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Established by the IMF’s

Executive Board in July 2001, the
Independent Evaluation Office provides
objective and independent evaluation on
issues related to the IMF. The office oper-
ates independently of IMF management
and at arm’s length from the IMF’s
Executive Board. It enhances the learning
culture of the IMF, promotes understanding
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Executive Board in its governance and
oversight. Further information on the office
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Message from the
Acting Director

he Independent Evaluation Office (IEO) was established by the IMF Executive
Board in 2001 with a view to increasing transparency and accountability and
strengthening the learning culture in the International Monetary Fund. This second An-
nual Report describes the activities of the IEO during its second full year of operation.

The report summarizes the findings and recommendations of two additional com-
pleted evaluation projects: on the IMF’s experience with Poverty Reduction Strategy
Papers and the Poverty Reduction and Growth Facility; and the role of the IMF in Ar-
gentina, 1991-2001. A third project, Assessing IMF Technical Assistance, will be
submitted to the Executive Board in early 2005. This Annual Report also discusses
the status of ongoing evaluations: the IMF’s Approach to Capital Account Liberaliza-
tion; the Financial Sector Assessment Program; and IMF Assistance to Jordan. Two
additional projects are already on our agenda—evaluations of IMF Multilateral Sur-
veillance and of IMF Structural Conditionality—and draft issues papers will be
posted on the IEO website for public comments in early 2005.

We are now beginning the process of identifying potential candidates for the menu
from which future IEO work programs will be chosen. A preliminary list of possible
topics is described in this Annual Report, and we invite comments on these and other
potential topics.

The IEO’s terms of reference give an exceptional degree of independence, and we
have developed procedures, described in this Annual Report, to promote high stan-
dards of transparency. Conducting effective evaluations would not be possible with-
out the active cooperation of the institution being evaluated, and we would like to
record our appreciation for the excellent collaboration we have received from the Ex-
ecutive Board, IMF management, and the staff.

Our experience in the first two full years of operation underscores the vital impor-
tance of giving interested external stakeholders an opportunity to interact with the
IEO at various stages, including in defining the work program and determining the
detailed terms of reference of individual studies. An increasing number of commenta-
tors are also taking advantage of the opportunities we provide to submit substantive
inputs on items included in the terms of reference of each study. We welcome feed-
back on both our ongoing work and our future work program, which can be provided
through the IEO website (www.imf.org/ieo).

Finally, I and the rest of the IEO staff would like to express our deepest gratitude to
Montek Ahluwalia, the first Director of the IEO. Montek resigned at the end of June
2004 in order to take up a cabinet-level position in the Indian government. His contri-
bution as a leader, the combination of intellectual insights and practical experience
with policymaking that he brought to the complex task of evaluating the activities of
the IMF, as well as his warmth as a friend and colleague are missed by all of us.

The IMF’s Executive Board has begun the search for a new Director, with the goal
that the person appointed will take up the position as early as possible in 2005.

Do

David Goldsbrough
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IFI
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Global Financial Stability Report
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United Nations

World Economic Outlook
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Operation

I ndependent evaluation is widely regarded as an
essential requirement in international financial
institutions (IFIs), contributing to increased trans-
parency and accountability and strengthening the
process of learning from experience. The IMF had
a long tradition of internal evaluations of its opera-
tions and policies. These were regularly submitted
to the Executive Board and led to new directions on
policy and procedure. However, the IMF did not
have a mechanism for independent evaluation of its
activities until the establishment of the IEO by the
Executive Board in the second half of 2001.

This chapter outlines the main objectives of the
IEO as set forth in its terms of reference, and de-
scribes the operational modalities that have been
developed by the IEO to achieve these objectives.
The historical background to the creation of the
IEO was discussed at greater length in last year’s
Annual Report.

Purpose of the IEO!

The purpose of the IEO, as outlined in its terms of
reference, is to systematically conduct objective and
independent evaluations “on issues, and on the basis
of criteria, of relevance to the mandate of the Fund.”
The terms of reference, reproduced in Appendix 1,
further elaborate that the IEO is intended to:

* Serve as a means of enhancing the learning cul-
ture of the IMF;

* Strengthen the IMF’s external credibility;

* Promote greater understanding of the work of
the IMF throughout its membership; and

IAdditional background to the thinking behind the goals and
modes of operation of the office is given in “Making the IMF’s
Independent Evaluation Office Operational: A Background
Paper,” prepared by the Evaluation Group of Executive Directors,
August 7, 2000 (www.imf.org/external/np/eval/evo/2000/Eng/
evo.htm).

The Independent Evaluation
Office: Objectives and Modes of

* Provide independent feedback to the Executive
Board in its governance and oversight responsi-
bilities over the IMF.

The work of the IEO is envisaged as comple-
menting the review and evaluation work being con-
ducted within the IMF and is expected to improve
the IMF’s ability to draw lessons from its experi-
ence and to more quickly integrate improvements
into its future work.

Independence

Independence of evaluation is critical if it is to be
credible. This aspect of evaluation was emphasized
in the Executive Board discussions that led to the es-
tablishment of the Independent Evaluation Office.
The terms of reference explicitly state that the “IEO
will be independent of Fund management and staff
and will operate at arm’s length from the Fund’s Ex-
ecutive Board.” The following provisions are de-
signed to achieve this objective:

* The Director of the IEO is appointed solely by
the Executive Board; IMF management, while it
may be consulted in the selection process, is not
involved in making the selection.?2 The Director
is specifically precluded from appointment or
reappointment to an IMF regular staff position
at the end of the term of office.

* With a view to ensuring that the IEO is staffed
with independent and highly qualified individu-
als, the Director of the IEO is solely responsible
for the selection of IEO personnel, a majority of

2The initial terms of reference provided for a four-year term,
renewable for a second term of up to three years. The Executive
Board, in July 2001, appointed Montek Singh Ahluwalia as the
first Director of the IEO. Mr. Ahluwalia resigned on June 30,
2004 to become Deputy Chairman of the Indian Planning Com-
mission. When a search began for a new Director, the terms of the
appointment were changed to provide for a nonrenewable term of
six years.
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whom must come from outside the IMF.3 IEO
staff reports exclusively to the Director of the
IEO and not to IMF management.

* The budget of the IEO is prepared by the Direc-
tor and submitted directly to the Executive
Board for approval. IMF management is not in-
volved at any stage of the process.

* The IEO’s work program is determined by the
Director in light of consultations with members
of the Executive Board and other interested
stakeholders, from both inside and outside the
IMF. The work program determined by the Di-
rector is presented to the Executive Board for re-
view, but is not subject to the Board’s approval.

The IEQO’s terms of reference provide that within
three years of the launch of IEO operations, the Ex-
ecutive Board should initiate an external evaluation
of the IEO to assess its effectiveness and to consider
possible improvements to its structure, mandate, op-
erational responsibilities, or terms of reference.
While the precise timing and modalities of this ex-
ternal evaluation will be determined by the Execu-
tive Board, the evaluation is expected to take place
toward the end of 2005. The review is expected to
solicit broad-based input from both within and out-
side the official community.

Budget and Staffing

The IEO’s current budget is calibrated to allow
the office to achieve an output equivalent to approxi-
mately four standard-size evaluations a year. The ap-
proved budget for FY20044 was US$3.9 million and
estimated actual expenditure was US$3.4 million
(Appendix 2). The approved budget for FY2005 is
US$4.2 million. These amounts include staff costs,
consultants, travel, outreach, and other miscella-
neous costs. The FY2005 budget represents a real in-
crease of 2 percent over the previous fiscal year, re-
flecting the phased buildup in the number of
evaluation projects to four a year. The IEO’s budget
is equivalent to about 0.5 percent of the IMF’s total
administrative budget.

The IEO currently has 13 full-time staff positions,
including the Director, the Deputy Director, nine
professionals, and two administrative assistants. The
majority of the staff has been recruited from outside
the IMF and has wide experience in relevant areas.
Since the IEO’s evaluation work is expected to in-

3The maximum length of appointment for full-time staff in the
IEO is six years.
4The IMF’s fiscal year begins May 1 and ends April 30.

volve constantly changing topics, there is a shifting
need for expertise of different types. This requires a
greater use of consultants than in the IMF in general,
a practice that also helps to achieve independence
and credibility. The budget for consultants is about a
quarter of the IEO’s full-time staff budget.

The IEO Work Program and
Future Menu of Topics

The terms of reference provide a very broad man-
date for the work program of the IEO. It specifies
that the IEO “should focus on issues of importance
to the Fund’s membership and of relevance to the
mandate of the Fund taking account of current insti-
tutional priorities.” Choosing three to four studies a
year from the very wide range of issues potentially
eligible under the IEO’s mandate necessarily re-
quires careful prioritization. This has been achieved
through extensive consultations with stakeholders
inside and outside the IMF, and by using transparent
criteria.

In choosing its annual work programs, the IEO
has consulted with internal and external interested
groups, including representatives of civil society and
academics, on the basis of a note that identifies a list
of potential issues for evaluation. The IEO’s first
three annual work programs were guided by a core
set of 15 possible topics, which had been chosen
(again on the basis of extensive consultation with
various stakeholders) from the initial list of over 30
topics prepared immediately after the office’s estab-
lishment in July 2001.5 The status of completed and
ongoing evaluation projects is given in Table 1.1.

Now that 11 out of the initial set of 15 issues have
been selected for evaluation—and priorities and
pressing issues for the IMF may well have changed
after three years—the IEO is initiating a new round
of consultation to determine a menu of topics to
guide its work programs over the coming years. For
this purpose, the IEO has prepared a preliminary list
of candidate topics, from which the work programs
for the coming three years may be selected. As in the
past, the criteria used for selection gave priority
to topics that (i) had the greatest learning potential,
(i1) had the greatest interest among the wide range of
the IMF membership, and (iii) had been the subject
of controversy and criticism while bearing in mind
the IEO’s comparative advantage. In addition, prior-
ity was also given to topics with a potential for pro-
ducing recommendations that could assist the IMF
as it embarks on the process of developing medium-

5See www.imf.org/external/np/ieo/2001/eng/wp101901.pdf.
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Table 1.1. Completed and Ongoing IEO Work Programs

Project

Expected Completion!

Initial round of evaluation projects
Prolonged Use of IMF Resources

Completed

The IMF and Recent Capital Account Crises: Indonesia,

Korea, Brazil
Fiscal Adjustment in IMF-Supported Programs

FY2004 work program
The IMF and Argentina

Poverty Reduction Strategy Papers and the Poverty

Reduction and Growth Facility
IMF Technical Assistance

FY2005 work program
IMP’s Approach to Capital Account Liberalization
IMF Assistance to Jordan
Financial Sector Assessment Program
Multilateral Surveillance

FY2006 work program?
IMF Structural Conditionality

Completed
Completed

Completed

Completed
Completed January 2005

February 2005
April 2005
September/October 2005
Last quarter of 2005

First quarter of 2006

IThe date refers to the time the completed report (and management/staff comments) is expected to be circulated to the
Board. The timing of the actual Board discussion of each project is set as part of the overall schedule of the Executive Board
and is not under the IEQ’s control. Publication is decided by the Board and takes place after the Board discussion.

2The remainder of the work program for FY2006 will be announced in the first quarter of 2005.

and long-term strategies. The list is being posted on
the IEO website and is reproduced in Appendix 3.
Comments are invited and may be directed to
ieo@imf.org. The actual work program will be an-
nounced annually, and it is expected that the pro-
gram for FY2006 will be announced in the first
quarter of 2005.

Transparency and Accountability

For IEO evaluations to have credibility, it is im-
portant that they be conducted in a transparent man-
ner, with adequate opportunity given to different
stakeholders, especially those outside the IMF, to
provide relevant inputs. To meet these objectives, the
IEO has developed procedures that allow for exten-
sive consultations in designing the evaluation project
and also for receiving substantive inputs during im-
plementation.

To ensure consultation at the design stage, each
evaluation begins with the preparation of an issues
paper that identifies the questions to be addressed and,
to the extent possible, the methodology to be fol-
lowed. The IEO seeks comments on this document
from Executive Directors, IMF staff and management,
member country governments (especially in the case
of evaluations involving individual countries), and
other interested observers. The issues paper is posted
on the IEO website (www.imf.org/ieo) to elicit com-
ments from a wider set of interested external ob-

servers. The comments received are taken into ac-
count in determining the final terms of reference for
the study, which are also posted on the website.

