis financing. 
It has so far missed, not just failed 
to prevent, every major crisis of its 
lifetime.”

Akyüz went on to argue that in 
those cases where crises happen “it 
would be better to respond to them 
by combining mandatory debt work 
out mechanisms, including tempo-
rary debt standstills and exchange 
controls, with emergency lending 
rather than to keep on bailing out 
international creditors and investors 
with attendant consequences for 
burden sharing, moral hazard and 
financial stability.” 

Brady bonds for Europe, Simon Johnson
◊ www.project-syndicate.org/com-
mentary/johnson12/

While the IMF has focussed on its mandate review and governance reform, its policy towards 
low-income countries has taken a backseat. NGOs are worried that the IMF has returned to 
promoting fiscal austerity and constraining the investment needed to reach goals on poverty.
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Gender-blindness and conditionality 
cast shadow over record Bank lending

Commitments by the World Bank 
Group in the financial year (FY) end-
ing June 2010 reached $72 billion, 
up from $60 billion (see Update 66); 
$40 billion was actually disbursed.  
Middle-income countries were the 
main destination: International 
Bank for Reconstruction and 
Development commitments explod-
ed to $44 billion, up 34 per cent on 
the previous 12 months, as the glo-
bal crisis took its toll.  International 
Finance Corporation (IFC, the 
Bank’s private sector arm) commit-
ments leapt from $14.5 billion to $18 
billion, according to preliminary 
figures. In contrast, commitments 
by the Bank’s low-income country 
arm, the International Development 
Association (IDA), rose only 4 per 
cent, to $14.5 billion. 
 Infrastructure was again the gold-
en sector (see Update 66), attracting 
over $22 billion in lending commit-
ments, outweighing $4 billion for 
health and $4.5 billion for educa-
tion.
 The Bank is yet to disburse 15 
per cent of commitments made 
since July 2008. Developing coun-
tries have repeatedly rated the 
Bank poorly for rapid and predict-
able disbursement in recent sur-
veys conducted by UK think-tank 
Development Finance International 
(DFI) for the UK’s Department for 
International Development (see 
Update 68).

Gender failures

A June report by the Bank on the 
implementation of its gender main-
streaming strategy during FY2009 
confirmed the critical findings of 
the Independent Evaluation Group 
(IEG) review, which covered 2002-8 
(see Update 69). 
 Although three-quarters of opera-
tions across all social sectors were 
‘gender-informed’, only 27 per 
cent of economic policy work was. 
Energy and mining was the weak-
est sector, at just 9 per cent (see page 
2). The overall proportion of Bank 
lending judged gender-informed 
declined from 45 to 38 per cent in 
FY2009. The report was unable to 
explain that deterioration, listing 
portfolio variation and external 
conditions as possible causes, while 
admitting that the lack of gender 
expertise within the Bank – which is 
not monitored – could be to blame. 
 One in six Country Assistance 
Strategies (CAS), Bank documents 
which guide its activities in each 
country, (see Update 70) failed to 

integrate gender, and one-third of 
countries were yet to complete gen-
der assessments, despite a commit-
ment to universalise these by 2005. 
 In May, the Bank published its $68 
million gender plan for 2011-2013. It 
sets out a results framework to mon-
itor gender integration in operations 
and policy dialogue, as well as ben-
eficiaries by sex. Measurement of 
gender integration will be extended 
to include policy lending and sec-
tor-level work as well as projects, as 
advocated by civil society groups 
(see Update 69).
 Despite the con-
sistent evidence of 
weak performance, 
the Bank claims it 
is “well-placed 
to lead efforts 
to mainstream 
gender in eco-
nomic sector 
operations”. A 
continued “focus 
on women’s eco-
nomic empowerment” 
entails measuring gender 
responsiveness in infrastructure 
lending, and women’s access to 
finance through the IFC. It also 
includes modest targets for 75 per 
cent of agriculture operations to be 
gender-informed. 
 The plan commits to working 
more closely with clients on gen-
der and capacity building through 
regular Bank operations. In a reit-
eration of its controversial market-
oriented – rather than rights-based 
– approach, it casts the forthcoming 
2012 World Development Report on 
gender as “a unique tool to more 
effectively help disseminate the 
business case for gender equality.”
 Of the IEG’s wide-ranging criti-

cisms, the plan highlights only CAS 
and monitoring and evaluation as 
requiring particular attention. It 
maintains a selective approach to 
integrating gender, with no refer-
ence to the ongoing energy and 
trade strategy reviews, contrary 
to recommendations that gender 
should be mainstreamed through-
out decision-making and opera-
tions.
 Elaine Zuckerman of US NGO 
Gender Action said, “The Bank’s 
new gender transition plan, 

although more compre-
hensive than its pred-

ecessor the 2007-10 
Gender Action 
Plan, still lacks 
a women’s/
human rights 
focus. It almost 
exclusively pro-
motes economic 
empowerment 

