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MESSAGE FROM THE DIRECTOR

This fourth Annual Report describes the activities of the Independent Evaluation Office
(IEO) during the year to April 30, 2007. This period saw the implementation of a number of
initiatives aimed at addressing the recommendations made in 2006 by the External
Evaluation Panel—charged with investigating whether the IEO is meeting its goals. These
initiatives are discussed in Chapter I of this Annual Report. They, together with others on
which the IEO, the Executive Board and IMF Management and staff are currently working,
will help to strengthen further the effectiveness of the IEO.

Chapter II of the Annual Report summarizes the findings and recommendations of the
evaluation The IMF and Aid in Sub-Saharan Africa, which was discussed by the Board on
March 5, 2007. A report for a second evaluation, IMF Exchange Rate Policy Advice,
1999-2005, was circulated on April 18, 2006 but was not discussed by the Board until after
the cutoff point of April 30, 2007 for this Annual Report.

Chapter III presents messages that are common to many of our evaluations. Important lessons
arose from our two most recent evaluations that are particularly noteworthy as the IMF
proceeds with the implementation of its Medium Term Strategy. Of most significance
perhaps, is the finding of difficulties in the process of managing and achieving institutional
change at the IMF. A combination of factors has prevented some policy decisions originating
at the Executive Board, from being effectively implemented. Overcoming this problem will
require strong leadership from Management and support from the Executive Board. Other
cross cutting lessons include the need for greater clarity about the goals of various IMF
initiatives and properly aligned external communications; the importance of strengthening
partnerships with other IFIs and donors; and the desirability of clear metrics to facilitate the
assessment of the impact of IMF’s policy advice.

Finally, Chapter IV discusses ongoing projects and the process leading to the identification of
topics of future evaluations.

The Independent Evaluation Office is small by design and therefore to be effective, it must
be very strategic. As our choice of topics and reports show and as set out in this annual
report, I believe we are increasingly succeeding in this challenge.

Tom Bernes
Director
Independent Evaluation Olffice



I. OVERVIEW OF DEVELOPMENTS IN FINANCIAL YEAR 2007

This chapter discusses key developments in FY2007, including the institutional efforts at
implementing the Board-endorsed recommendations made by an independent panel of
experts charged with evaluating the activities of the IEO.

Implementing recommendations from the external evaluation of the IEO

When the Independent Evaluation Office (IEO) was established in July 2001, it was
envisaged that the IEO would be subject to periodic external evaluations.' In 2005, an
independent panel of experts was appointed and, in April 2006, the Executive Board
discussed the panel’s report—henceforth, the External Evaluation Report.? The report
assessed whether the IEO was meeting its goal to (1) serve as a means to enhance the
learning culture within the IMF; (2) strengthen the IMF’s external credibility; (3) promote
greater understanding of the work of the IMF throughout its membership; and (4) support the
Executive Board’s institutional governance and oversight responsibilities. During the Board
discussion of the report, IMF Executive Directors agreed that the IEO had served the IMF
well and had earned strong support across a broad range of stakeholders, and that the IMF
continued to need an independent evaluation office to contribute to the institution’s learning
culture and facilitate oversight and governance by the Board. In its most recent
Communiqué, the IMFC reiterated its appreciation for the contributions of the IEO.

At the same time, Directors also welcomed the report’s recommendations for further
strengthening the IEO’s effectiveness, and agreed that a more focused and strategic
orientation, together with strong support from the Board and Management, would help ensure
the IEO’s continued usefulness and relevance.

Significant progress was made during FY2007 in this area, particularly in the setting of rules
or procedures for the scheduling of Board discussion of IEO reports, the monitoring of
implementation of Board-endorsed IEO recommendations, and the IEO’s outreach and
communications strategy.

In late 2006, the Executive Board and Management agreed on a guideline stipulating that
Board consideration of an IEO report should generally be scheduled within six weeks of its
circulation to the Board, and that Executive Directors should receive any comments on the
IEO report by Management and staff at least two weeks prior to the Board discussion. It was
noted that, within the constraints within which Management and the Executive Board

! Key information on the IEO such as its terms of reference, organization, and procedures, can be found in
http://www.ieo-imf.org/about.

? The evaluation report can be found at www.imf.org/external/np/pp/eng/2006/032906.pdf.



operate, every effort would be made to ensure that this guideline is observed; should specific
circumstances require a departure from the guideline, Management would explain the reasons
to the Executive Board in a timely fashion following the consultation with the Chairman of
the Evaluation Committee, who would also have an opportunity to present his views.