The responsibility for the research undertaken
and the conclusions reached must necessarily rest
with the IEO. However, in conducting its evalua-
tions the IEO interacts extensively with concerned
parties both inside and outside the IMF. A unique
feature of IEO evaluations, which distinguishes
them from other external analyses of IMF activi-
ties, is that the IEO has access to internal IMF doc-
uments not normally made public and can also in-
terview IMF staff concerned with the subject of the
evaluation. For evaluations involving individual
countries, consultations are held in the country
concerned with both the authorities and a broad
range of other interested parties, including civil so-
ciety. Furthermore, the issues paper posted on the
IEO website specifically invites interested parties
to make submissions to the IEO on topics covered
by the issues paper.

An important aspect of transparency and credibil-
ity is the assurance that IEO reports will be pub-
lished and disseminated to a wide audience. The
IEO’s terms of reference provide that the reports,
once they have been considered by the Executive
Board, will be promptly published “unless in excep-
tional circumstances the Executive Board were to
decide otherwise.” All five evaluation reports pre-
pared in the course of the first two years of the IEO’s
operations have been published.
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To ensure full transparency, IEO reports are pub-
lished in the form in which they were submitted to
the Executive Board, without being changed in any
way in light of comments received from manage-
ment.® Comments received on the evaluation report
from IMF management and staff, along with the
IEO’s reactions to those comments, if any, are sub-
mitted to the Executive Board as separate docu-
ments for the Board meeting at which the evaluation
report is discussed. These documents are published
together with the evaluation report and a summary
of the Executive Board discussion. Once released to
the public, the report is immediately posted on the
IEO’s website, followed by publication of the print
version.

Outreach Activities, Opportunities for
Feedback, and Follow-Up

One of the objectives of the IEO is to promote
greater understanding of the work of the IMF. Ac-
cordingly, once an evaluation report is made public,
the IEO engages in external outreach to make the
evaluation report and the Board’s decisions on it
available to a wider audience. To promote this objec-
tive, various outreach events are organized to discuss
each report after publication. To increase accessibil-
ity of the evaluation messages, a number of the
country case studies have been translated into rele-
vant local languages.”

During the past 18 months, the IEO participated
in a number of outreach seminars and mid-pipeline
workshops, generally at the invitation of third-party
organizers. These are listed in Appendix 4.8

Following the approach begun in the Annual Re-
port 2003, this report describes the status of follow-
up on the five IEO evaluations completed to date.

oThe only exception would be for purely factual corrections,
for which an errata page, identifying the specific corrections
made, would be issued.

7A full list of IEO publications is available on the IEO website
at www.imf.org/external/np/ieo/pap.asp.

8We would especially like to express our gratitude to InWent,
Capacity Building International of Germany for hosting an an-
nual workshop on IEO evaluation projects that has allowed us to
receive feedback on completed and ongoing projects from a wide
range of participants from Europe as well as from developing
countries most directly associated with the various evaluations.

The matrices contained in Appendixes 5-9 track
specific recommendations for each evaluation, not-
ing the Executive Board’s response to, and degree of
support for, each recommendation; management’s or
staff’s intended follow-up; and any actions to imple-
ment the recommendations that have been taken to
date. Staff inputs are sought on the descriptions of
the follow-up, but the final judgment on the lan-
guage used is that of the IEO. This has proven to be
a useful mechanism to track the extent to which IEO
evaluations have elicited a response from the IMF to
change aspects of its policies and operations. That
said, the matrices are essentially of a descriptive na-
ture and are not intended to make judgments on the
effectiveness of follow-up actions in achieving their
intended objectives.?

Relations with Other Evaluation
Offices

Since independent evaluation is now a feature of
all IFIs and there are evaluation offices in all bilat-
eral donor agencies, there are networks of such of-
fices that exchange information on issues of mutual
interest, including methodological approaches. The
IEO is a member of the Evaluation Cooperation
Group, which comprises the evaluation offices of
multilateral development banks and the IMF
and aims to strengthen the use of evaluation for
greater effectiveness and accountability as well as to
share lessons and harmonize approaches (www.
ecgnet. org). The IEO also participates in the activi-
ties of the Development Assistance Committee
Working Party on Aid Evaluation, an international
network for development evaluation experts and
managers under the auspices of the Organization for
Economic Cooperation and Development (OECD),
which seeks to improve evaluation practice by shar-
ing methods and experience and by elaborating tech-
nical guidance.

9Where subsequent internal assessments—for example, in the
context of the regular biennial reviews of IMF surveillance and
conditionality—assess progress on particular issues, the results
are reported in the matrices, but without implying any IEO en-
dorsement of these internal assessments. The role of the IEO in
following up on evaluation recommendations may be revisited
following the evaluation of the IEO itself.



his chapter summarizes the main findings and

recommendations of the two most recently
completed evaluation reports along with the conclu-
sions reached in the respective Executive Board dis-
cussions. It also briefly updates the status of the
Technical Assistance evaluation, which is expected
to go to the Board at the beginning of 2005.

Poverty Reduction Strategy Papers
and the Poverty Reduction and
Growth Facility

The IMF and the World Bank introduced Poverty
Reduction Strategy Papers (PRSPs) in 1999 to en-
courage broader-based participation in the develop-
ment of country-owned, long-term strategies for
growth and poverty reduction in low-income coun-
tries. Concurrently, the IMF transformed its conces-
sional lending facility into the Poverty Reduction
and Growth Facility (PRGF). PRSPs were intended
to provide the basis for IMF and World Bank assis-
tance to their low-income members. In particular,
PRGF-supported programs were expected to be de-
rived from PRSPs.

The IEO’s evaluation focused on the role of the
IMF in the Poverty Reduction Strategy (PRS)
process and on the extent to which the PRGF is liv-
ing up to the key features that were supposed to dis-
tinguish it from its predecessor—the Enhanced
Structural Adjustment Facility. This evaluation was
conducted in parallel with one by the World Bank’s
Operations Evaluation Department (OED), which
assessed the effectiveness of the World Bank’s sup-
port to the PRS process. Collaboration between the
IEO and the OED included jointly undertaking a
number of country case studies.!0

10Four joint country case studies (Mozambique, Nicaragua,
Tajikistan, and Tanzania) were undertaken. In addition, both insti-
tutions’ evaluations drew on country case studies prepared sepa-
rately by the IEO (Guinea and Vietnam) and the OED (Albania,
Cambodia, Ethiopia, and Mauritania). For all ten case studies, a

Evaluation Projects Undertaken
in FY2003-04

Major findings

The evaluation concluded that while the PRS ap-
proach has the potential to encourage the develop-
ment of country-owned and credible long-term
strategies for growth and poverty reduction, actual
achievements thus far had fallen considerably short
of potential. It attributed this outcome, in part, to
shortcomings in the design of the initiative that have
reduced its effectiveness, including a lack of clarity
about the role that the IMF should play. More spe-
cific findings are summarized below.

Participation and ownership

Participation in the formulation of PRSPs was
found to be generally more broadly based than in
previous approaches, although it was typically not
designed to strengthen existing domestic institu-
tional processes for policy formulation and ac-
countability (for example, through parliament).
In terms of the outputs from this participatory
process in areas of direct relevance to the IMF,
there has been limited discussion of alternative pol-
icy options related to the macroeconomic frame-
work and macro-relevant structural reforms. The
report attributes this in part to the absence of mech-
anisms to ensure that key macroeconomic issues
are aired.

Results in terms of ownership have been mixed,
with the least change in macroeconomic policy
areas. In these areas, there has been relatively strong
ownership in a narrow circle of official stakeholders
responsible for driving the process, but much less
among other domestic stakeholders. There continues
to be a widespread perception that the PRS approach
is overly influenced by the procedural requirements
of the Bretton Woods institutions.

joint IEO/OED survey of local stakeholders was undertaken. A
compendium volume providing summaries of all ten case studies
is being published and the six full case studies in which IEO was
directly involved are available in English and relevant other lan-
guages on the IEO website at www.imf.org/External/NP/ieo/
2004/prspprgf/eng/index.htm.
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Content of PRSPs and implementation issues

In general, strategies outlined in PRSPs were
found to be an improvement over previous develop-
ment strategies, in the sense of providing greater
poverty focus, a longer-term perspective, and some
orientation toward results. However, most PRSPs
were found to fall short of providing a strategic road
map for policymaking, especially in the area of
macroeconomic and related structural policies.
PRSPs often avoided addressing key strategic
choices involving “controversial” structural reforms.
Thus, in many cases, PRSPs do not yet provide a
policy framework in which PRGF-supported pro-
grams can be anchored. In a few countries where the
process is beginning to be embedded in domestic in-
stitutions, there are signs of feedback from initial
implementation to policy design, but these remain a
minority.

Capacity constraints have impeded implementa-
tion. There has been insufficient attention to devel-
oping a systematic plan of action to strengthen ca-
pacity, including in the IMF’s areas of primary
competence. For example, budgetary processes are
weak, and the linkages between the PRSP, medium-
term expenditure frameworks, and budgets are gen-
erally poor. In particular, public expenditure man-
agement systems are generally too weak to allow the
PRSP to play a central role in implementing expen-
diture priorities or modifying them on the basis of
feedback on actual costs and outcomes.

Joint Staff Assessments

The evaluation found that, on balance, Joint Staff
Assessments (JSAs) have not adequately performed
the many tasks expected of them. Their main contri-
bution has been in giving feedback to country au-
thorities on weaknesses in PRSPs, but they are virtu-
ally unknown outside narrow official circles and
consequently have had no impact on broad policy
debates in countries. They also do not incorporate
systematic inputs from development partners and, in
practice, have played a limited role in informing
lending decisions, including those of the Bretton
Woods institutions. Factors limiting the usefulness
of assessments include the lack of explicit bench-
marks in most areas on which to base assessments
and the fact that they were constrained to reach a bi-
nary (yes or no) conclusion on whether the strategies
presented in PRSPs constituted a sound basis for
concessional lending by the two institutions.

The role of the IMF

The effectiveness of the IMF’s contribution has
varied considerably across different components of
the PRS initiative and across countries, with marked
differences between “good” and “average” practice.

Its overall contribution has fallen well short of the
very ambitious goals set in the original policy docu-
ments. In particular:

* IMF staff typically did not participate actively to
inform the policy debate among domestic stake-
holders during the PRS formulation process; in
fact, IMF staff generally interpreted the empha-
sis on country ownership as implying that in-
volvement on their part should be limited.

IMF contributions to developing a better under-
standing of country-specific micro-macro link-
ages have also been fairly limited. Although the
process has led to much greater awareness
within the IMF of the need for ex ante poverty
and social impact analysis—with some “good
practice” exceptions—this has not yet translated
into general use of such analysis in program de-
sign. Part of the problem is that the PRS process
itself does not yet generate sufficient signals—
or accountability—on what the Bretton Woods
institutions themselves should be delivering in
terms of capacity-strengthening priorities.

On the positive side, there are signs that the “pol-
icy space” in the macroeconomic area has widened—
in the sense of greater openness on the part of
the IMF to considering alternative country-driven
policies—at least in countries where macroeconomic
stabilization is no longer a pressing issue.

PRGF-supported programs

Success in embedding the PRGF in the overall
strategy for growth and poverty reduction has been
limited in most cases, partly reflecting shortcomings
in the strategies themselves. Nevertheless, program
design under the PRGF has incorporated greater fis-
cal flexibility to accommodate aid flows, and there is
no evidence of generalized “aid pessimism” or a sys-
tematic ‘“disinflation” bias. Expenditures designated
as poverty reducing have increased markedly since
1999, although there are questions about how “pro-
poor” some of this spending is. IMF structural con-
ditionality has been streamlined, but the evaluation
was not able to reach a definitive conclusion on what
has happened to aggregate IMF—World Bank condi-
tionality, which is not monitored systematically by
the institutions. There were only minor improve-
ments in various measures of program implementa-
tion under the PRGF.

Outcomes

* Measures of the quality of policies and institu-
tions by the IMF and the World Bank suggest
that countries adopting poverty reduction
strategies generally started out in a better posi-



tion, but did not improve at a faster pace, than
those low-income countries that did not adopt
such strategies.

e Short-term growth for PRSP/PRGF countries is
only marginally higher than in the earlier period.
However, these countries seem to have weathered
the worsening of the external environment in
2000-02 better than other low-income countries.

* Evidence on poverty-related outcomes, drawn
from the parallel OED evaluation, is still too lim-
ited to reach definitive conclusions. The most no-
table improvements concern various input- and
output-related measures (for example, number of
teachers, school enrollment, and vaccination
rates), but outcomes such as maternal and infant
mortality rates have generally not improved.

Recommendations

The report makes six broad recommendations:
three on aligning incentives with the objectives of
the PRSP/PRGF approach, and three on improving
the IMF’s effectiveness.