as the means to 
achieve gender 

equality, reiterates 
a promise to improve 

gender-related statistics which the 
Bank has failed to fulfill for over 30 
years, and largely neglects the role 
of men in achieving gender equality. 
However, we are pleased that the 
transition plan adds a reproductive 
health focus.”
 An NGO 12-country review of 10 
years of Poverty Reduction Strategy 
Papers (PRSPs), guiding docu-
ments produced by countries with 
the involvement of the Bank, found 
that they have failed to sufficiently 
involve or take account of women 
and minorities. The August report, 
by international NGO Minority 
Rights Group, revealed that analy-
sis of women’s situation was often 

limited to a few sectors and rarely 
covered gender discrimination.

Allocation debate

A storm of criticism continued 
to rage over the Bank’s Country 
Policy and Institutional Assessment 
(CPIA), on which its allocations to 
IDA countries are based (see Update 
63). Governments and civil society 
groups are advocating fundamental 
reform, following the IEG’s con-
clusion that the exercise should be 
completely redesigned (see Update 
69). 
 In research published by DFI in 
August, southern policymakers 
confirmed that they viewed the 
Bank’s allocation system as putting 
too much focus on performance 
rather than need. The same month 
the African Caucus of Ministers 
established a taskforce to contribute 
to the Bank’s review of CPIA. They 
are expected to draw on an August 
paper by German think-tank the 
Heinrich Boell Foundation, which 
sets out the ways in which CPIA is 
inflexible and contrary to country-
ownership. It offers specific rec-
ommendations to make the Bank’s 
allocation system more need-based, 
country-owned and transparent.

Conditionality continues

Leading policymakers in develop-
ing countries criticised the Bank’s 
“excessive ‘one size fits all’ condi-
tionalities” in DFI’s survey. 2009 
research by DFI found that the Bank 
applies almost twice as many condi-
tions as other multilaterals.
 A July study by NGO Eurodad 
of conditionality attached to loans 
made to Ghana during the financial 
crisis found that the Bank “contin-
ues to influence developing coun-
try economic policies through plac-
ing conditions on loan agreements, 
despite concrete commitments by 
the Bank to significantly reduce 
[them]. ... What is new, however, are 
the more discreet channels of influ-
ence … conditions for the receipt of 
loans are increasingly being pushed 
in through the side door, for exam-
ple by being stipulated outside of 
the loan agreement itself in side 
documents and letters, contravening 
responsible financing principles.” 

With IDA deputies meeting in 
early October, the Bank has been 
aiming to maximise its share of glo-
bal aid by presenting the replenish-
ment as the ‘last chance’ to acceler-
ate progress towards the Millennium 
Development Goals. Civil society 
groups, however, urge governments 
to address the issues afflicting the 
Bank before trusting it with more 
aid (see page 2).                              

Development Finance International survey
◊ tinyurl.com/dfiresearch 
Gender monitoring report FY09
◊ tinyurl.com/genderfy09

New evidence of worsening gender performance and persistent conditionality has led critics to 
ask if the Bank is fit for purpose.

to38

World Bank neglecting education?

In September, the Bank announced an additional $750 million for basic education 
over five years. Joanne Carter, co-chair of the Global Campaign for Education US, 
said this represented “a welcome correction” to the 40 per cent reduction in Bank 
funding for this area over the last decade.
 However, research published by NGO Results in June showed that average Bank 
support for education in sub-Saharan Africa is only $200 million per year. The 
report also presented evidence that the Bank was reducing IDA education support 
to countries receiving money from the Education for All – Fast Track Initiative (FTI), 
putting them at risk since future FTI funding is far from assured. Participants in the 
consultation on the Bank’s education strategy review (see Update 71) expressed 
concern on this point.
 Consultation feedback also highlighted the importance of equitable and free 
access to education as a right. Following Bank support for untrained ‘para-teach-
ers’ to plug staff shortages on the cheap, an emphasis on quality of education also 
featured strongly. Participants from low-income countries warned that the Bank 
needed to “listen more” in general. Consultations on the draft strategy will continue 
through October before board consideration next January.

gender-
informed

lending
fell to38

per cent
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Multilateral Investment Guarantee Agency (MIGA)

The Multilateral Investment Guarantee Agency (MIGA), which forms a part 
of the World Bank Group, promotes foreign direct investment (FDI) in its 
175 member countries. To this end, MIGA provides insurance for compa-
nies investing in its developing member countries in the form of guaran-
tees against political risk, as well as advisory services, capacity building 
support, and mediation services.