The External Evaluation Report had recommended a more systematic approach for following
up on and monitoring the implementation of IEO recommendations approved by the Board.
To this end, in January 2007 the Executive Board approved a framework requiring that:

J Soon after the discussion by the Executive Board of each IEO report, Management is
to provide the Board with a forward-looking implementation plan (MIP) for the
recommendations endorsed by the Board.

o Management is to present the Board a periodic monitoring report on the state of
implementation contained in the MIP.

It was agreed that the first periodic monitoring report will be prepared following the delivery
of this Annual Report and that it will also review the implementation of recommendations
made in past evaluations.

As part of its efforts to follow up on the External Evaluation Report’s recommendations, the
IEO revamped its outreach and communications strategy. It adopted a new logo for its
communication and other public material, and strengthened communication channels beyond
the evaluation reports. Most importantly, the IEO launched a new website—www.ieo-
imf.org—prior to the 2007 Spring Meetings. The new website provides a more user-friendly
interface with easy access to completed evaluations, issues papers for ongoing evaluations,
Annual Reports, the IEO Work Program, and other IEO documentation. In addition, the [EO
started a more active management of its e-mail subscriber database and initiated the
publication of a biannual newsletter to its stakeholders.

Additional work in response to the External Evaluation Report is being carried out within the
IMF, including in the areas of human resources policy, the publication policy for IEO
reports, and guidelines for the disclosure of information to the IEO.

Budget and staffing

In FY2007 the budget was spent nearly in full (Appendix II), with the execution rate reaching
over 99 percent of the approved budget (similar to the outturn for FY2006). In FY2007 the
IEO employed 12 regular staff (in full-time equivalent terms), five of whom were seconded
from IMF staff; the use of consultants and contractual staff was equivalent to some 9.2 staff
years.

The budget approved for FY2008 stands at $4.6 million, a 2 percent nominal increase in line
with Fund-wide guidance for offices (a cut in real terms of about 1% percent). The IEO will
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maintain 13 staff positions and further reduce discretionary expenditures by over 1'4 percent
(about 4% percent in real terms). The work plan underlying the approved budget assumes,
consistent with the experience to date, that the office will work on three evaluations at any
point in time; however, the number of projects actually completed over a period of time will
depend on the complexity and scope of the evaluations and budgetary resources.

The budgetary reductions registered since FY2006, together with the medium-term (three-
year) implications of the recently approved budget, will have a potentially significant impact
on [EO resources going forward, with discretionary expenditures set to experience a large
fall.

Outreach activities

The IEO engages in external outreach activities to disseminate its evaluations findings to a
wide audience. Various outreach events are organized to discuss each report after
publication. To increase accessibility of the evaluation messages, a number of country case
studies are translated into relevant languages as are report summaries.’

In the year to April 2007, the IEO participated in a number of outreach seminars and mid-
pipeline workshops, often at the invitation of third-party organizers. These included a visit to
Accra in late June 2006 to seek the views of the national authorities, donors and stakeholders
on the IEO evaluation of IMF and Aid in Sub-Saharan Africa (SSA); meetings in Beijing and
Shanghai to meet with country officials and other financial sector representatives as part of
the evaluation of exchange rate policy; and a seminar in Singapore during the last Annual
Meetings on “Strengthening IMF Surveillance”. A complete list of outreach activities can be
found in Appendix 1.

II. RECENTLY COMPLETED EVALUATIONS

One evaluation was completed in FY2007—The IMF and Aid to SSA. A report for a second
evaluation—The IMF’s Advice on Exchange Rate Policy—was circulated to Board but not
yet discussed by the end of FY 2007. A description of the former’s main findings and
recommendations is provided below. For the latter, a brief account is made of the main
findings.*

A. The IMF and Aid to Sub-Saharan Africa

The IEO evaluated the IMF’s role and performance in the determination and use of aid to
low-income countries in SSA. Using evidence from 29 SSA countries’ experience with the

3 A full list of IEO publications is available on the IEO website at www.ieo-imf.org/pub.

* In its most recent Communiqué, the IMFC welcomed both evaluations.
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IMF’s Poverty Reduction and Growth Facility (PRGF) between 1999 and 2005, the
evaluation found ambiguity and confusion about IMF policy and practice on aid and poverty
reduction, both outside and inside the institution. Underlying these ambiguities, the report
found differences of views among members of the Executive Board about what role the IMF
should play in low-income countries. Management—along with the Board—should have
done more to resolve these differences. How the differences are to be narrowed remains a
central policy challenge for the institution. The overarching message of the evaluation is that
the IMF should be clearer and more candid about what it has committed to do, and more
assiduous, transparent, and accountable in implementing its commitments in low-income
Africa.