Aligning incentives and objectives

Recommendation 1. Introduce greater flexibility
in the implementation of the PRS approach to fit bet-
ter the needs of countries at different stages of the
process and with different capacities and political
and administrative systems.

Countries need to be put even more firmly in the
driver’s seat by determining themselves:

(i) how the policy formulation, implementation,
and monitoring processes will be conducted
and built up over time, and with what rules of
the game;

(i1) what the output of these processes will be in
terms of documents (for example, PRSP,
Progress Reports, and the like) and on what
periodicity they will be prepared, relying as
much as possible on domestic institutional
arrangements and reporting vehicles.

IMF process requirements, such as linking re-
views under the PRGF to completion of specific
PRSP documents, should be minimized and oriented
around domestic processes so that they do not con-
flict with domestic timetables and/or duplicate do-
mestic instruments.

Recommendation 2. Shift the emphasis of the ini-
tiative from the production of documents to the de-
velopment of sound domestic policy formulation and
implementation processes.

Chapter 2 ¢ Evaluation Projects Undertaken in FY2003-04

Implementation of this recommendation would
involve the following elements:

(i) As a way of building in a greater orientation
toward results, countries should be encouraged
to establish—with help from the IMF and the
World Bank where needed—substantive crite-
ria for judging progress toward key intermedi-
ate objectives.

(i1) A shift in the emphasis of the incentives struc-
ture faced by countries from procedural
changes and production of documents to
achieving substantive changes in domestic
processes and policies. The new set of incen-
tives would have the following elements:

e Transparency. Countries should present
their intentions and objectives, along
with the benchmarks selected to monitor
progress, in a manner open to public
scrutiny.

Accountability. IMF (and World Bank) staff
would be responsible for providing clear and
candid assessments of the progress made by
each country in implementing the PRS ap-
proach, both in relation to the goals set by
the country itself and against initiative-wide
benchmarks.

Support by the Bretton Woods institutions.
IMF (and World Bank) staff would help
countries identify key constraints in making
progress toward PRS objectives and support
efforts to ameliorate them.

Selectivity. Donor decisions on the volume
of resources provided should be linked to
the progress countries are making under the
approach. To facilitate this, IMF assess-
ments in its area of expertise need to provide
as clear and candid a signal as possible. The
criteria guiding the IMF’s own lending deci-
sions under the PRS approach could also be
improved in this regard.

Recommendation 3. Clarify the purpose of the
JSAs and redefine the vehicle accordingly.

The report’s recommendations on JSAs include
the following:

(1) JSAs should focus on the adequacy of domes-
tic policy choices and the quality of domestic
processes as well as on progress toward inter-
mediate objectives, and less on the quality of
the PRSP as a document.

(i1) In order to foster clear and candid assessments,
JSAs should make explicit the criteria and
benchmarks used by IMF staff to form their
judgments, report the views of third parties
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(especially local stakeholders and donors)
when available and discuss any differences of
view, and eliminate the need to reach a binary
(yes or no) conclusion as to the adequacy of the
PRS process as a basis for concessional lend-
ing by the IMF and the World Bank. JSAs
should also aim to provide a graduated assess-
ment of the strength of the PRSP and related
processes as well as of the quality of policies.

Clarifying the IMF’s role and improving its effectiveness

Recommendation 4. Clarify what the PRS ap-
proach implies for the IMF’s own operations and
strengthen the implementation of the agreed role.

With respect to engagement in the PRS process,
more emphasis should be given to IMF activities that
facilitate the IMF’s participation in broad-based pol-
icy discussions in its areas of competence. The
IMF’s role should be tailored to country-specific cir-
cumstances, including to the government’s wishes;
the resulting country-specific “rules of the game”
should be made public and could describe how IMF
staff is expected to participate in the broader policy
debate.

With respect to PRGF-related activities, the ratio-
nale for IMF policy recommendations and program
design should be subjected to broader scrutiny and
debate. Possible steps in this direction could include
(i) facilitating wider dissemination and discussion of
IMF analysis that forms the basis of its policy advice
(including, where appropriate, TA reports); and (ii)
encouraging greater openness to “independent/exter-
nal voices” as inputs into program design, when
agreeable to the authorities.

There is a need to clarify the approach to be taken
by the IMF in those cases where the PRS approach
has added some value but has not yet produced an
operational road map or the necessary institutional
framework for implementation. Even in these cases,
there may be significant scope for opening up
the policy space and more systematically incorporat-
ing evidence on macro-micro linkages, including
through poverty and social impact analysis.

Recommendation 5. Strengthen prioritization and
accountability on what the IMF itself is supposed to
deliver within the broader partnership framework,
built around the priorities emerging from the PRS
process, and ensure resources match commitments.

The IMF should tailor its involvement more
closely to country needs, taking into account con-
tributions from other partners. This can be done by
generating, as part of the PRS process, specific pri-
ority actions for the IMF to assist the country con-
cerned to reach its national objectives. The IMF’s
own budgetary decisions on the allocation of ad-

ministrative resources would then be geared to
these priorities.

Recommendation 6. The IMF should encourage
a strengthening of the framework for establishing
the external resource envelope as part of the PRS
approach.

A country itself, not the IMF or the World Bank,
should eventually play the central role in elaborating
macro frameworks and catalyzing donor support.
The pace at which this transition can be made will
depend on specific capacity constraints in each
country, but country leadership seems essential to
“owning” the process. The IMF’s role would be to
provide debt and macroeconomic sustainability as-
sessments and judgments on the policy framework,
but the IMF would not be responsible for the “nor-
mative” judgment on appropriate aid levels over the
medium term.

The tension between “ambition” and “realism” in
determining the external resource envelope could be
handled by presenting alternative projections (con-
sistent with assumptions of stronger policy reforms
as well as additional external financing). The IMF
should provide increased analytical support for such
approaches when requested, but the choice to pre-
pare alternative projections should remain with the
country and should not be a uniform requirement.

Executive Board response!!

Executive Directors welcomed the report as a
valuable contribution to the ongoing review of how to
improve the effectiveness of the IMF’s engagement
with low-income countries. While most Directors
considered that the PRS approach has had a positive
impact on economic policy design and implementa-
tion, they stressed that substantial scope exists for
better implementation of the current approach, based
on the evolving experience and the directions of
change identified in the IEO report. At the same time,
Directors cautioned against drawing premature con-
clusions about the ultimate success of the PRS ap-
proach based on only five years of experience with its
implementation. They encouraged the staff to draw
on the IEO’s recommendations to deepen and refine
its analysis on ways to enhance the effectiveness of
the PRS approach. They looked forward to the rec-
ommendations of the management-led committee on
low-income country work to provide new impetus
and focus to IMF work on low-income countries.

The full Summing Up of the Executive Board discussion is
available on the IEO website at www.imf.org/External/NP/ieo/
2004/prspprgf/eng/index.htm. Staff and management responses to
the evaluation report are also available on the website.



The Executive Board’s responses to specific rec-
ommendations are summarized below.

Greater flexibility in implementation of PRS approach

Directors agreed that the PRS approach should be
implemented pragmatically and flexibly, bearing in
mind country-specific circumstances and capacity
constraints. They stressed the need to ensure that
IMF-supported programs are designed to assure
macroeconomic stability as well as to help members
accelerate the pace of progress toward the Millen-
nium Development Goals (MDGs). They indicated
that the PRGF should be tightly linked to PRSPs that
provide a sound operational road map. Where
PRSPs are not yet operationally viable, the IMF
should not insist on immediate tight alignment. In-
stead, IMF staff should focus on working with the
countries to strengthen the macroeconomic frame-
works in their PRSPs in order to move toward even-
tual alignment. At the same time, Directors cau-
tioned that increased flexibility should not imply
delinking the PRGF from the PRS process, and
noted that the IMF would still seek to apply the
PRSP principles in its program work.

Shift emphasis to the development of sound
domestic processes

Directors agreed that there should be less empha-
sis on document preparation, and more emphasis on
improving the capability of countries to develop and
implement policies supportive of growth and poverty
reduction. Some Directors agreed with the recom-
mendation that countries should set explicit criteria
for judging progress toward key intermediate objec-
tives and that IMF and World Bank staff should pro-
vide candid assessments of those benchmarks. Many
other Directors cautioned against excessive IMF in-
volvement in assessing a country’s decision-making
processes, which they feared would establish an un-
warranted direct linkage between such assessments
and IMF lending decisions, and which could under-
mine the legitimacy of domestic institutions and
processes. Directors noted that further discussion
would be needed on how the IMF should react in
cases where it believes that the pace of progress cho-
sen is not ambitious enough.

Joint Staff Assessments

Directors called for a reformulation of the JSA
approach to emphasize graduated rather than binary
assessments, with the objective of providing candid
feedback to countries. They looked forward to dis-
cussing specific recommendations presented by the
staff in the context of the annual Fund-Bank PRSP
Progress in Implementation report.
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Implications of the PRS approach for IMF operations

Directors agreed that the IMF needs to more
clearly set out its role in the PRS approach in each
country, based on the IMF’s core mandate in macro-
economic and related structural policy issues. Many
Directors supported a more active role for IMF staff
in the public debate on macroeconomic policy de-
sign and implementation, but others thought a more
proactive role would not be appropriate since it
could be seen as influencing the political decision-
making process of a country.

Strengthened prioritization and IMF accountability within
the broader partnership framework

Directors welcomed the IEO report’s emphasis on
the need to define priorities for the work of the IMF
in low-income countries. They indicated that the pri-
oritization of budget resources must be guided by
the IMF’s overall mandate. They called for a careful
assessment of the resource implications of adapting
the IMF’s role along the lines of the report’s recom-
mendations, and looked forward to staff views on
ways to improve the IMF’s involvement in the PRSP
in the context of forthcoming Executive Board dis-
cussions of the annual Fund-Bank PRSP Progress in
Implementation report and the review of the resident
representative program.

Framework for establishing external resources envelope

Directors indicated that the IMF should play a
supportive role with donors and low-income mem-
bers to help ensure adequate provision of aid to
achieve the MDGs. In this regard, the IMF needs to
consider how its signals can be clear and useful to its
members. In particular, IMF signals should not lead
to inappropriate interruption of long-term develop-
ment and poverty reduction finance.

The Role of the IMF in Argentina,
1991-2001

The Argentine crisis of 2000-02 was among the
most severe of recent currency crises. In December
2001, Argentina defaulted on its sovereign debt and
soon afterwards abandoned the convertibility regime,
under which the peso had been pegged at parity with
the U.S. dollar since 1991. The crisis had a devastat-
ing economic and social impact, causing many ob-
servers to question the role played by the IMF over
the preceding decade when it was almost continu-
ously engaged in Argentina through five successive
financing arrangements.

The evaluation report examined the role of the
IMF in Argentina during 1999-2001, taking advan-
tage of the IEO’s unique access to internal docu-
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ments, in order to draw lessons for the IMF in im-
proving both its surveillance and crisis management
capabilities in the future. In accordance with the
IEO’s terms of reference, the report did not assess is-
sues that would have a direct bearing on ongoing op-
erations and hence did not discuss developments
later than the first few days of 2002.

Overview

Argentina’s convertibility regime was a stabiliza-
tion device to deal with the hyperinflation that ex-
isted at the beginning of the 1990s, and in achieving
this goal, it was very successful. The regime was
also part of a larger Convertibility Plan, which in-
cluded a broader agenda of market-oriented struc-
tural reforms designed to promote efficiency and
productivity in the economy. Under the Convertibil-
ity Plan, Argentina saw a marked improvement in
its economic performance, particularly during the
early years. Inflation, which was raging at a
monthly rate of 27 percent in early 1991, declined
to single digits in 1993 and remained low thereafter.
Growth was solid through early 1998, except for a
brief setback associated with the Mexican crisis,
and averaged nearly 6 percent. Attracted by a more
investment-friendly climate, Argentina experienced
large capital inflows in the form of portfolio and di-
rect investments.

These impressive gains, however, masked emerg-
ing vulnerabilities, which came to light when a se-
ries of external shocks began to hit Argentina and
caused growth to slow down in the second half of
1998. Fiscal policy, though improved from the pre-
vious decades, led to a steady increase in the stock
of debt, much of which was foreign currency de-
nominated and externally held. The convertibility
regime ruled out nominal depreciation when a de-
preciation of the real exchange rate was warranted
by, among other things, the sustained appreciation
of the U.S. dollar and the devaluation of the Brazil-
ian real in early 1999. Deflation and output contrac-
tion set in, while Argentina faced increasingly
tighter financing constraints amid investor concerns
over fiscal solvency.