MIGA is run by World Bank vice president Izumi Kobayashi, and governed by 
the Bank’s executive board. MIGA’s member countries have pledged capital 
of $1.15 billion to the institution, of which 20 per cent has been paid in. The 
agency also operates using retained earnings.
 MIGA insures eligible projects against losses relating to currency transfer 
restrictions, expropriation, war and civil disturbance and breaches of contract. 
This is intended to improve lender and investor confidence. MIGA insures pri-
vate sector investments originating from MIGA member countries destined for 
developing country members for up to 15 years. These investments include 
equity, shareholder loans and shareholder loan guarantees.
 MIGA’s operational strategy aims to attract investors into difficult operat-
ing environments by encouraging developing countries to reform their 
investment environments and address investor perceptions of political risk. 
The focus is said to be areas where there is potential to encourage greater 
change, such as conflict-affected areas and south-south investment.
 Since its inception in 1988, MIGA has issued guarantees worth over $21 
billion for over 600 projects in 100 developing countries. In the fiscal year 
2009 MIGA issued $1.4 billion in investment guarantees for 26 projects. Sub-
Saharan Africa, despite being a strategic priority, received only $50 million 
in guarantees for 10 projects. The Eastern Europe and Central Asia region 
received the largest volume of guarantees, thanks to support to the region’s 
banking sector hit by the global financial crisis.
 The financial sector accounts for the largest share of MIGA’s outstanding 

gross portfolio (47 per cent); followed by the infrastructure sector with a 35 per 
cent share; while agriculture, manufacturing and services take 11 per cent. Oil, 
gas and mining projects account for 7 per cent of the agency’s portfolio.
 MIGA claims to support investment projects that are developmentally 
sound and meet high social and environmental standards, by applying their 
own set of safeguard policies. These policies are modelled on the much-crit-
icised IFC performance standards (see page 12, Update 71) but with amend-
ments reflecting the agency’s different role.
 MIGA also provides other services as part of its overall effort to encour-
age FDI in the developing world. Together with the World Bank Group’s 
Foreign Investment Advisory Service (FIAS), MIGA helps developing member 
countries market themselves as suitable investment destinations to potential 
foreign investors. Areas of assistance include strategic planning, marketing 
and obtaining project finance from private banks. For over 10 years MIGA 
has operated a suite of online information services providing information for 
international investors about investment opportunities through websites fdi.
net and the Political Risk Insurance Centre (pri-centre.com).
 MIGA also helps resolve investment disputes and MIGA’s legal staff pro-
vide advice to member governments regarding the negotiation of bilateral 
investment treaties and other investment-related issues. The agency may 
mediate disputes between states and investors not guaranteed by MIGA if 
disputes “inhibit additional investment to the country”. In such circumstances, 
MIGA seeks compensation for its mediation services.
 MIGA’s operational direction for fiscal years 2009-2011 reiterates the agen-
cy’s stated aim of promoting investment in low-income countries, post-conflict 
countries, complex projects and support for south-south trade. In January 
2008, MIGA announced its first ever guarantee for Shariah-compliant project 
financing (see Update 59). 

◊ www.miga.org

Inside the institutions

In September, the Bank released a 
progress report on the implemen-
tation of its 2003 water resources 
strategy, while criticism mounts 
over its hydropower lending, water 
resource management and support 
for private sector provision.
 The Bank’s progress implemen-
tation report, Sustaining water for 
all in a changing climate, examines 
activities in the first six years of its 
strategy (see Update 29). It ignores 
the criticisms made by the Bank’s 
arms-length evaluation body, the 
Independent Evaluation Group 
(IEG) in a recent evaluation (see 
Update 70) preferring instead to 
focus only on achievements.

Hydro controversy

Plans to maintain water sector lend-
ing at around $6 billion annually 
from now until June 2013 are set 
out, with a focus on “continue[d] 
support for infrastructure” despite 
“high reputational risks”. This 
includes scaling up support for 
hydropower, “as the largest source 
of renewable and low carbon ener-

gy” (see Update 69, 66). 
 These plans are likely to enrage 
the 108 civil society organisations 
from around the world who wrote 
to the Bank in June to express their 
concern “that the Bank’s pledge 
to increase support for large 
hydropower projects will result in 
increased poverty and irreversible 
social and environmental damage.” 
They argued that large hydropower 
projects can increase greenhouse 
gas emissions, exacerbate conflict 
over water, and damage ecosys-
tems, without necessarily increasing 
energy access for the poorest. They  
reiterated support for the recommen-
dations of the World Commission 
on Dams (see Update 20) which the 
Bank “has done little to implement” 
since the commission’s report was 
released ten years ago.
 The Bank’s progress report also 
promises to “increasingly” main-
stream water into other sectors of 
Bank activity, and says that “efforts 
towards climate change mitigation 
will be paramount” in future invest-
ments.