Three longstanding criticisms of the IMF’s work in SSA provided a point of departure for the
evaluation. The first is that IMF-supported programs have blocked the use of available aid to
SSA through overly conservative macroeconomic programs. The second is that such
programs have lacked ambition in projecting, analyzing, and identifying opportunities for the
use of aid inflows to SSA countries, which may in turn have tempered donors’ actual
provision of aid. The third is that IMF-supported programs have done little to address
poverty reduction and income distributional issues despite institutional rhetoric to the
contrary.

Board-approved policies underpinned the assessment framework used by the evaluation team
in examining staff performance. Also relevant was Management’s translation of Board
decisions into operational guidance to staff. IMF communications, through Management and
senior staff speeches, press releases, articles, and correspondence with newspapers were
germane as well. These communications constitute an important channel for articulating IMF
positions and informing external audiences about what the IMF has undertaken to do; they
create expectations against which IMF performance is judged externally.

Key findings

A recurring theme of the evaluation concerned the disconnect in external perceptions
between the IMF’s rhetoric on aid and poverty reduction and what it actually did at the
country level. Underlying this disconnect is a larger issue of attempted—but ultimately
unsuccessful—institutional change. When the PRGF was introduced, it was meant to be more
than a name change. It set out a new way of working, grounded in the PRS process, with
programs based on specific country-owned measures geared to poverty reduction and growth,
and an ambitious vision of the IMF’s role on the analysis and mobilization of aid, working in
close partnership with the Bank. But in the face of a weakening consensus in the Board and a
staff professional culture strongly focused on macroeconomic stability—and, most important,
changes in Senior Management and a resulting lack of focused institutional leadership and
follow-through—the IMF gravitated back to business as usual.

At the same time, country performance has improved in a number of SSA countries over the
period—thanks in part to the advice and actions of the IMF, including through the HIPC
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Initiative and the Multilateral Debt Relief Initiative (MDRI), and in larger part to the actions
of the countries themselves—and donor performance as well. In such cases, PRGF-supported
macroeconomic program design has eased and become more accommodative of aid. The
combination of improved country and donor performance and the associated adaptation of
PRGF program design have materially improved SSA’s prospects for growth and poverty
reduction.

The evaluation’s specific findings follow:

o PRGF-supported macroeconomic policies have generally accommodated the use of
incremental aid in countries whose recent policies have led to high stocks of reserves
and low inflation; in other countries additional aid was programmed to be saved to
increase reserves or to retire domestic debt. Reserves in the 2—3 months of imports
range were found to be the threshold for determining whether the increased aid
should be used to expand the current account deficit or to increase reserves. The
estimated inflation threshold for determining whether the country got to spend or save
additional aid lies within the 5—7 percent range. These findings are consistent with
Board-approved policy on the accommodation of aid and Management guidance to
staff. However, they are not well communicated to the donor community nor to civil
society. They help to explain why outside observers perceive the IMF as “blocking”
the use of aid: PRGFs in countries with inflation above the threshold are likely to
program the saving of at least part of additional aid.

o PRGFs have neither set ambitious aid targets nor identified additional aid
opportunities—where absorptive capacity exceeds projected aid inflows. They have
indirectly catalyzed aid—through their macroeconomic assessment and support for
country efforts to improve the underlying macroeconomic environment and fiscal
governance. Their medium-term aid forecasts have shown signs of adapting to the
increased persistence of aid to SSA—after having been overly conservative at the
start. But IMF staff have done little to analyze additional policy and aid scenarios and
to share the findings with the authorities and donors. They have not been proactive in
mobilizing aid resources, a topic where the Board remains divided and IMF policy—
and operational guidance to staff—are unclear.