The crisis resulted from the failure of Argentine
policymakers to take necessary corrective measures
sufficiently early, particularly in the consistency of
fiscal policy with their choice of exchange rate
regime. Moreover, these policymakers had owner-
ship in the fundamental policy choices, including in
particular the commitment to the convertibility
regime. However, the IMF on its part erred in the
precrisis period by supporting the country’s weak
policies too long, even after it had become evident in
the late 1990s that the political ability to deliver the
necessary fiscal discipline and structural reforms

was lacking. By the time the crisis hit Argentina in
late 2000, there were grave concerns about the coun-
try’s exchange rate and debt sustainability, but there
was no easy solution. Given the extensive dollariza-
tion of the economy, the costs of exiting the convert-
ibility regime were already very large. The IMF sup-
ported Argentina’s efforts to preserve the exchange
rate regime with a substantial commitment of re-
sources, which was subsequently augmented on two
occasions. This support was justifiable initially, but
the IMF continued to provide support through 2001
despite growing signs that the existing policy regime
was unsustainable and despite repeated policy inade-
quacies. In retrospect, the resources used in an at-
tempt to preserve the policy regime during 2001
could have been better used to mitigate at least some
of the inevitable costs of exit.

Major findings
Surveillance

Exchange rate policy. Although the IMF was ini-
tially skeptical of the convertibility regime’s
medium-term viability, its internal views as well as
public statements became much more upbeat when
Argentina—with financial support from the IMF—
successfully weathered the aftermath of the Mexican
crisis, at which time the IMF endorsed the convert-
ibility regime as essential to price stability and fun-
damentally viable. Following the devaluation of the
Brazilian real in early 1999, IMF staff began to con-
sider more seriously the viability of the peg and pos-
sible exit strategies but, by this time, the risks and
costs associated with any exit were already very
high. Throughout the precrisis period, little substan-
tive discussion took place with the authorities or at
the Executive Board on Argentina’s exchange rate
policy.

Fiscal policy. The choice of the convertibility
regime made fiscal policy especially important. Fis-
cal policy was rightly the focus of discussion with
the authorities throughout the period, but the IMF’s
analysis was handicapped by its focus on annual
deficits, insufficient attention to the provincial fi-
nances, and overestimation of the sustainable level
of public debt for a country with Argentina’s charac-
teristics (such as a small export sector, a small tax
revenue base, high interest rates, and small domestic
capital markets). Enforcement of fiscal conditional-
ity was also weak. While fiscal policy improved
from previous decades, the initial gains were not
sustained and the election-driven increase in public
spending led to a sharp deterioration in fiscal disci-
pline in 1999. As a result, the stock of public debt
steadily increased, which diminished the ability of
the authorities to use countercyclical fiscal policy
when the recession deepened.



Structural reforms. The IMF correctly identified
structural fiscal reforms, social security reform, labor
market reform, and financial sector reform as essen-
tial to enhancing the medium-term viability of the
convertibility regime by promoting fiscal discipline,
flexibility, and investment. Most of the initiatives for
reform in these areas came from the authorities, with
the role of the IMF largely limited to providing TA in
the fiscal areas. In fact, the remarkable feature of the
successive IMF-supported programs with Argentina
was the paucity of formal structural conditionality.
Some gains were made in the early years, but the
long-standing political obstacles to deeper reforms
proved formidable. Little progress was made in later
years, but the lack of strong structural conditionality
fostered a continued program engagement with Ar-
gentina, when the evident lack of substantive
progress in structural reform should have called for
an end to the program relationship.

Crisis management, 200001

In the fall of 2000, Argentina effectively lost ac-
cess to voluntary sources of financing. The authori-
ties approached the IMF for a substantial augmenta-
tion of financial support under the Stand-By
Arrangement (SBA) approved in March 2000, which
up to that time had been treated as precautionary. In
response, from January to September 2001, the IMF
made three decisions to provide exceptional financial
support to Argentina, raising its total commitments to
US$22 billion. In December 2001, however, the fifth
review of the program was not completed, which
marked the effective cutoff of IMF financial support.
The evaluation report assesses the key decisions
made by the IMF during this period, bearing in mind
the information available to the staff, management,
and the Executive Board at the time.

The augmentation decision in January 2001. The
decision to augment the existing arrangement was
based on the diagnosis that Argentina faced primar-
ily a liquidity crisis and that any exchange rate or
debt sustainability problem was manageable with
strong action on the fiscal and structural fronts. The
IMF was well aware that the costs of a fundamental
change in the policy framework would be very large.
It wished to give the authorities the benefit of the
doubt, when they were evidently committed to mak-
ing strong policy corrections. Given the probabilistic
nature of any such decision, the chosen strategy may
well have worked if the assumptions had turned out
to be correct (which they were not) and if the agreed
program had been impeccably executed by the au-
thorities (which it was not). The critical error was
the failure to have an exit strategy, including a con-
tingency plan, in place, inasmuch as the strategy was
known to be highly risky.
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The decisions to complete the third review in May
and to further augment the arrangement in Septem-
ber 2001. While these decisions also had to be made
in circumstances of great uncertainty, the weak im-
plementation of the program in early 2001 and the
adoption—without consultation with the IMF—of a
series of controversial and market-shaking measures
by the authorities after March 2001 should have pro-
vided ample ground for concluding that the initial
strategy had failed. In fact, even within the IMF,
there was an increasing recognition that Argentina
had an unsustainable debt profile, an unsustainable
exchange rate peg, or both. Yet, no alternative course
of action was presented to the Board, and decisions
were made to continue disbursing funds to Argentina
under the existing policy framework, on the basis of
largely noneconomic considerations (such as to
make sure that the country, and not the IMF, took re-
sponsibility for the critical decisions needed), and in
hopes of seeing a turnaround in market confidence
and buying time until the external economic situa-
tion improved.

The decision not to complete the review in De-
cember 2001. After the September augmentation,
economic activity and market confidence continued
to collapse, making it virtually impossible to
achieve the program’s targets and salvage convert-
ibility. While aware of this predicament, the IMF
did not press the authorities for a fundamental
change in the policy regime and announced in early
December that the pending review could not be
completed under the circumstances. Within a month
of this announcement, economic, social, and politi-
cal dislocation occurred simultaneously, leading to
the resignation of the President, default on Ar-
gentina’s sovereign debt, and the abandonment of
convertibility, soon followed by government deci-
sions that further amplified the costs of the collapse
of convertibility. In those circumstances, the IMF
was unable to provide much help and largely stood
by as the crisis unraveled.

The decision-making process. Several weaknesses
were evident in the IMF’s decision-making process.
First, contingency planning by IMF staff was insuffi-
cient. Too much attention was given to determin-
ing—inconclusively—which alternative policy
framework should be recommended to the authori-
ties, while little effort was made to determine what
practical steps the IMF should take if the chosen
strategy failed. Second, from March 2001 onward,
the relationship between the IMF and the authorities
became less cooperative, with the authorities taking
policy initiatives that the IMF viewed as misguided
but felt compelled to endorse. The authorities re-
mained unwilling to discuss any alternative plan.
Third, insufficient attention was paid to the risks of
giving the authorities the benefit of the doubt beyond
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the point where sustainability was clearly in ques-
tion. Fourth, the Executive Board did not fully per-
form its oversight responsibility, exploring the po-
tential trade-offs between alternative options. To
some extent, this reflected the fact that some key de-
cisions took place outside the Board and that some
critical issues were judged by management to be too
sensitive for open discussion in the full Board.

Lessons from the Argentine crisis

The Argentine crisis yields a number of lessons
for the IMF, some of which have already been incor-
porated into revised policies and procedures. The
evaluation identified 10 lessons.

Surveillance and program design

e Lesson I. While the choice of exchange rate
regime belongs to country authorities, the IMF
must exercise firm surveillance to ensure that
the choice is consistent with other policies and
constraints. Candid discussion of exchange rate
policy, particularly when a fixed peg is involved,
must become a routine exercise.

Lesson 2. The level of sustainable debt for
emerging market economies may be lower than
had been thought, depending on a country’s eco-
nomic characteristics. The conduct of fiscal pol-
icy should be sensitive to the overall stock of
public debt.

Lesson 3. The authorities’ decision to treat an
arrangement as precautionary should not weaken
standards for IMF support. Weak program design
and weak implementation in the context of
arrangements being treated as precautionary do
not help a country address its potential vulnera-
bilities. When there is no balance of payments
need and there are serious political obstacles to
needed policy adjustment or reform, it may be
better not to agree to an arrangement, thus sub-
jecting the country to market discipline rather
than to program reviews by the IMF.

Lesson 4. Emphasis on country ownership in
IMF-supported programs can lead to an undesir-
able outcome, if ownership means misguided or
excessively weak policies. The IMF should be
prepared not to support strongly owned policies
if it judges they are inadequate to generate a de-
sired outcome.

Lesson 5. Favorable macroeconomic perfor-
mance, even if sustained over some period of
time, can mask underlying institutional weak-
nesses that may become insuperable obstacles to
any quick restoration of confidence, if growth is

disrupted by unfavorable external develop-
ments. The IMF may have only a limited role to
play when institutional weaknesses are deeply
rooted in the political system, and structural
conditionality cannot substitute for domestic
ownership of the underlying reforms.

Crisis management

* Lesson 6. Decisions to support a given policy
framework necessarily involve a probabilistic
judgment, but it is important to make this judg-
ment as rigorously as possible, and to have a
fallback strategy from the outset in case some
critical assumptions do not materialize.

Lesson 7. The catalytic approach to the resolu-
tion of a capital account crisis works only under
quite stringent conditions. When there are well-
founded concerns over debt and exchange rate
sustainability, it is unreasonable to expect a vol-
untary reversal of capital flows.

Lesson 8. Voluntary, market-based debt restruc-
turing is costly and unlikely to improve debt
sustainability if it is undertaken under crisis
conditions and without a credible, comprehen-
sive economic strategy. Only a form of debt re-
structuring that leads to a reduction of the net
present value of debt payments or, if the debt is
believed to be sustainable, a large financing
package by the official sector have a chance to
reverse unfavorable debt dynamics.

Lesson 9. Delaying the action required to re-
solve a crisis can significantly raise its eventual
cost, as delayed action can inevitably lead to
further output loss, additional capital flight, and
erosion of asset quality in the banking system.
To minimize the costs of any crisis, the IMF
must take a proactive approach to crisis resolu-
tion, including providing financial support to a
policy shift, which is bound to be costly regard-
less of when it is made.

The decision-making process

Lesson 10. In order to minimize error and in-
crease effectiveness, the IMF’s decision-making
process must be improved in terms of risk
analysis, accountability, and predictability. A
more rule-based decision-making procedure,
with greater ex ante specification of the circum-
stances in which financial support will be avail-
able, may facilitate a faster resolution of a crisis,
though the outcome may not always be opti-
mum. Recent modifications to the exceptional
access policy have already moved some way in
this direction.



Recommendations

On the basis of these lessons, the evaluation of-
fered six sets of recommendations in order to
strengthen the initiatives already being taken.

Crisis management

* Recommendation 1. The IMF should have a
contingency strategy from the outset of a crisis,
including in particular “stop-loss rules”—that
is, a set of criteria to determine if the initial
strategy is working and to guide the decision on
when a change in approach is needed.

* Recommendation 2. Where the sustainability of
debt or the exchange rate is in question, the IMF
should indicate that its support is conditional
upon a meaningful shift in the country’s policy
while remaining actively engaged to foster such
a shift. High priority should be given to defining
the role of the IMF when a country seeking ex-
ceptional access has a solvency problem.

Surveillance

* Recommendation 3. Medium-term exchange
rate and debt sustainability should form the core
focus of IMF surveillance. To fulfill these objec-
tives (which are already current policy), the IMF
needs to improve tools for assessing the equilib-
rium real exchange rate that are more forward
looking and rely on a variety of criteria, exam-
ine debt profiles from the perspective of “debt
intolerance,” and take a longer-term perspective
on vulnerabilities that could surface over the
medium term.

Program relationship

* Recommendation 4. The IMF should refrain
from entering or maintaining a program rela-
tionship with a member country when there is
no immediate balance of payments need and
there are serious political obstacles to needed
policy adjustment or reform.

* Recommendation 5. Exceptional access should
entail a presumption of close cooperation be-
tween the authorities and the IMF, and special
incentives to forge such close collaboration
should be adopted, including mandatory disclo-
sure to the Board of any critical issue or infor-
mation that the authorities refuse to discuss with
(or disclose to) the staff or management.