IFC in hot water in Peru

The report highlights the Bank’s 
intention to “increase its assistance 
to agricultural water management” 
just as the International Finance 
Corporation (IFC), the Bank’s pri-
vate sector arm, runs into trouble 
over this issue in Peru. In April, a 
Bank official was shot at, as tension 
mounted over the IFC’s support 
for one of Peru’s biggest asparagus 
producers, Agrokasa. The company 
is accused of contributing to the 
depletion of the aquifer on which 
farming in Huancavelica, the poor-
est region of Peru, depends. Since 
1999, the IFC has lent $23 million 
to the company, though last year, 
after mounting criticism, Agrokasa 
withdrew an application for further 
funding from the IFC.
 In June, the IFC’s internal watch-
dog, the Compliance Advisor 
Ombudsman (CAO) released an 
appraisal of complaints it had 
received from various groups, 
including local ground-water 
users’ associations, over alleged 
violations of IFC policies and per-
formance standards. They decided  
to conduct an audit, saying it  
was “unclear whether IFC policy 
provisions have been applied prop-
erly and whether the IFC policy 
provisions provided an adequate 

World Bank assesses water strategy, 
faces barrage of criticism

level of protection” to local people.  
Drop by drop, a September report  
by NGOs Progressio, Centro 
Peruano de Estudios Sociales  
and Water Witness International 
said this “illustrates that the IFC’s 
safeguard measures have failed  
to assess or act on some of the  
risks attached to its lending” (see 
page 12).

Wedded to the private sector

Longstanding criticisms of the 
Bank’s support for private sector 
provision of water (see Update 66,62, 
55) flared up again when the IFC 
made a €100 million equity invest-
ment in multinational Veolia Voda, 
for its activities in Eastern Europe. 
“A similar equity investment by the 
IFC in a Veolia competitor operat-
ing in the Philippines produced 
disastrous results for people living 
in and around Manila, who now 
face alarming water shortages,” 
said Joby Gelbspan of US-based 
NGO Corporate Accountability 
International.

Surprisingly, though the Bank’s 
progress report recognises that “it 
has been difficult to attract the pri-
vate sector to water-related 
projects,” it also says that it still 
intends to “explore opportunities 
presented by private finance.” 

Drop by Drop
◊ tinyurl.com/DropbyDrop

CSO letter to World Bank on hydropower
◊ tinyurl.com/CSOdamsletter

                                              For longer versions 
of Update articles with additional links, see:  
         brettonwoodsproject.org/update
                            Para la versión en español, visite:  
brettonwoodsproject.org/es/boletin
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IFIs on trade and investment: 
Liberalisation bias returns
By Aldo Caliari, Center of Concern

The World Bank’s latest report on foreign investment 
and its new trade strategy are part of a worrisome trend 
that involves the Bank’s growing use of tools other than 
conditionality to restrict the space for countries to pursue 
alternative, country-tailored development strategies.

In early July, the World Bank launched Investing Across Borders, a report 
that, in the words of the Bank, “offers objective data on laws and regula-
tions affecting foreign direct investment across 87 countries.” The report, 
which will be updated every year, covers indicators for these countries in 
four areas: investing across sectors, starting a foreign business, accessing 
industrial land and arbitrating commercial disputes. The report contains 
disclaimers about the need to read its findings with caution, outlining 
that the indicators are “only partial measures of the topics they cover” and 
that “circumstances in each economy must be considered when interpret-
ing the indicators and their implications for policies and the investment 
climate.”
 The Bank lays out, at the end of the chapter on each indicator, a set 
of “good practices” with a heavy bias towards the liberalisation of foreign 
investment. For instance, some of the top recommended practices emerg-
ing from the report are: “equal treatment of foreign and domestic inves-
tors”, including in their right to acquire and own land (see page 11); adher-
ence to and implementation of conventions on arbitration such as through 
the Bank-based International Centre for Settlement of Investment Disputes 
(see Update 66); and the “simplification of the establishment process” for 
foreign investors.
 If previous experience is any guide, the “naming and shaming” impact 
of the report on countries not implementing such “good practices” is 
likely to be much stronger than the disclaimers might lead one to think. 
The publication follows in the footsteps of the Doing Business report, a 
yearly compilation of indicators comparing countries’ business regulations 
that the Bank started publishing in 2003 (see Update 66, 62, 57, 53). The 
recognition of important methodological shortcomings in Doing Business 
(see Update 67) did not prevent the Bank from releasing a new ranking 
based on its indicators in 2010. The ranking has become quite influential: 
in 2007, the Bank proudly reported that the report had inspired 48 reforms 
around the world. Soon after Doing Business was launched, the Bank’s 
low-income country arm, the International Development Association, 
began to use performance on some of the indicators to influence the allo-
cation of grant money.
 Yet, the Investing Across Borders project represents a leap for the Bank 
from Doing Business because the policy framework towards foreign invest-
ment is very sensitive for all states, particularly developing countries. When 
issuing its Doing Business report the Bank was conscious of ensuring its 
rhetoric would not be seen as supportive of foreign direct investment (FDI) 
liberalisation. Doing Business was, thus, dressed up as a ‘microeconomic’ 
exercise that shed light on best business environment practices for small 
companies, neutral to whether they were local or foreign. But the Investing 
Across Borders report has no qualms in openly advocating in favour of 
foreign investors. The indicators are underpinned by the assumption that, 
when it comes to FDI, more is always good.

