SOCIAL WATCH: WORLD BANK AND IMF FAIL TO FULFILL THEIR MISSION
MONTEVIDEO (Oct 30) - Instead of channelling money towards development, the World Bank receives more from developing countries than what it disburses to them, thus failing to fulfil the purpose for which it was created, states the Social Watch Report 2006.

The Spanish language edition of Social Watch 2006 was launched Monday at the preparatory meetings of the 16th Ibero-American Summit of Heads of State and Government to be held in the Uruguayan capital November 3-5.

For its part, the International Monetary Fund (IMF), which will not have enough business to pay for its own staff unless a financial crisis erupts, is also far from doing what is expected from it, says the report.

These two global intergovernmental institutions, also known as the Bretton Woods institutions, were set up in 1945 as specialized agencies of the United Nations (UN) with the purpose of providing for a stable and orderly international trade and financial system and to facilitate reconstruction and development.

In order to ensure sustainable development and to achieve the objectives of the Millennium Development Goals, the Social Watch report recommends reforming both institutions and reinvigorating the economic role of the UN, along with other changes in the international financial architecture.

“Multilateral financial institutions are increasingly becoming a burden, rather than a relief, for developing countries,” said Yilmaz Akyüz, one of the contributing authors of the Social Watch Report 2006.
Social Watch, an international network of over 400 citizens' organizations in 60 countries, monitors the fulfilment of national, regional and international commitments to eradicate poverty, and publishes an annual report to disseminate its findings.

The 2006 Social Watch report focuses on the financial means to make those commitments effective. Its title, "Impossible Architecture", refers to the urgent need to reform the current international financial structure – a need that the international community has yet to take action to address.

Net transfers (disbursements minus repayments minus interest payments) to developing countries from the loan-making branch of the World Bank, the International Bank for Reconstruction and Development (IBRD), have been negative every year since 1991.
Since 2002, net disbursements have also become negative. Taken as a whole, the IBRD is not making any contribution to development finance other than providing funds to service its outstanding claims. This is also largely true for regional development banks.
The International Development Association (IDA) is the only source of net financing for developing countries from the World Bank. However, IDA disbursements are small, in the order of USD 4-5 billion a year for all of the IDA-eligible countries combined.
If the IDA and IBRD are added together, the contribution of the World Bank to the external financing of developing countries is negative by some USD 1.2 billion. Net flows to sub-Saharan Africa from the IBRD are also negative. From the Bank as a whole they are positive, but total less than USD 2 billion, about 10% of what is needed. 
For a sample of the poorest developing countries, financing provided by the World Bank is in the order of USD 3 billion, compared to private grants of some USD 10 billion. 

The Poverty Reduction and Growth Facility (PRGF) of the IMF represents a very small proportion of financing made available to developing countries. In 2005 the total PRGF lending approved was less than USD 500 million.

In the past several years, the support of the IMF to developing countries has focused on financial rescue operations in emerging markets, bailing out international creditors and lenders to crisis-stricken countries.
The IMF is providing less finance and liquidity to developing countries. All major emerging market economies, except Turkey, have now paid off what they owed and exited from IMF supervision, leaving only the poorest countries as its sole regular clientele.

This situation also poses the question of the IMF’s financial viability.
Poverty lending does not generate enough income to pay the staff and run the institution, and the IMF relies primarily on crisis-lending to emerging markets to generate some USD 800 million per annum to meet its administrative expenses.
“The financial viability of the IMF has come to depend on financial instability and crises in emerging markets,” said Akyüz.
Moreover, the IMF’s financing operations for crisis-stricken countries have been focused on servicing external debt to private creditors and maintaining capital account convertibility, rather than assisting countries to manage with the social and economic repercussions of financial crises.

Instead, many of the policies implemented in these countries as a result of IMF conditionalities have actually worsened the social and economic impacts of the financial crises.

While the core capital of the World Bank and the IMF relies on the financial contributions of their wealthiest shareholders, the current administrative costs of both institutions are now largely financed by borrowing member states through the charges and interest on their loan repayments.

Therefore, "borrowing developing countries, which have little power in the decision-making processes, are the ones that shoulder the bulk of administering the Bretton Woods institutions and their activities," said Celine Tan, activist of the Third World Network and author of one of the thematic articles of the Social Watch report.
The governance structure of these institutions is asymmetrical, to the advantage of the developed countries.

The Monterrey Consensus that emerged from the International Conference on Financing for Development held in Monterrey, Mexico in March 2002 agreed that developing countries were to have effective responsibility for the development of their own national resources.

This responsibility would only be meaningful if they were given equitable representation in those institutions and processes that have been created to govern the rules, regulations and institutions that make up the international trading and financial system, adds the report.
Nowadays, in both institutions decisions are taken by a governing Board with voting power determined on the basis of a rather complicated formula representing an equal amount of basic votes, plus additional votes determined by the country’s financial contribution to the institution, the size of the economy and its participation in world trade.

Thus, the more powerful developed countries naturally have greater voting power than developing countries. The countries that have grown most rapidly have increased their influence relative to some of the slower growing developing countries.

The day-to-day operation of the IMF and the World Bank is governed by a Board of 24 Executive Directors. There are seven countries that sit on the Board who represent only themselves: the United States, Japan, Germany, France, the United Kingdom, China, and Saudi Arabia.

Thus the other 17 Executive Directors must represent the interests of the remaining 160 countries. Each of these 17 Directors is assigned a group of countries. In the current allocation, over 40 countries comprising sub-Saharan Africa are represented by only two executive directors.

The five developed countries that hold single seats account by themselves for nearly a third of the total votes. Other developed countries hold seats with another third of the votes. 

This ensures that any decision requiring a two-thirds majority requires the approval of the developed countries. In addition, the US holds votes that exceed 17% of the total. This is an important number, since most major decisions on the structure of the IMF, such as changes in voting power, require an 85% majority. The World Bank has a similar representation and voting structure. 

While developing countries are urged to take responsibility for their own development, the major institutions that determine the architecture of the international financial system continue with an anomalous and far from democratic form of governance in which developed countries have a structural majority, stressed the report.