The decision-making process

* Recommendation 6. In order to strengthen the
role of the Executive Board, procedures should
be adopted to encourage: (i) effective Board

Chapter 2 ¢ Evaluation Projects Undertaken in FY2003-04

oversight of decisions under management’s
purview; (ii) provision of candid and full infor-
mation to the Board on all issues relevant to de-
cision making; and (iii) open exchanges of
views between management and the Board on
all topics, including the most sensitive ones.
These initiatives will be successful only insofar
as IMF shareholders—especially the largest
ones—collectively uphold the role of the Board
as the prime locus of decision making in the
IMF. Some possible steps to modify Board pro-
cedures to strengthen governance are discussed
in the concluding section of the report.

Executive Board response!2

The Executive Board discussed the report on July
26, 2004. The Board welcomed the report and
broadly endorsed the thrust of its findings, lessons,
and recommendations. While noting that many of
the report’s recommendations were in line with poli-
cies and reforms that had recently been imple-
mented, Executive Directors stressed the importance
of making further progress in incorporating them
into the IMF’s operations and decision-making
process.

Crisis management. Most Directors viewed con-
tingency planning as useful. However, many Direc-
tors noted the difficulty of assessing the various con-
tingencies that might occur in a crisis or precrisis
setting and that an element of prompt adaptation to
rapidly evolving events is unavoidable. Concern was
also expressed that any indication that the IMF was
developing a contingency plan could undermine con-
fidence in the program. As regards ‘“‘stop-loss” rules,
most felt that defining and implementing such rules
would be difficult or impractical. Directors agreed
with the report’s recommendation that the IMF’s fi-
nancial support should be conditional upon a mean-
ingful shift in the country’s policy when the sustain-
ability of debt or the exchange rate is in question.

Surveillance. The Board agreed with the report’s
recommendation that medium-term exchange rate
and debt sustainability analyses should form the core
focus of surveillance. Directors stressed the need for
greater candor in the treatment of exchange rate pol-
icy during Article IV discussions, both in meetings
with the authorities and in information presented to
the Executive Board. They suggested that IMF staff
should explore the scope to establish procedures for

12The full Summing Up of the Executive Board discussion is
available on the IEO website at www.imf.org/External/NP/ieo/
2004/arg/eng/index.htm. Staff and management responses to the
evaluation report as well as a statement to Executive Board
members from the Argentine authorities are also available on
the website.



CHAPTER 2 « EVALUATION PROJECTS UNDERTAKEN IN FY2003-04

handling sensitive topics during surveillance exer-
cises in order to strike an appropriate balance be-
tween candor and confidentiality. As to debt sustain-
ability analysis, while noting the progress made thus
far, Directors asked the staff to continue to sharpen
its analytical tools.

Program relationship. While noting the possible
risks associated with precautionary arrangements,
most Directors did not agree that standards for such
arrangements tended to be weaker. As regards the
presumption of close cooperation between the IMF
and country authorities under exceptional access,
Directors stressed that all cases of the use of IMF re-
sources should entail such presumption and encour-
aged management and staff to keep the Board fully
informed of the state of program discussions. Many
Directors agreed with the report’s recommendation
that there should be a requirement of mandatory dis-
closure to the Board of any critical issues that the
authorities refuse to discuss.

The decision-making process. Directors were
concerned with the report’s assessment of the IMF’s
decision-making procedures during the crisis, espe-
cially the role of the Board. A number of Directors
saw a need for further discussion of approaches to
strengthen the Board’s role. While noting some
progress, including the procedures for exceptional
access adopted since the Argentina crisis, Directors
called for further efforts to enhance decision making
by the Board, including improving the provision of
full information on all issues relevant to decision
making, and opening exchanges of views between
management and the Board on all topics, including
the most sensitive ones.

Technical Assistance Provided
by the IMF!3

The IMF has provided a significant amount of TA
to member countries over the years. In terms of per-
son years, direct TA activities account for about 12
percent of the institution’s administrative budget.
The objectives of TA are twofold: (i) to support the
efforts of members to strengthen their capacity—in

I3A detailed issues paper/terms of reference for the evaluation
is available on the IEO website at www.imf.org/external/np/ieo/
2003/tas/tasip.htm.

both human and institutional resources—to formu-
late and implement sustainable, growth-oriented,
and poverty-reducing policies; and (ii) to assist
countries in designing appropriate macroeconomic
and structural policy reforms, taking into account the
lessons learned by other countries in addressing sim-
ilar economic policy concerns.

This evaluation is in its final stage, and the report
will be presented to the IMF Executive Board in
early 2005. The evaluation will be addressing the
following set of questions as well as providing rec-
ommendations on:

* What factors determine the allocation of TA re-
sources across countries? How are TA priorities
selected at the country level and across coun-
tries, and how well are they related to countries’
broader economic policy strategies? How is the
balance between short-term TA (to support the
policy advice of the IMF) and long-term TA (to
support institution building) being established?
What can be done to make the prioritization of
TA more strategic?

* What can be learned about specific modalities
of TA delivery and ways to interact with author-
ities during its implementation in order to in-
crease the effectiveness of TA? What can be
done to enhance the participation of the authori-
ties in the design of TA activities?

* What has been the impact of TA, and how is
progress being tracked and monitored? What are
the key factors (under the control of the IMF or
the authorities) that enhance the impact of TA?
How effectively does the allocation and design
of TA respond to such feedback?

In order to address these questions, the evaluation
uses different data sets and methodologies, including
cross-country and time series allocations of field
time devoted to TA, desk studies to assess the link
between strategic documentation (such as Article IV
reports and PRSPs) and a particular TA program,
and interviews with IMF staff. The evaluation also
includes six in-depth country studies designed
to elicit the views of authorities and local counter-
parts. As part of the case studies, field visits have
been made to Cambodia, Honduras, Niger, Ukraine,
Yemen, and Zambia.



The IMF’s Approach to Capital
Account Liberalization'4

Capital account liberalization and related issues
re-emerged as a topic of intense debate among poli-
cymakers and economists in the early 1990s. Al-
though the IMF does not have clear jurisdiction over
capital account transactions, the increasing impor-
tance of international capital flows for macroeco-
nomic and exchange rate management in many
countries has caused the IMF to give considerable
attention to capital account issues in recent years.
Thus, an independent assessment of how the IMF
has addressed these issues, particularly those related
to capital account liberalization, seems warranted.

The evaluation seeks to (i) contribute to trans-
parency by documenting the IMF’s approach to cap-
ital account issues and capital account liberalization
in particular; and (ii) identify areas, if any, where the
IMF’s instruments and procedures, including sur-
veillance and TA, might be improved, in order to
deal better with capital account issues.

Issues for evaluation

The evaluation, covering roughly the 1990s
and early 2000s, poses the following two main
questions:

* What was the IMF’s advice on capital account
liberalization and other capital account issues,
and how did it change over time?

* Did the IMF’s advice on capital account issues
in specific instances sufficiently take into ac-
count the trade-offs involved in various alterna-
tives in the light of the state of knowledge exist-
ing at the time?

These questions may be addressed by asking
more specific questions about aspects of the IMF’s
two related areas of activity, namely (i) its specific

14A detailed issues paper/terms of reference for the evaluation
is available on the IEO website at www.imf.org/external/np/ieo/
2004/cal/091504.pdf.
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advice on capital account liberalization and (ii) its
analysis and surveillance of broader capital account
issues.

For example, specific questions might include:

* Is there evidence that, in more recent years, the
IMF has changed its approach toward encourag-
ing member countries to liberalize the capital
account?

* In countries that opened their capital accounts
during this period, what was the role of the IMF
in terms of policy advice and TA?

* Was the IMF’s approach consistent across coun-
tries, as well as across departments or between
the staff, management, and the Executive Board
within the IMF?

* What was the IMF’s position on policy choices
available to member countries facing a sud-
den—and presumably temporary—surge of cap-
ital inflows?

* How did the IMF take into account the context
within which a country seeking advice was
placed? In this context, did the IMF take a consis-
tent position on the role of temporary capital con-
trols as part of crisis response and prevention?

* Did the IMF give sufficient attention to the con-
sistency of policy toward the capital account with
macroeconomic and exchange rate policies?

Scope and methodology of evaluation

The evaluation is designed to assess the IMF’s ap-
proach to capital account liberalization, as it relates
to the broader question of how to manage capital
flows. The focus of the evaluation therefore will be
primarily on emerging market economies, for which
private capital flows have been important. Particular
attention will be paid to country experiences with
liberalization (in terms of speed, sequencing, and
preconditions) and policy responses to capital flows,
including temporary use of capital controls, and the
IMF’s role and advice in these areas.
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The evaluation will utilize three layers of
analysis:
* Analysis of cross-sectional issues, including
multilateral surveillance.

* A study of internal documents for about 15
countries.

* A more detailed analysis of country experience
in about five countries.

The first layer uses public and internal documents
to consider how the IMF viewed capital account is-
sues, including its own mandate in this area. It will
also examine how the IMF communicated its views to
the international community through formal and in-
formal channels.

The second layer is a cross-country analysis of
about 15 countries, which are being selected on the
basis of the size of portfolio capital flows during
1991-2003 and the changes introduced in capital ac-
count openness during the 1990s. The sample in-
cludes: (i) countries that significantly liberalized the
capital account; (ii) countries that still maintain sig-
nificant controls on capital account transactions; and
(iii) countries that introduced measures to restrict
capital account transactions.

Finally, the third layer is a more detailed analysis
of about five countries with varied experiences with,
and at different stages of, capital account liberaliza-
tion. The purpose is to have a better understanding
of the role of the IMF in countries that substantially
eased restrictions on capital transactions during the
early 1990s, the nature of IMF advice for countries
that are in the process of liberalizing their capital ac-
count, and specific country experiences with capital
controls and capital account liberalization. The
countries will be selected from among those in-
cluded in the second layer of analysis.

The work of the evaluation is based primarily on a
study of internal documents, supplemented by inter-
views with IMF staff and a review of academic liter-
ature. In addition, brief field visits are being made to
some of the countries selected for the evaluation, in-
cluding all of the case study countries. It is expected
that the evaluation report will be circulated to the
IMF Executive Board in the first quarter of 2005.

Financial Sector Assessment Program
and Financial Sector Stability
Assessment!>

The Financial Sector Assessment Program was
introduced in May 1999 in response to the financial

I5A detailed issues paper/terms of reference for the evaluation
is available on the IEO website at www.imf.org/external/np/ieo/
2004/fsap/082504.pdf.

crises of the late 1990s, which had led to a call for
the IMF and the World Bank to find jointly an effec-
tive way to provide policy advice to strengthen the
financial systems of member countries. It was meant
to fill an identified gap in the international financial
architecture in support of crisis prevention, based on
a judgment that existing approaches at the IMF
under Article IV consultations were not sufficient for
effective financial sector surveillance.

The FSAP was designed to strengthen the surveil-
lance of member countries, facilitating early detec-
tion of financial sector vulnerabilities and identifica-
tion of development needs in the financial sector.
The recognition of the close relationship between fi-
nancial stability and financial development issues
led to the decision to adopt a joint IMF—World Bank
approach. The FSAP has become a principal plat-
form for financial sector diagnosis at the IMF. Over
80 country assessments have been completed or are
under way. Drawing on the FSAP, the IMF staff also
prepares a Financial Sector Stability Assessment
(FSSA), which summarizes the FSAP findings of
relevance to IMF surveillance, based on discussions
with the country authorities as part of the regular Ar-
ticle IV consultations.

The instruments to achieve the FSAP initiative’s
objectives include: (i) identifying financial sector
risks and vulnerabilities by a team of IMF and Bank
staff and outside experts using a variety of tools and
methodologies; (ii) articulating findings and priori-
tizing recommendations; and (iii) follow-up activi-
ties to assess implementation of recommended mea-
sures. In addition, the initiative contemplates
reassessments to identify new sources of vulnerabili-
ties (Figure 3.1).

Issues for evaluation

The IEO evaluation will focus mainly on those
aspects of the FSAP for which the IMF has primary
responsibility, in particular, on financial sector sta-
bility. Development issues will be considered inas-
much as they have direct influence on these aspects.
A parallel evaluation by the World Bank’s OED will
assess the Bank’s role in the FSAP initiative.

The ultimate objective of the FSAP initiative is to
help countries reduce their financial sector vulnera-
bilities, thereby enhancing crisis prevention, with
due consideration of the implications for financial
sector efficiency. Consequently, a major question for
the evaluation is how effectively the FSAP has
achieved this objective.