Contrary to evidence
Researchers have found that whether FDI is beneficial to the host econo-
my depends on a number of issues, such as whether FDI raises production 
costs and lowers profitability for domestic firms, the extent of positive spill-

overs and linkages for domestic firms, the likelihood of import dependence 
and profit repatriation, and so on. In its 2005 Economic development in 
Africa report, the UN Conference on Trade and Development warned that 
avoiding such questions “in favour of easy recipes of rapid liberalisation 
in the hope of attracting FDI will neither achieve economic development 
goals nor maximise potential gains from hosting it.”
 The empirical research is also quite mixed, to say the least, on the role 
that the “ease of doing business” has in foreign investors’ consideration of 
a host location as compared to factors such as the quality of infrastructure, 
size of markets, size of the economy or rate of growth, current account 
balances, not to mention interest rate and exchange rate differentials, 
among other factors. Thus, the mere dismantling of barriers to foreign 
investors can have limited or no effect on the ability of countries to attract 
more FDI.
 Lack of alignment between the model it advocates and experience may 
not constrain the Bank. At one point in the report, the Bank finds that 
countries in Asia, the most economically dynamic part of the developing 
world, show the most limited openness to foreign equity ownership. A full 
box is devoted to brush aside such an “odd fact.” Likewise, the Bank seems 
unprepared to draw any conclusions from its own finding that the imposi-
tion of land ownership restrictions on foreigners – contrary to one of its 
good practices – is a feature of many high-income OECD economies. 

Trade strategies ideological
The same refusal to reconsider long-held assumptions also pervades the 
Bank’s approach as it develops a trade strategy (see Update 71). The strat-
egy is expected to be approved by the Bank’s executive board late this year 
and will represent the point of reference for Bank staff and management 
on trade issues in the future.
 In a March pre-strategy background paper for consultations, the Bank 
makes the important recognition that “the crisis has called into question 
export-oriented growth strategies” and “raises concerns that international 
integration exposes developing countries to excessive external economic 
shocks, leading to fluctuations in their economic growth.” It goes on to 
suggest, however, that countries should improve the incentive frameworks 
shaped by their own tax and tariff policies, “such as through special eco-
nomic zones or reforms to reduce the anti-export bias of the overall incen-
tive framework.” Commenting on this point, the steering committee of the 
International Working Group on Trade-Finance Linkages, an NGO coalition, 
said, “coming out of a crisis that was weathered best by countries that were 
able to rely on domestic markets, this would be an unfortunate misreading 
of history.”
 The reference to an “anti-trade bias” is also found in a recent IMF staff 
position note analysing trade in low-income countries: “This bias reflects 
moderate to high average levels of protection, and uneven and unstable 
tariffs, trade-related taxes, and other trade-related policies.” The Fund staff’s 
sweeping recommendation is to lower tariffs to a maximum of 25 per cent 
and an average of 15 per cent. Not content with that, it says “further tariff 
rate reductions would be even more beneficial.”
 Strongly underpinning the Bank proposals on trade seems to be the 
view that the emergence of production-sharing networks means that “low 
transaction costs and favourable business enabling environments have 
become more important sources of comparative advantage.” However, the 
experience of countries that used trade to develop shows they did it on the 
basis of a dynamic notion of comparative advantage. Indeed, full use of 
tools to manage the rate and patterns of investment into export sectors was 
key to their progress. Interestingly, none other than World Bank chief econ-
omist Justin Lin has recently defended the need for states to take deliberate 
steps to upgrade their productive capacities and over time change their 
initial comparative advantage. This sounds very different from the passive 
approach of competing on the basis of lower cost and reduced regulations 
that the IMF and the Bank strategy suggests.
 Sadly, should the Bank succeed in its intense advocacy of indiscrimi-
nantly reducing barriers to all foreign investment, developing countries’ 
ability to use trade in their interests and upgrade comparative advantages 
may become a thing of the past. 

International Working Group on Trade-Finance Linkages steering committee sub-
mission to the World Bank
◊ www.coc.org/system/files/WBTradeStr-+Response.pdf
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IFIs sceptical of rating 
agencies
Doubt about private credit rating agencies’ 
assessments have grown since 2008 and 
are being echoed by World Bank president 
Robert Zoellick. “After the experience of the 
past years, I would not want to rely com-
pletely on the judgement of such agencies 
anymore,” Zoellick told German weekly Die 
Zeit. In August 2010, Standard & Poor’s 
was criticised by the IMF executive director 
representing Ghana for downgrading the 
country from B+ to B. He said that “the 
downgrade [was] based on wrong informa-
tion.” European Commission president 
Barroso has backed calls from Germany 
and others for a public competitor to the 
agencies, but promises for action remain 
unfulfilled.