. Of the key features distinguishing the PRGF from the ESAF, fiscal governance has
been the most systematically treated. These strong PRGF efforts on fiscal governance
reflect clear, consistent, and continuing support from the Board; the issue’s centrality
to the IMF’s core macro objectives through its links to budget execution; and
effective Fund/Bank collaboration, grounded in professional capacity in both
institutions. The consistent HIPC-related pressure from both Boards was a factor in
PRGFs’ support for pro-poor budgets. Executive Directors’ support for Poverty and
Social Impact Analysis (PSIA), though strong, has been more measured; the tailoring
of PSIA to PRGF needs was initially stymied by unrealistic expectations of how
Fund/Bank collaboration might work on the issue, with more recent efforts focused
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on in-house analysis. Weak Fund/Bank collaboration has also been a factor in the
IMF’s failure to pay more attention to infrastructure-related growth and
competitiveness linkages and their possible macroeconomic implications for the
programmed spending and absorption of additional aid.

o IMF communications on aid and poverty reduction have contributed to the external
impression that the IMF committed to do more on aid mobilization and poverty
reduction analysis. The resulting disconnect has reinforced cynicism about, and
distrust of, IMF activities in SSA and other low-income countries. It was especially
large in the early years of the evaluation period, when Management communications
stressed the two-way linkages between growth and poverty reduction. But it remains
a concern even today, in the context of external communications on IMF support for
alternative scenarios, MDG strategies, and the mobilization of aid that overstate what
the IMF is doing in the context of PRGFs.

o The IMF has missed opportunities for communicating with a broader audience in
SSA. The IMF has a network of resident representatives in SSA. Demands on their
time have increased in recent years with the changing aid environment, and donors’
increased decentralization and use of budget support instruments. But staff resources
and skills have constrained their ability to fully engage with local partners in this
changing environment. Meanwhile, they remain a largely untapped source of
information on what is happening on the ground among donors and civil society; their
observations do not systematically inform institutional positions.

Recommendations

Going forward, the evaluation makes three recommendations for improving the coherence—
actual and perceived—of the institution’s policies and actions relating to aid to SSA. They
may also be relevant to several undertakings included in the Medium Term Strategy (MTS).

. The Executive Board should reaffirm and/or clarify IMF policies on the underlying
performance thresholds for the spending and absorption of additional aid, alternative
scenarios, the mobilization of aid, PSIA, and pro-poor and pro-growth budget
frameworks. Based on these reaffirmations/clarifications, Management should
provide clear guidance to staff on what is required, encouraged, permitted, and/or
prohibited—including in working with the World Bank and other partners—and
ensure effective implementation and results. The External Relations Department
should ensure the consistency of institutional communications with Board-approved
operational policies and IMF-supported operations.

o Management should establish transparent mechanisms for monitoring and evaluating
the implementation of the clarified policy guidance. The IMF’s Ex-Post Assessments
should explicitly cover staff actions and contributions to the implementation of
existing and clarified policies. But in view of widespread external concerns about
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IMF staff accountability in SSA, a more periodic and transparent stocktaking across
country programs is needed, possibly in the context of Board reviews of the PRGF—
or in future reviews of the MTS.

o Management should clarify expectations—and resource availabilities—for resident
representatives’ and missions chiefs’ interactions with local donor groups and civil
society. It should monitor trends in the institution’s country-level operating
environment, including for aid, periodically assessing the cross-country implications
for IMF policies and strategies.

Executive Board discussion

The IMF Executive Board broadly supported the evaluation’s recommendations at its March
meeting on the report. Executive Directors asked IMF staff to come back with specific and
costed proposals on how to implement them.

B. IMF Exchange Rate Policy Advice, 1999-2005

The report of the evaluation of IMF Exchange Rate Policy Advice was sent to the Executive
Board on April 18, 2007, but was not discussed until May 9—beyond the FY2007 covered
by this report.’ The description that follows focuses on the evaluations’ main findings; next
year’s Annual Report will present the report’s recommendations and the reactions of the
Executive Board.

The IMF was charged by its Articles of Agreement and a landmark 1977 Executive Board
Decision to exercise surveillance over the international monetary system and members’
exchange rate policies. The overriding question addressed by the IEO’s evaluation of IMF
Exchange Rate Policy Advice is whether, over the 1999-2005 period, the IMF fulfilled this
core responsibility. The main finding is that the IMF was simply not as effective as it needs
to be in both its analysis and advice, and in its dialogue with member countries. The IEO thus
diagnoses an “effectiveness gap” in the IMF’s main line of business.

The reasons for the IMF’s failing to fully meet its core responsibility are many and complex.
Among these reasons are: a lack of understanding of the role of the IMF in exchange rate
surveillance; a failure by member countries to understand and commit to their obligations to
exchange rate surveillance; a strong sense amongst some member countries of a lack of even-
handedness in surveillance; a failure by Management and the Executive Board to provide
adequate direction and incentives for high quality analysis and advice on exchange rate
issues; and the absence of an effective dialogue between the IMF and many—though
certainly not all—of its member countries.