Addressing this central issue involves evaluating
four broad questions related to the architecture of the
initiative and different parts of the results chain—its
inputs, outputs, outcomes, and integration with the
IMF’s core activities (especially surveillance):



Figure 3.1. The FSAP Framework
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Inputs

soundness indicators; standards and codes.

* Assessment of financial sector risks and vulnerabilities: analysis of
|—’ institutional, structural, and market features; stress testing; financial

 Reassessments and follow-ups of recommendations and actions.

v

IMF surveillance and
IMF-supported programs.

Outputs
action plans.
authorities.

* FSSA to Executive Board.
* |dentification of TA needs.

Vulnerability assessment, policy recommendations, and prioritization of

* Aide-mémoire, detailed assessments, and technical notes to country

v

Technical assistance
and capacity building.

Intermediate outcomes
L. Policy and institutional change.
* Reduction of financial vulnerabilities.

A\

v

Final objectives
* Contribution to crisis prevention.
* Financial sector development.

(1) Inputs. Has the assessment of financial vulner-
abilities been effective and cost-efficient in
terms of identifying the principal sources of
risks?

(i1) Outputs. Have findings and recommendations
been clearly articulated and prioritized?

(iii) Outcomes. Has the FSAP process, as well as
supporting IMF instruments, led to policy and
institutional changes that significantly reduced
financial vulnerabilities? Have follow-ups pro-
vided effective encouragement to this process?

(iv) Integration with surveillance. Has the overall
surveillance function of the IMF with regard
to the financial sector been improved by the
integration of the FSAP/FSSA into Article IV
surveillance? Have the arrangements for fol-
low-ups and reassessments resulted in effec-
tive support for ongoing financial sector
surveillance?

Methodology and time frame

The evaluation will use various types of evi-
dence to address the above questions. Cross-coun-

try analysis will address such issues as how FSAP
priorities were implemented, coverage of Reports
on the Observance of Standards and Codes
(ROSCs), characteristics of stress testing per-
formed, and use of financial soundness indicators.
Desk reviews will be employed systematically to
collect evidence contained in FSAP documents and
assess the main evaluation issues across a broad
group of countries (that is, assessment effective-
ness, articulation of recommendations, and overall
surveillance integration under diverse country cir-
cumstances). More in-depth reviews, including
country visits, will examine in greater detail how
the FSAPs have been conducted, their interaction
with IMF surveillance, and their policy impact. The
evaluation will also make use of interviews and
surveys to gather the views of diverse groups of
stakeholders, including IMF and World Bank staff,
financial market participants, regulators, and coun-
try authorities. Coordination with the OED will in-
clude cooperation on various joint inputs, including
on the in-depth country reviews and survey exer-
cises, but the two units will produce separate re-
ports covering the roles of their respective institu-
tions. The final IEO report is expected to be
presented to the Board in the fall of 2005.
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IMF Assistance to Jordan'é

Jordan has been selected to be the subject of the
single country case study in the IEO’s work program
for FY2004—-05.17 The evaluation will assess how ef-
fectively IMF assistance helped the country tackle
major macroeconomic challenges since the late
1980s, including the shocks related to political and
economic developments in the Middle East. The
evaluation provides an opportunity to revisit—in a
specific country context—some issues discussed in
earlier IEO evaluations of program design and inter-
actions between program, surveillance, and TA ac-
tivities of the IMF. As indicated in the work pro-
gram, the evaluation is intended to illustrate the
scope for learning from a systematic ex post assess-
ment of IMF activities in a country, and also to in-
vestigate in some detail what the case suggests about
the IMF’s recent approach to program design, in-
cluding the structure and focus of conditionality.

After almost 15 continuous years under IMF
arrangements, the Jordanian authorities indicated
that the expiration of a Stand-By Arrangement
(SBA) in July 2004 marked the country’s “gradua-
tion” from reliance on IMF financial assistance.
Altogether, since 1989, Jordan had IMF-supported
programs under three SBAs and three Extended
Fund Facility arrangements. Against a backdrop of
marked slowdown in economic activity, double-digit
inflation, and growing fiscal and external current ac-
count deficits, the program supported by the first
arrangement sought to lower the country’s macro-
economic imbalances while setting the stage for re-
covery in export-led economic growth. By contrast,
the last arrangement was designed to consolidate
macroeconomic stability. The arrangement was then
converted into a precautionary one after the first pro-
gram review because of significantly strengthened
balance of payments and international reserves posi-
tions. The choice of Jordan allows for assessments
of typical features of relations between the IMF and
its borrowing members, while at the same time
broadening the scope of members that have been the
subject of case studies in IEO evaluations.

Issues for evaluation

The evaluation seeks to answer three principal
questions:

* How effective were the programs—strategies and
policies, as well as conditionality—in achieving

16A detailed issues paper/terms of reference for the evaluation
is available on the IEO website at www.imf.org/external/np/ieo/
2004/jor/ip.pdf.

7For details on the selection criteria, see the issues paper.

their objectives, and what were the major factors
that contributed to their success or lack thereof?

* To what extent did IMF surveillance contribute
to identifying and tackling deep-rooted macro-
economic problems?

* What were the main considerations that drove
the provision of TA, and how effectively did the
assistance contribute to the country’s capacity to
formulate, implement, and monitor macroeco-
nomic polices and performance?

While the focus of the evaluation is on the role of
the IMF, including the extent to which internal poli-
cies and procedures permitted effective learning, im-
plementation issues (which depend largely on gov-
ernment actions) and collaboration with Jordan’s
other international development partners will also be
reviewed. Of particular interest will be collaboration
between the authorities, the IMF, and the World
Bank on issues related to growth strategies, struc-
tural reforms, quality of fiscal adjustment, and social
safety nets.

Methodology of evaluation

The evaluation will include extensive desk re-
views and interviews with a wide range of stake-
holders. The desk reviews will cover internal IMF
documents and reports as well as papers and publi-
cations from outside the IMF that address issues rel-
evant to IMF-Jordan relations, including the ratio-
nale for IMF policy advice and program design.
Interviewees will include current and former govern-
ment officials, other stakeholders (for example, rep-
resentatives of the business community, civil society
groups, and academia), current and former IMF and
World Bank staff, and representatives of Jordan’s
other development partners. A staff visit to Jordan
took place in late 2004.

The evaluation report is expected to be completed
by April 2005.

Structural Conditionality in
IMF-Supported Programs

Largely responding to outside criticism of the in-
creasing size and widening scope of structural
conditionality in IMF-supported programs, IMF
management appointed a Working Group on Stream-
lining Structural Conditionality in mid-2000. Follow-
ing consultation with the Executive Board, new Con-
ditionality Guidelines were approved in 2002. These
guidelines stress the need for parsimony and a test of
criticality for the achievement of program goals for
the selection of any variable subject to conditionality.



They also encourage cooperation with other IFIs, es-
pecially in areas outside the IMF’s expertise.

The evaluation is designed to (i) review how struc-
tural conditionality has been used in recent years, (ii)
assess its effectiveness, and (iii) draw lessons for im-
proving the design of structural conditionality in fu-
ture programs. In pursuing these objectives, the eval-
uvation aims to go beyond a simple analysis of
compliance with conditions. Instead, it attempts to
examine how conditionality has affected economic
outcomes, including through IMF conditionality’s
impact on local ownership of reforms and on domes-
tic policy processes more generally.

Because observed conditionality is largely the
product of a negotiation process, a proper assess-
ment of the effectiveness of structural conditionality
must account for the various factors that play a role
in that process. Without such information, little can
be inferred from a simple measure of compliance.!8
The evaluation will also examine the channels
through which conditionality can affect economic
outcomes, either positively or negatively. To address
these issues, it will examine the economic, social,
and political factors at play over the lifetime of a
typical IMF-supported program. The evaluation will
examine various arguments advanced in academia,
civil society, and policy circles regarding the pros
and cons of structural conditionality.

Issues for evaluation
Key issues to be addressed will include:

e Has structural conditionality in specific in-
stances contributed to improvements in policy-
making processes or long-term economic
performance?

* How has the test of macro-criticality been ap-
plied in practice? Have there been instances in
which the streamlining initiative has led to the
failure of a program to address areas deemed
critical for the achievement of program objec-
tives? Are there instances in which structural
conditionality is still excessive or insufficiently
focused?

* Are there areas in which structural conditional-
ity is used despite the lack of a clear link with
program objectives?

I8For example, an IMF-supported program may include a con-
dition that reflects the country authorities’ desire to send a posi-
tive signal to the markets. The effectiveness of conditionality in
this case would then have to be assessed in terms of whether the
intended effect on capital inflows materializes, rather than exclu-
sively in terms of compliance with that particular condition.
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* Has the streamlining effort led to meaningful
changes in interactions between IMF staff and
national authorities, and has the IMF’s internal
review process been conducive to streamlining?

* Have certain types of conditionality (for exam-
ple, conditionality focused on processes rather
than on specific policy actions or on outcomes)
worked better than others?

* Has the envisioned degree of cooperation with
the World Bank in structural reform areas been
achieved in practice?

The specific methodologies and time frame of the
evaluation are being spelled out in the issues paper,
which will be posted on the IEO website. The evalu-
ation report is expected to be completed in the first
quarter of 2006.

Multilateral Surveillance

It is generally understood within the IMF that
multilateral surveillance is conducted mainly through
World Economic Outlook (WEQO) and Global Finan-
cial Stability Report (GFSR)!° exercises, in which
the Research Department and International Capital
Markets Department, respectively, play the leading
role. Complementing bilateral surveillance, these ex-
ercises are aimed at analyzing the forces driving the
world economy, identifying global vulnerabilities,
and advising on appropriate policies, especially in
the most systemically important countries.

This evaluation is intended to assess the effective-
ness and impact of multilateral surveillance in the
IMF and to draw lessons that may help improve the
content, process, and organization of multilateral
surveillance in the future. Focus will necessarily be
placed on major industrial countries whose policies
have greater impact on the rest of the world econ-
omy. Some Executive Directors have expressed the
view that the evaluation should also address issues
related to regional surveillance.20

Potential issues to be addressed include the
following:

e What has been the effectiveness of multilateral
surveillance in giving “early warning” of poten-
tial global vulnerabilities, such as cross-country
asset booms and sharp fluctuations in capital

9Previously called the International Capital Markets Report.

20While several regions are of interest for this evaluation, the
IMF has formally applied an explicitly regional approach to only
four regions in its surveillance work: the European Union, the
Eastern Caribbean Currency Union, the West African Economic
and Monetary Union, and the Central African Economic and
Monetary Union.
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flows to emerging markets? Does the staff pro-
duce sufficiently pointed analysis and recom-
mendations on these issues; how effectively does
the IMF follow up on them; and what has been
the actual impact of IMF policy advice on the
policy debate and on member country policies?

Has interaction between multilateral surveil-
lance and bilateral surveillance, particularly in
major industrial countries, been effective? How
could this cross-fertilization be improved??2!
How has the interaction of multilateral and bi-
lateral surveillance dealt with the increasing
“globalization” of some vulnerabilities, and
does this suggest that changes in the way such
surveillance is conducted are needed?

In this context, has the IMF’s bilateral surveil-
lance work sufficiently considered increasingly
important regional linkages? Has bilateral sur-
veillance been consistent across countries that
are part of a formal regional monetary arrange-
ment? Should there be a greater formalization of
regional surveillance in these countries?

What has been the role of WEO and GFSR exer-
cises in forecasting prospects for the global
economy and identifying global vulnerabilities?
How well are these exercises integrated into the

21The December 1999 “External Evaluation of IMF Surveil-
lance” identified inadequate cross-fertilization between multilateral
and bilateral surveillance as a problem and made a number of rec-
ommendations (www.imf.org/external/pubs/ft/extev/surv/eval.pdf).
The IEO evaluation may also assess the impact of those recommen-
dations endorsed by the Executive Board in this area.

IMF’s other operational work, including the de-
sign of IMF-supported programs and advice to
nonprogram countries?

How effective a role has the International Capi-
tal Markets Department played in enhancing the
coverage and integration of financial market is-
sues into multilateral surveillance and in identi-
fying systemic weaknesses originating in the fi-
nancial sector?

What has been the impact of the increased
emphasis on capital market issues in multilat-
eral surveillance and the enhanced interactions
with private financial market participants?
Has it led to a clearer focus on areas where ac-
tion is needed on the supply side to mitigate
volatility?

What has been the effectiveness of the IMF’s in-
puts into the deliberations of various interna-
tional or regional groups, such as the G-7 and
the Asia-Pacific Economic Cooperation?

How does the product of multilateral surveil-
lance (including economic forecasts) compare
with similar assessments produced by other
public and private institutions? What has been
the value added to different parts of the inter-
national community, including member coun-
try authorities and the private sector?