IEO invites input on 
IMF evaluation topics
In late August the Independent Evaluation 
Office (IEO) of the IMF issued a list of pos-
sible topics for future evaluations of the 
IMF and invited input from civil society 
and external stakeholders. The IEO, which 
has recently issued scathing critiques of 
the IMF’s conditionality and governance, 
will pick two topics for evaluations in the 
coming year from a shortlist that includes 
issues of IMF surveillance, forecasting, 
inflation and reserves advice, internal 
governance, and collaboration with other 
international organisations. The IEO is cur-
rently working on evaluations of the IMF’s 
research and its performance in the run-up 
to the financial and economic crisis.

◊ tinyurl.com/ieopossibletopics

No taxation for Latvian 
IMF staff, argues Fund
The IMF does not wish to pay taxes on 
the salaries of employees at its representa-
tive office in Latvia, despite these workers 
being Latvian citizens according to maga-
zine The Baltic Course. With legal provi-
sions clearly stipulating tax obligations in 
this case, the Latvian foreign minister says 
that by not making social security tax and 
income tax payments, the IMF is acting 
unlawfully. The IMF’s position is at odds 
with the austerity measures imposed on 
the country under the current Stand-by 
Agreement. In its July Letter of Intent to the 
IMF, Latvia committed to “intensifying [its] 
efforts to improve tax administration and 
encourage tax compliance.”

◊ www.baltic-course.com/eng/
finances/?doc=28109

Basel III: IMF says 
tiger, critics say mouse
In mid September, the Basel Committee 
on Banking Supervision (see Update 63) 
released its “Basel III” rules. José Vinals, 
director of the IMF’s monetary and capital 
markets department praised the regula-
tions as “a substantial step forward in 
addressing the micro-prudential failings in 
the areas of capital and liquidity buffers in 
banks”. However, independent commenta-
tors disagreed. Martin Wolf of the Financial 
Times says that “Basel has laboured might-
ily and brought forth a mouse. Needless 
to say, the banking industry will insist the 
mouse is a tiger.” He adds that trebling 
of capital reserves “sounds tough”, but 
“trebling almost nothing does not give one 
very much.”

◊ tinyurl.com/MWolfBasel

With the World Bank and IMF 
under consideration as significant 
sources of climate finance, contro-
versy continues around the Bank’s 
Climate Investment Funds (CIFs) 
and carbon offset projects.
 The UN secretary general’s High-
level Advisory Group on Climate 
Change Financing is expected to 
report in November on potential 
sources of climate finance (see 
Update 70). A March paper for the 
group suggested the international 
financial institutions could play 
an “important role”, including 
through leveraging private sector 
investment. IMF special drawing 
rights and Bank profits are under 
consideration as sources of finance. 
Bank involvement in managing cli-
mate finance has been divisive due 
to its inequitable governance and 
carbon-intensive portfolio; the same 
concerns could apply to the Bank 
serving as a source of finance. 
 A September briefing by UK 
NGO the Bretton Woods Project 
argues that the Bank’s repackag-
ing of existing lending instruments 
for climate funds could undermine 
country demands for direct access 
to climate finance. Continued use 
of conditionality in Bank lending 
as well as Bank influence over trust 
funds pose obstacles.
 Concerns about the CIFs have 
continued to emerge following 
their meetings in June (see Update 
68). Civil society observers to the 
CIFs and Forest Carbon Partnership 
Facility (FCPF) are concerned that  
country proposals are being waved 
through with inadequate consulta-
tion (see Update 68), and about the 
extent to which critical country 
governance issues are taken up. 
 While reference to rights and 

safeguards was included in the 
operational guidelines of the Forest 
Investment Program, calls by civil 
society groups for them to require 
compliance with international envi-
ronmental and human rights agree-
ments were rejected.  On plans to 
increase the number of delivery 
partners for the FCPF and allow 
them to apply their own safeguards, 
NGOs including the Pan-African 
Climate Justice Alliance said “the 
proposed changes represent a 
potentially significant weakening 
of safeguards and standards.”
 At the FCPF June meeting in 
Guyana, Tony James, president of 
the Amerindian Peoples Association 
and others raised concerns about 
indigenous land rights.

Carbon offsets debacle

Controversy intensified over the 
Bank’s involvement in carbon off-
setting (see Update 59) as German 
NGO CDM Watch released evi-
dence that manufacturers were 
increasing emissions of greenhouse 
gas HFC-23 to generate more car-
bon credits by destroying it. In 
August, the executive board of the 
Clean Development Mechanism 
halted the issuance of offsets to five 
projects, including two with Bank 
funding. 