> In its latest Communiqué the IMFC stressed the importance of the Board discussion of this report in informing
their work leading to the update of the 1977 Decision on Surveillance over Exchange Rate Policies.
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To assess the quality of the IMF’s analysis and advice and the effectiveness of its policy
dialogue with the authorities, the evaluation reviewed documents for the last two Article IV
consultations for the entire membership through 2005, undertook a review of internal and
Executive Board documents for 30 selected economies over the full review period, surveyed
IMF staff and country authorities, and held a series of interviews with government officials,
market participants, academics, IMF Executive Directors or their Alternates, and IMF staff.

Main findings
The IMF’s role in exchange rate policy advice

The IMF’s role in exchange rate surveillance and related advice derives from formal
obligations on both the IMF itself and on member countries. In practice, however, there are
different perceptions about the exact nature of the IMF’s role. While reasonably clear at a
broad legal level, there are gaps in the more specific guidance provided by the Board and
with regard to many operational aspects of staff’s work—a situation complicated by the lack
of firm professional consensus on many of the issues concerned. Survey evidence suggests
that there is lack of clarity—among the authorities and staff—about various aspects of the
IMF’s work in exchange rate surveillance, reflecting different expectations of what the IMF
is supposed to do, as well as different perceptions about what it is doing. Such differences
make it difficult for the IMF to discharge its responsibilities effectively, and for staff to
secure the necessary Board support for some aspects of their responsibilities.

The quality of staff analysis and advice

The IEO’s review of a number of quality indicators found that progress had been made over
the evaluation period, though not necessarily in the right areas of analysis or to the extent
necessary to address the IMF’s “effectiveness gap.” The increasing number of FSAP
exercises, for example, has aided staff knowledge of financial sector issues and the
availability of data, improving the integration of such analyses into exchange rate
surveillance. Analytical support for IMF advice on regime choice, however, has been weak,
and country-specific implementation issues (including in the area of intervention policies)
have too often been neglected by IMF staff.

Despite increased attention to global imbalances and capital flows in recent years,
multilateral considerations and related spillovers did not figure prominently in most bilateral
surveillance discussions. In the IEO desk reviews, analytical depth has often been found
lacking, with references to multilateral or regional developments not fully integrated into the
staff report or supported by formal analysis. With policy advice being formulated largely on
the basis of cyclical, country-level considerations that would provide “first best”
recommendations for the country in isolation, interdependencies between individual country
policies and the responses of other countries were not sufficiently integrated into staff
analysis. As a result, scope for active policy coordination was insufficiently exploited; and a
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large group of both the authorities and staff agreed that treatment of policy spillovers
remained a key area for improvement in IMF analysis.

Policy dialogue and IMF impact

Policy dialogue between staff and the authorities is a key part of the IMF’s surveillance
process; and evidence suggests that, while good in many cases, there are important questions
about the effectiveness of this dialogue. Survey responses indicated that the large majority of
the authorities generally perceived their discussions as two-way, with staff being seen as both
respectful and willing to approach these discussions with candor. In interviews, while not all
country officials were satisfied with the basis underlying staff advice, most nevertheless
appreciated the opportunity to interact. However, the bigger issue appeared to be the tepid
enthusiasm expressed privately in several countries, and resulting limits to the IMF’s ability
to influence policy formulation. Overall, the IMF was too often considered by the authorities
to have provided little value, particularly among the advanced economies and—
increasingly—Ilarge emerging markets. By contrast, a majority of respondents from smaller
emerging market and developing countries regarded IMF involvement as instrumental,
particularly in the context of IMF programs.

Reasons for ineffective policy dialogue and limited impact are manyfold. Specifically, they
appear to have arisen from a lack of attention to country-specifics and insufficient analytical
underpinnings in key areas (such as regime choice and policy spillovers). The authorities, in
turn, have limited impact to the extent that sensitive policy issues have been taken “off the
table.” In addition, data provision appears to have been a pervasive problem. The evaluation
encountered cases that should have materially affected Executive Board discussions on
exchange rate issues, and the IEO survey of IMF staff suggests that problems with data
availability or quality may have impaired staff’s ability to conduct exchange rate analysis in
about one-third of the IMF membership.