The evaluation is at an early stage of preparation.
The issues paper, detailing the methodologies and is-
sues to be addressed, will be prepared and posted on
the IEO website in the spring of 2005. It is expected
that the evaluation report will be completed and dis-
cussed by the Executive Board toward the end of
2005.



valuations completed during the last year illus-

trate that the common themes noted in the An-
nual Report 2003—which drew upon the first three
IEO evaluations?2—remain highly relevant.

The importance for effective surveillance of can-
did assessments of potential vulnerabilities, and the
challenges posed in signaling such assessments in
the context of prolonged program involvement, were
again illustrated by the Argentina evaluation.

Two messages on program design from earlier
evaluations were reinforced by the PRSP/PRGF
evaluation: (i) the crucial importance of an underly-
ing domestic commitment to core policy adjust-
ments—without which conditionality alone is no
substitute—and (ii) the value of indicating trans-
parently the rationale underlying the design of spe-
cific programs so as to help cope with inevitable
uncertainties.

The PRSP/PRGF evaluation also suggests that the
PRS approach is in principle an appropriate frame-
work for handling the mismatch between the time
frames of IMF-supported programs and the much
longer time frame needed for key structural and in-
stitutional reforms—a problem that was highlighted
in both the Prolonged Use and Fiscal Adjustment
evaluations. In practice, however, effective opera-
tional links between broader strategy and IMF-sup-
ported programs have been forged in only a limited
number of cases so far.

In this chapter, we highlight two additional
themes that have emerged in several evaluations.

Need for Greater Clarity About
Intermediate Objectives

The ultimate objectives of the IMF are clearly set
out in the Articles of Agreement.2? However, many

220n the Prolonged Use of IMF Resources, Fiscal Adjustment
in IMF-Supported Programs, and the IMF and three Capital
Account Crises cases.

23 Article I sets out six broad purposes of the IMF, including to
promote international monetary cooperation, to maintain orderly
exchange arrangements among members, and to give confidence

Reflections on Some
Overarching Issues

IEO evaluations indicate that the more immediate
specific objectives to be achieved by particular ini-
tiatives, from which one could derive the criteria by
which the effectiveness of the institution’s contribu-
tion is to be judged, are often quite vague. For in-
stance, the PRSP/PRGF evaluation concluded that
the PRS approach lacked sufficient specific mile-
stones to monitor progress vis-a-vis intermediate ob-
jectives, including strengthening domestic policy
processes, and that there was a lack of clarity—and
hence effective accountability—about what the IMF
should deliver in some areas. The Prolonged Use
evaluation suggested that the rationale for continued
IMF program involvement in some countries was
unclear or too open-ended. Similarly, the ongoing
evaluation of IMF Technical Assistance suggests that
few technical assistance projects specify clear crite-
ria for measuring their effectiveness.

This lack of clear goalposts for what the institu-
tion is trying to achieve with certain initiatives, and
the dearth of performance indicators to track
progress against those criteria, is not unique to the
IME. Moreover, most IMF activities involve inter-
ventions in complex situations whose ultimate out-
comes depend on many factors, and attribution of a
specific impact to the role of the IMF can be diffi-
cult. In the literature on evaluation, this problem is
usually referred to as a lack of “evaluability.”2* How-
ever, this is not a mere technicality that is of concern
only to evaluators. Rather, it has substantive implica-
tions for the effectiveness of the institution, includ-
ing priority setting and accountability. IEO evalua-
tions suggest that the frequent lack of specificity
about intermediate objectives and deliverables has
contributed to several problems:

to members by making resources temporarily available to them
under adequate safeguards, thereby providing them with the op-
portunity to correct balance of payments maladjustments without
resorting to measures destructive of national or international
prosperity. See www.imf.org/external/pubs/ft/aa/index.htm for
the full list.

241f the objectives of a program or project are not indicated, it is
difficult to evaluate whether it is succeeding or failing.

21
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* A tendency to “over-promise” on what the IMF
can deliver. (This problem is identified, inter
alia, in the Prolonged Use and PRSP/PRGF
evaluations.) More generally, vagueness about
intermediate objectives makes it harder for the
institution to say “no” on the grounds that some
issues go beyond its comparative advantage.

* Lack of prioritization. Because objectives are
set in very general terms, it is hard to specify
clear trade-offs between various components.

* Profusion of internal guidelines, which cannot
replace more effective priority setting (noted in
both the Prolonged Use evaluation and the dis-
cussion of guidelines on Joint Staff Assessments
in the PRGF/PRSP evaluation).

* Overstretching of IMF staff. Surveys and inter-
views of staff conducted in the context of the
Prolonged Use, Fiscal Adjustment, and PRSP/
PRGF evaluations all indicated that staff felt it
did not have the resources to carry out effect-
ively a wide range of responsibilities.

* The result of this overstretching was an ad hoc
approach to solving trade-offs between priori-
ties, with only superficial attention paid to im-
plementing some requirements (i.e., the check
list approach syndrome). It also contributed to
excessive focus on procedural elements and a
lack of uniformity across the institution. At
times, this left a considerable gap between best
and average practices.

The “broad tent” nature of some objectives can
lead to “mission creep” (suggested by some of
the Prolonged Use case studies) or to a lack of
clarity about precisely how the IMF’s role fits
into a broader partnership framework (indicated
by the PRSP/PRGF evaluation and aspects of
Fund-Bank collaboration in a number of the
evaluations).

Difficulty in assessing the degree of progress
and making mid-course corrections. Because
there is no way to determine when an initiative
or activity is falling short, there is a risk of com-
placency, in the sense of being satisfied as long
as some good is being done. (The PRSP/PRGF
evaluation suggests that the lack of specific
milestones has caused such problems for the an-
nual reports on progress in implementation of
the PRSP.)

This concern is now well recognized within the
IMF, as reflected in recent initiatives to begin identi-
fying more specific performance indicators to moni-
tor how effectively the IMF is achieving its objec-
tives. The International Monetary and Financial

Committee (IMFC) recently endorsed such efforts in
calling upon the IMF to develop a methodology for
better assessing the effectiveness of surveillance.
But the real payoff to such efforts will come when
they force the institution to make difficult trade-offs
between priorities, with clearer specification of ob-
jectives when policy initiatives are introduced.?’

Decision Making in the IMF

IEO evaluations have suggested three sets of mes-
sages about the nature of decision making in the
IMF.

First, the candor of assessments tends to become
muted as they are transmitted through the institution.
The evaluations of the three Capital Account Crises,
Prolonged Use, and Argentina all suggest that, in
various ways, candid internal assessments were
toned down in staff reports sent to the Board. This
tendency may, in part, reflect the tension between
the IMF’s role as a “confidential advisor” to the
member country and its provision of signals to
broader groups, including official sources of financ-
ing and private market participants. But other factors
leading to a dilution of candor also appear to be at
work. In fact, the tendency to lose some candor
seems to be quite common, and is not just an issue
associated with documents expected to be made
public. These three evaluations all indicated that sur-
veillance reports linked closely with program-related
activities were especially unlikely to step back and
raise potentially awkward questions. Recent steps to
strengthen surveillance are, therefore, welcome, but
it remains to be seen whether these changes will be
sufficient to transform underlying incentives in favor
of greater candor.

Second, there is a reluctance by the institution to
address explicitly the question of what should be the
alternative strategy if the preferred approach fails (as
shown by the Argentina and Capital Account Crises
evaluations). This is understandable for several rea-
sons—including the concern to avoid self-fulfilling
prophecies of failure and reluctance on the part of
most country authorities, for deep-seated political
economy reasons, to spell out publicly their contin-
gency plans. But more could be done to explore al-
ternative contingency plans in private, since this in-
stitutional reluctance can lead the IMF to be less

25An example of a move toward defining priorities among objec-
tives is the recent conclusion of the biennial surveillance review,
which set three priorities as monitorable objectives for the next sur-
veillance review: ensuring deeper treatment of exchange rate is-
sues; enhancing financial sector surveillance; and deepening the
coverage of regional and global spillovers in bilateral surveillance.
See www.imf.org/external/np/pdr/surv/2004/082404.pdf#pin.



ready to recognize when a strategy has failed and to
adapt accordingly.

Finally, several of the evaluations raise a number
of issues about the respective roles of IMF manage-
ment and the Executive Board. The Prolonged Use
evaluation (most notably the Pakistan case study) in-
dicated the importance of ensuring that any political
considerations, which are inevitably present in deci-
sions on financing, should be taken into account in a
transparent manner, with decisions and accountabil-

Chapter 4 ¢ Reflections on Some Overarching Issues

ity clearly at the level of the Executive Board and on
the basis of candid technical assessments by the
staff. The Argentina evaluation also emphasized the
need to strengthen the decision-making process, in-
cluding the Board’s role with respect to (i) the type
of information and analysis that is made available,
and (ii) transparency regarding who is responsible
for a particular decision. These issues also raise
complex issues of accountability when highly sensi-
tive information is involved.
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Purpose

The Independent Evaluation Office (IEO) has been
established to systematically conduct objective and in-
dependent evaluations on issues, and on the basis of cri-
teria, of relevance to the mandate of the Fund. It is in-
tended to serve as a means to enhance the learning
culture within the Fund, strengthen the Fund’s external
credibility, promote greater understanding of the work
of the Fund throughout the membership, and support the
Executive Board’s institutional governance and over-
sight responsibilities. IEO has been designed to comple-
ment the review and evaluation work within the Fund
and should, therefore, improve the institution’s ability to
draw lessons from its experience and more quickly inte-
grate improvements into its future work.

Structure and Accountabilities

IEO will be independent of Fund management and
staff and will operate at arm’s length from the Fund’s
Executive Board. Its structure and modalities of opera-
tion must protect its operational independence—both
actual and perceived.

A Director, to be appointed by the Executive Board,
will head IEO. The Director’s term of appointment will
be for a nonrenewable term of six years. The Director’s
appointment may be terminated at any time with the ap-
proval of the Executive Board. At the end of the term of
service, the Director will not be eligible for appointment
or reappointment to the regular staff of the Fund. The
Director will be responsible for the selection of IEO per-
sonnel (including external consultants) on terms and
conditions to be determined by the Board with a view to
ensuring that the office is staffed with independent and
highly qualified personnel. The majority of full-time
IEO personnel will come from outside the Fund.

Responsibilities

The Director of IEO will be responsible for the
preparation of the work program. The content of the
work program should focus on issues of importance to
the Fund’s membership and of relevance to the man-
date of the Fund. It should take into account current in-
stitutional priorities, and be prepared in light of con-

Terms of Reference of the IEO

sultations with Executive Directors and management,
as well as with informed and interested parties outside
the Fund. The Director will present IEO’s work pro-
gram to the Executive Board for its review.

IEO, through its Director, will report regularly to
the Executive Board, including through the preparation
of an Annual Report. It is also expected that the IMFC
will receive regular reports on the activities and find-
ings of IEO.

With respect to individual evaluations, staff, man-
agement, and—when appropriate—the relevant coun-
try authorities will be given an opportunity to comment
on the assessments being presented to the Executive
Board. The Director of IEO, in consultation with Exec-
utive Directors, will prepare a budget proposal for IEO
for consideration and approval by the Executive Board.
Its preparation will be independent of the budgetary
process over which management and the Office of
Budget and Planning have authority, but its implemen-
tation will be subject to the Fund’s budgeting and ex-
penditure control procedures. IEO’s budget will be ap-
pended to that of the Executive Board within the
Fund’s Administrative Budget.

If requested by the Executive Board, IEO will pro-
vide technical and administrative support for any ex-
ternal evaluations launched directly by the Executive
Board.

Consultation, Publication, and
External Relations

In carrying out its mandate, including in the prepa-
ration of its work program, IEO will be free to consult
with whomever and whichever groups it deemed nec-
essary, both within and outside the Fund.

IEO will have sole responsibility for drafting IEO
evaluations, Annual Reports, press releases and other
IEO documents, or public statements.

IEO’s work program will be made public and there
will be a strong presumption that IEO reports will be
published promptly (within the constraints imposed by
the need to respect the confidentiality of information
provided to the Fund by its members), unless, in excep-
tional circumstances, the Executive Board were to de-
cide otherwise.



Publication of evaluations will be accompanied by
comments from management, staff, and others, includ-
ing relevant country authorities, where appropriate,
along with the conclusions reached by the Board in
considering the evaluation report.

Relations with Fund Staff and
Management
In conducting its work, IEO should avoid interfer-

ing with operational activities, including programs, or
attempting to micro-manage the institution.