Outcry greeted the April 
announcement that South African 
utility Eskom was conducting a fea-
sibility study to establish whether 
its Medupi coal plant, recipient of a 
controversial $3 billion Bank loan 
(see Update 70), could be eligible for 
carbon credits on the grounds that it 
uses more efficient technology.   

Update on the CIFs: July 2010 summary
◊ brettonwoodsproject.org/cifup-
datejuly2010

World Bank energy policy remains 
controversial, with escalating lend-
ing for coal and a delay to the 
energy strategy review. Past Bank-
financed energy projects in Ghana 
and Albania are also proving prob-
lematic.
 In mid September the Bank 
released its lending figures for the 
fiscal year (FY) through June 2010, 
showing that it had lent a record 
amount to coal power projects, 
despite promising a more limited 
role. According to the Bank, it lent 
$3.4 billion to coal projects, amount-
ing to one-quarter of all its energy 
sector lending, with over $3 billion 
going to a giant power station in 
South Africa (see Update 70).
 US NGO Bank Information 
Center (BIC) put the figure even 
higher, including a $1 billion elec-
tricity transmission project in India 
(see Update 68) designed to connect 
coal power stations to the national 
grid. BIC research found that com-
bined World Bank Group fossil 
fuel funding for FY2010 “hit a new 
record high of $6.3 billion, a 138 
per cent increase over the previous 
year.”
 These figures are destined to 
anger the US Senate which in 
August passed a foreign operations 
funding bill including a proviso 
that they expect the Bank’s new 
energy strategy (see Update 71, 68) 
will “rapidly phas[e] out Bank sup-
port for fossil fuel-related projects,” 
except those specifically to provide 
energy access to the poor.
 The volume of criticism has 
forced the Bank to extend the sched-
ule for its strategy review. It is now 
planning to prepare a second draft 
for more consultations in early 2011 

before finalising it in the middle of 
the year.

Problem projects

Aside from the volume of fossil fuel 
loans, the Bank is facing criticism 
over the implementation of those 
projects. A high profile International 
Finance Corporation (IFC) invest-
ment in the company developing 
a new off-shore oil field in Ghana 
(see Update 65) has run into trouble. 
The IFC is the private sector lend-
ing arm of the Bank. Corruption 
allegations are linked to the supply 
of a floating platform by Japanese 
firm MODEC and $2 million in pay-
ments made by MODEC to Tsatsu 
Tsikata, former chief executive of 
the Ghana National Petroleum 
Corporation, and the company he 
half owns, Strategic Oil and Gas 
Resources Ltd. Tsikata’s company 
has denied all allegations of wrong-
doing. The IFC’s existing partner, 
Tullow Oil, has not been implicated 
and MODEC has not yet been fund-
ed by the IFC.

The oil and gas-fired Vlora 
power plant in Albania is mired in 
controversy again after Bank fund-
ing in 2004. The plant has not yet 
been tested and will probably be 
used for reserve purposes only.

The June loan to Eskom for a 
coal plant in South Africa has 
already seen a case filed at the 
Bank’s Inspection Panel by affected 
communities. The Inspection Panel 
has agreed to investigate the envi-
ronmental and social impacts and is 
scheduled to issue a report to the 
Bank’s board in January. 

BIC energy lending figures, FY2010
◊ www.bicusa.org/en/
Document.102339.aspx

Bank and climate: New roles, 
old challenges? 

Bank coal lending up amid 
energy furore 
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Palmed off: Bank’s palm oil framework ‘business as 
usual’ despite environmental and rights concerns
The World Bank’s draft framework 
for investment in the palm oil sec-
tor was met with dismay from civil 
society groups, who said that it 
failed to offer a credible strategy to 
address manifold social and envi-
ronmental problems.
 The draft was published in late 
July for consultation throughout 
August, following a Bank freeze 
on palm oil investment last year, 
prompted by environmental and 
human rights concerns (see Update 
67). 
 Convinced that the Bank “in 
partnership with others, can play 
a significant role in promoting 
change in the palm oil sector”, the 
draft sets out four themes for the 
Bank’s future engagement: support-
ing enabling policy and regulatory 
environments; mobilising socially 
and environmentally sustainable 
private investment; encouraging 
benefit sharing with smallholders 
and communities; and supporting 
sustainability codes of practice.  
The draft commits to strengthening 
monitoring and evaluation and to 
promoting smallholder inclusion in 
certification schemes. 
 The  In ternat iona l 
Finance Corporation 
(IFC), the Bank’s pri-
vate sector arm, says 
it will invest “only 
where its interven-
tions will meet IFC’s 
performance stand-
ards and will have clear 
and measurable develop-
ment impacts that contribute 
to economic growth and poverty 
reduction.” It will strengthen its due 
diligence and require plantations to 
be internationally certified as sus-
tainable, or have a time-bound plan 
to become so. 
 However, it will invest “even if 
the public sector legal/regulatory 
enabling environment is less than 
ideal, if [the] IFC is convinced that 
the project will have strong and 
measurable impacts and that any 
risks can be mitigated through other 
governmental or non-governmental 
programmes.”

Rethink needed

The draft was met with criticism 
from civil society groups, with 
Knud Voecking of German NGO 
Urgewald saying: “We are dissatis-
fied that the authors of the Bank’s 
framework have left our core inputs 
on rights and accountability to one 
side.” 
 A consortium of 105 indigenous 
peoples’, smallholders’ and non-
governmental organisations called 
for the freeze on Bank investment 

to continue until an adequate strat-
egy is developed. Norman Jiwan 
of Indonesian NGO SawitWatch, 
commented: “The World Bank 
Group says it is ‘aware of negative 
environmental and social impacts, 
including deforestation, biodiver-
sity loss, greenhouse gas emissions, 
land use conflicts and questions 
over land tenure and human rights’, 
but the ‘framework’ document they 
have produced looks likes business 
as usual to us. No new standards, 
nothing about how they address 
the deficient legal frameworks in 
Indonesia and Malaysia, and no 
measures to curb global warming.”
 Particular concerns raised in 
the consortium’s comments on the 
draft include the unresolved dis-
parities between the standards of 
the multi-stakeholder Roundtable 
on Sustainable Palm Oil (RSPO) 
and Bank policies and performance 
standards, notably with regard to 
recognition of customary rights and 
the right to free, prior and informed 
consent. The consortium condemns 
the draft’s lack of guidance on issues 
including carbon emissions caused 

by forest and peatland clearance 
for oil palm plantations, 

forced resettlement, and 
internal staff incentives 
that were previously 
found to prioritise 
financial over social 
and environmental 

considerations (see 
Update 67).

 The consortium finds the 
Bank’s plans to strengthen 

monitoring and evaluation to be 
insubstantial, certification require-
ments vague and open to abuse, 
and conservation reliant on inad-
equate legal frameworks. It notes 
that “the current legal framework 
in Indonesia does not provide legal 
means to protect [High Conservation 
Value habitats] in areas permitted 
for plantations so companies seek-
ing to follow the RSPO standard are 
finding that government agencies 
are taking these unplanted areas off 
them and handing them to less scru-
pulous companies to develop.” The 
consortium called on the Bank to 
rethink its draft strategy and engage 
further with affected peoples.

The Indonesian Oil Palm 
Smallholders Union expressed con-
cerns that smallholder schemes 
would continue to deprive people 
of land and cause indebtedness. 

World Bank draft palm oil framework, IFC
◊ tinyurl.com/palmoildraft

Civil society groups’ comments on draft 
framework
◊ tinyurl.com/csocomments
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Call for performance standards delay 
to strengthen rights
Civil society organisations are calling for the extension of the schedule of the 
International Finance Corporation’s (IFC, the Bank’s private sector arm) consultation 
on its performance standards (see Update 67) to allow opportunity for human rights 
and other controversial issues such as climate to be incorporated.
 They believe a delay could lead the IFC to more adequately  adopt the principle 
of free, prior and informed consent (FPIC) and take on board the recommendations 
of John Ruggie, the UN special representative on human rights and business (see 
Update 71).
 US civil society organisations have seen the likely endorsement by the US and 
Canadian governments of the UN Declaration on the Rights of Indigenous Peoples 
as an opportunity to put pressure on the IFC to adopt the principle of FPIC. With the 
US and Canada on board, FPIC would become a near universal standard.
While Canada’s endorsement is imminent it may be up to four months before the 
US ratifies the declaration. With the performance standards due to go to the Bank 
board’s committee on development effectiveness for approval in mid October, NGOs 
have been pushing for a delay in the process until after this has happened.
 Many of the comments in the recent round of submissions for phase two of the 
performance standards consultation highlight the failure to take on board Ruggie’s 
recommendations, including on proper due diligence and tracking and reporting 
of performance (see Update 71). Although the first draft acknowledges Ruggie’s 
framework, a letter from the Equator Principles Financial Institutions (EPFIs), a group 
of financial companies, highlights the fact that the timing of the Ruggie mandate 
and the IFC review process are not fully aligned. Ruggie is due to issue his next 
report in 2011, after the review has already gone to the Bank’s board, feeding 
rumours that the review could be extended by up to six months.
 NGO Amnesty International argues that the “IFC’s conclusion that all relevant civil, 
political, economic, social and cultural rights are ‘well addressed’ in the Sustainability 
Framework is not credible.”

Job vacancy: research and 
communications officer
An exciting opportunity at the Bretton Woods Project!
 Use your communications experience, analytical ability and knowledge of 
international development and/or environmental issues to help challenge and 
change the World Bank and IMF. Deadline for applications: 10 October 2010.

Research and communications officer
◊ brettonwoodsproject.org/commsofficer
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