Appendix |

Review of Experience with IEO

Within three years of the launch of IEO operations,
the Executive Board should initiate an external evalua-
tion of IEO to assess its effectiveness and to consider
possible improvements to its structure, mandate, oper-
ational modalities, or terms of reference. Without pre-
judging how that review would be conducted, it should
be understood that the review would include the solici-
tation of broad-based input from outside the official
community.

25



26

Appendix 2

Budget of the Independent Evaluation Office for FY2004 and FY2005!

(In U.S. dollars)

FY2004 FY2005
Budget Actual Approved Budget

Regular staff 2,615,420 2,436,460 2,800,380
Total discretionary budget 1,261,997 960,048 1,373,100

Experts and contractuals 715,722 575,325 860,600

Business travel 343,775 317,058 350,000

Outreach seminars 190,000 60,572 150,000

Other 12,500 7,093 12,500
Total 3,877,417 3,396,508 4,173,480
Memorandum item:

Publications? 140,000 82,193 126,667

IThe fiscal year runs from May | to April 30.
2Centrally managed resources (that is, not part of the IEO budget).



Appendix 3 Potential Candidate Topics for
Future IEO Work Programs

The TEO is in the process of identifying a menu of
potential topics to guide its work programs over the
coming years. A preliminary list of such topics is pro-
vided in this appendix to serve as a basis for discus-
sion. It has been derived drawing upon initial sugges-
tions from external observers, members of the IMF
Executive Board, and IMF staff. It also includes sev-
eral items from the initial short list of 15 possible eval-
uation topics identified in 2001 that have not yet been
taken up (see Chapter 1, “The IEO Work Program and
Future Menu of Topics”). Following normal IEO prac-
tice, feedback on this list is being invited from a wide
range of stakeholders within and outside the IMF be-
fore the final work program for each year is decided.

The size of the annual work program is decided as
part of the regular discussions with the Executive
Board on the IEO budget, but we have assumed for
purposes of this note that the total workload will re-
main unchanged at its current level (that is, four evalu-
ation projects a year, of which one will be somewhat
smaller in size). We expect that the specific work pro-
gram would be announced for only one year ahead (be-
ginning with FY2006). This would allow for adjust-
ments in priorities should circumstances change.

The choice of topics will be guided by a number of
criteria, including: (i) substantial learning potential ex-
ists, especially on issues where the IMF is in the
process of considering its longer-term strategies; (ii)
the topic is of interest to a wide range of the IMF mem-
bership; (iii) the issue has been the subject of contro-
versy and criticism; and (iv) the IEO has a comparative
advantage in undertaking the evaluation. Selection of
topics must also bear in mind the requirement, set out
in the IEO’s terms of reference, that it “should avoid
interfering with operational activities, including pro-
grams, or attempting to micro-manage the institution.”

Possible topics have been grouped by four cate-
gories, namely, the IMF’s main types of activities and
IMF organization. However, some evaluations would
cut across several categories. Several of the suggested
topics cover overlapping ground and, therefore, could be
viewed as alternatives. This list does not attempt to
make any judgment on the most suitable timing of pos-
sible projects. Some topics may be strong candidates for
eventual evaluation but would be best taken up in sev-
eral years’ time after further experience has been gained

with ongoing internal initiatives or when relevant coun-
try experience would be available for evaluation.

Surveillance

e Modalities and effectiveness of bilateral surveil-
lance in large industrial countries.

* The IMF’s advice on exchange rate policy.

» Approaches to crisis prevention (or a project that
focuses on assessing IMF approaches to debt
sustainability).

* The IMF’s role in the dissemination and assess-
ment of various standards and codes. (The IMF’s
role concerning standards and codes in the finan-
cial sector is already being addressed in the ongo-
ing FSAP evaluation. A subsequent evaluation
could cover all other Reports on Standards and
Codes (ROSCs) in the IMF’s areas of primary re-
sponsibility or could focus on specific areas such
as the effectiveness of the IMF’s role in promoting
enhanced Data Dissemination Standards, fiscal
transparency, and so on.)

* The IMF’s approach to governance issues.

IMF Financing Instruments and
Program Activities

e The IMF’s role in countries emerging from
conflict.

e The IMF’s role in African countries, based on a
small number of case studies. (This evaluation
could either review all aspects of the IMF’s role in
selected African countries or could focus on more
specific issues, such as post-HIPC completion
cases or aspects of program design.)

The role of the IMF in debt restructuring.

Single country cases with important learning po-
tential, including:

—Turkey.

—A low-income transition economy.
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Capacity Development

e IMF external training activities.

IMF Organization

* World Bank—IMF collaboration. (Various ap-
proaches to such an evaluation are possible. For
example, it may be useful to focus on assessing
the modalities and effectiveness of collaboration
in specific areas.)

» Effectiveness of internal assessment and self-eval-
uation processes (or a broader review of IMF ap-
proaches to “knowledge management,” including
how well the IMF provides relevant cross-country
experience to its members).

* A number of commentators have suggested that
the IEO might also address various internal orga-
nizational issues, with more or less direct bearing
on the IMF’s governance. Topics suggested in-
clude the issue of the diversity of the IMF staff,
the role of resident representatives, or the effec-
tiveness of integration between various IMF de-
partments. However, some of these topics might
take the IEO into areas that risk interfering in the

management of the institution, which is against
the IEO terms of reference, or are beyond the
IEO’s comparative advantage.2® Some of these is-
sues, including various aspects of the IMF’s deci-
sion-making processes and governance, are likely
to emerge in the context of other evaluations. In
any event, issues involving the range of potential
topics for evaluation could be revisited at the time
the IEO itself is evaluated, which is expected to be
toward the end of 2005.

The final list of topics will be determined on the
basis of consultations with various stakeholders and
taking account of the IEO’s assessment of the potential
benefits of each project for the institution, in light of
the criteria indicated earlier. It is expected that the final
list will be posted on the website in the first half of
2005.

26For an interesting earlier discussion on the possible division
of labor between an independent evaluation office and internal as-
sessment units such as the Office of Inspection and Audit (OIA),
which conducts a variety of managerial reviews, see Making the
IMF’s Independent Evaluation Office Operational, prepared by
the Evaluation Group of Executive Directors, August 7, 2000
(www.imf.org/external/np/eval/evo/2000/Eng/evo.htm).



Appendix 4

IEO Outreach Seminars and

Workshops

The IEO seeks to reach as broad an audience as pos-
sible in its outreach efforts. For budgetary reasons, for
events in developed countries, the IEO has generally re-
lied upon offers made by various partners to organize
such events. In addition, a number of events in develop-
ing countries have been organized and financed by the
IEO; some events discussing the PRSP evaluation were
undertaken jointly with the World Bank’s OED.

The following is a list of events in which IEO staff
has participated.

September 16, 2003, Tokyo, Japan

Symposium and experts seminar on the Capital Ac-
count Crises evaluation, jointly hosted by the In-
stitute for International Monetary Affairs and the
IMF Regional Office for Asia and the Pacific.

September 22-23, 2003, Berlin, Germany

International Experts Meeting on IEO evaluation pro-
jects, jointly hosted by Capacity Building Interna-
tional, Germany (InWEnt) and the IEO. Focus was
on the Prolonged Use, Capital Account Crises, and
Fiscal Adjustment evaluations, with representa-
tives invited from countries covered by the case
studies for these projects.

September 24, 2003, London, United Kingdom

Seminar on the Fiscal Adjustment evaluation orga-
nized by the U.K. Department for International
Development.

September 25, 2003, Paris, France
Seminar on the Fiscal Adjustment evaluation orga-
nized by the IMF Paris Office.

November 3, 2003, Beijing, China

Seminar on the Capital Account Crises evaluation held
at the China Center for Economic Research,
Peking University.

November 11, 2003, Tokyo, Japan
Seminar on the Capital Account Crises evaluation held
at Hitotsubashi University.

December 1, 2003, Seoul, Korea

Symposium on the Capital Account Crises evaluation,
jointly hosted by the Korea Economic Research
Institute and the IEO.

December 1-2, 2003, Addis Ababa, Ethiopia

Mid-pipeline workshop on the PRSP/PRGF evalua-
tion, hosted by the United Nations (UN) Eco-
nomic Commission for Africa.2?

January 8, 2004, Washington, D.C., United States
Workshop on future evaluation topics held at the Insti-
tute for International Economics.

January 26-27, 2004, Santiago, Chile

Presentation of the Fiscal Adjustment evaluation at a
Latin American Conference on Public Finances,
organized by the UN Economic Commission for
Latin America.

February 6, 2004, Dublin, Ireland

Presentation on the IMF’s role in the PRS approach at
a seminar on ‘“Poverty Reduction Strategies” at-
tended by government officials and civil society
representatives, and hosted by Trocaire as part of
their European Union Presidency Seminar series.

June 8, 2004, Washington, D.C., United States

Presentation of the evaluation of Fiscal Adjustment
in IMF-Supported Programs at the IMF Book
Forum.

June 24-25, 2004, Antwerp, Belgium

Presentation of the PRSP/PRGF evaluation at a confer-
ence on “Development Cooperation and PRSP
Challenges for Belgian Development Agencies”
held at the University of Antwerp.

September 9, 2004, New York City, United States

Presentation of the PRSP/PRGF evaluation at a semi-
nar on “The Role of PRSPs in Financing for De-
velopment,” held at the UN, and jointly hosted by
the Friedrich Ebert Foundation and the UN Fi-
nancing for Development Office.

September 9, 2004, New York City, United States
Seminar on the Fiscal Adjustment evaluation orga-
nized by the UN Development Program.

27The Commonwealth Secretariat helped finance the participa-
tion of representatives from a number of Commonwealth coun-
tries in the workshop. Its assistance is gratefully acknowledged.
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September 19, 2004, London, United Kingdom

Participation in high-level seminar on “The Role of
the Fund,” jointly organized by the U.K. Treasury
and the U.K. Department for International
Development.

September 21-22 2004, Brussels, Belgium

Presentation of the PRSP/PRGF evaluation at a work-
shop of officials and civil society representatives,
hosted by the European Network on Debt and
Development.

September 27, 2004, Washington, D.C., United States

Presentation of the PRSP/PRGF evaluation and dis-
cussion of the IEO work program attended by
civil society representatives.

October 4, 2004, Washington, D.C., United States

Presentation of the PRSP/PRGF evaluation at a work-
shop on “Taking Stock of the PRSP Process and
Looking Toward the Future” organized by Inter-
Action.

October 21-22, 2004, Berlin, Germany

International Experts Meeting on IEO evaluation pro-
jects, jointly hosted by Capacity Building Interna-
tional, Germany (InWEnt) and the IEO. Focus was
on the PRSP/PRGF and Argentina evaluations, at-
tended by selected country representatives invited
from relevant countries; a mid-pipeline discussion
of the Technical Assistance evaluation was also-
held.

October 25, 2004, OECD, Paris, France
Presentation of the PRSP/PRGF evaluation at the
OECD Development Assistance Committee.

October 26, 2004, London, United Kingdom

Presentation of the PRSP/PRGF evaluation and partici-
pation in the Steering Group on Bilateral Evalua-
tion of General Budgetary Support.

October 26, 2004, Rome, Italy
Symposium on the Argentina evaluation, held at the
University of Rome—Tor Vergata.

October 27, 2004, The Hague, Netherlands

Seminar on the PRSP/PRGF and Argentina evaluations
attended by European officials and private sector
representatives and held at the Dutch Ministry of
Finance.

October 31, 2004, Paris, France

Presentation of the PRSP/PRGF evaluation, at a semi-
nar on human development hosted by the French
Ministry of Foreign Affairs.

November 4, 2004, Washington, D.C., United States
Workshop on Structural Conditionality attended by
nongovernmental organization representatives.

November 5, 2004, San Jose, Costa Rica

Presentation of the PRSP/PRGF evaluation at Latin
American and Caribbean Economic Association
meetings.

November 9, 2004, New York City, United States

Seminar on the PRSP/PRGF evaluation, organized by
the UN Department of Economic and Social
Affairs.

November 17, 2004, Berne, Switzerland

Seminar on the PRSP/PRGF evaluation hosted by The
Berne Declaration (a Swiss nongovernmental
organization).

December 2, Tokyo, Japan
Seminar on the Argentina evaluation, hosted by the
Bank of Japan.

December 4—6, Nairobi, Kenya

Joint IEO/OED presentation of the PRSP/PRGF evalu-
ation at a meeting of the African Economic Re-
search Consortium.

December 8, 2004, Hanoi, Vietnam
Joint IEO/OED seminar on the PRSP/PRGF evaluation
attended by representatives from Indochina.
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