The relative importance of other channels of IMF influence on policy formulation varies by
country and context, but has remained limited overall. The influence of Executive Board
discussions differed according to country grouping, with positive views particularly strong
among program countries. No direct evidence was found of peer pressure from the Board or
other authorities as a result of IMF advice, and a large minority of staff respondents in the
IEO survey felt that the expectation of publication or concerns about their relationships with
authorities tended to dilute coverage in staff reports—Ilimiting the influence that can
reasonably be exercised by the Board. Use of public channels of IMF influence has also been
constrained. While generally welcoming staff analysis of topical exchange rate issues,
authorities have often been wary of sparking a public debate that might unsettle markets.

III. CROSS-CUTTING ISSUES

A number of common messages emerging from earlier evaluations have been identified in
previous IEO Annual Reports. The evaluations of the IMF and Aid in SSA and IMF Advice
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on Exchange Rate Policy highlight the need for improvements in managing the process of
institutional change within the IMF. The former also stresses some of the messages that had
been brought up by previous evaluations that focused on low-income country issues—
Prolonged use of IMF Resources, The IMF’s Role in the PRSP and PRGF, Fiscal Adjustment
in IMF-Supported Programs, and IMF Technical Assistance. These include the need to
clarify the role of the IMF in various areas and the importance of strengthening partnerships
with other IFIs and donors. The evaluation of the IMF Advice on Exchange Rate Policy also
reached conclusions similar to those made in previous evaluations, such as the need to
provide clear yardsticks to facilitate the assessment of the impact of IMF advice. These
common messages are discussed below.

The need to better manage institutional change at the IMF. The evaluation of the IMF and
Aid to SSA points to gaps between Executive Board policy decisions and Management’s
guidance to and follow-through with staff aimed to ensure that practices were adapted and
aligned effectively with new directions. The evaluation found that the initially ambitious
plans for the PRGF, in terms of analysis and mobilization of aid, were not followed through
due in part to a loss of momentum. The Multilateral Surveillance evaluation pointed out that
because of a “silo” structure at the IMF there was insufficient cooperation among
departments, which, inter alia, hindered fuller integration between macroeconomic and
financial sector surveillance (as well as between bilateral and multilateral surveillance).

There is a need for greater clarity about the goals of various IMF initiatives and a properly
aligned external communications policy. The evaluation of the IMF and Aid to SSA found
that there was ambiguity and confusion about IMF work in low-income countries, a point
that had also been highlighted by the evaluation of the IMF’s role in the PRSP and PRGF.
The IMF had, in both its public pronouncements and publications, “overpromised” on what it
could deliver to the PRSP process. Ultimately, the IMF failed to follow-through on the
initiatives, such as those elaborated in the “key features of PRGF-supported programs,” and
the PRSP did not inform PRGF program design as required for the new approach to be
effective in poverty reduction. The exchange rate policy evaluation found that there is
inadequate appreciation of the formal role of the IMF in exchange rate surveillance, and that
this has a deleterious effect on the effectiveness of the IMF’s advice. The negative impact of
insufficient clarity of the IMF’s role on the dialogue with member countries had also been
voiced in the earlier evaluations The IMF and Recent Capital Account Crises and The IMF’s
Approach to Capital Account Liberalization.

The IMF needs to strengthen partnerships with other IFIs and donors. The previous
evaluations focusing on low-income countries, notably Fiscal Adjustment in IMF-Supported
Programs, the IMF’s role in the PRSPs and the PRGFs, and IMF Technical Assistance, as
well as the recent one on aid to SSA, have highlighted the importance of effective
partnerships. They have noted that successful IMF engagement in low-income countries
requires collaboration with other IFIs and donors, and in particular, the World Bank.
Although the evaluation of the IMF and Aid in SSA has found areas where Fund-Bank
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collaboration has worked well—notably fiscal governance—World Bank inputs in many
other areas, such as PSIA, have not been effectively sought and incorporated. It was
suggested that an effective partnership between the IMF and the World Bank must be based
on clear understandings of each institutions responsibilities for the delivery of inputs.

The absence of clear metrics impedes the assessment of the impact of IMF’s policy advice
and whether the IMF is meeting its commitments to countries. Earlier evaluations have noted
that while the IMF has responded rapidly to the demands of a changing global environment
by introducing new products—notably the PRGF—there has been less emphasis on
monitoring and assessing the IMF’s performance. The PRSP and PRGF evaluation attributed
this to the failure to define what the IMF’s deliverables in the PRSP process were vis-a-vis
those of other players. The recent Evaluation of the IMF and Aid to SSA has recommended
that Executive Board should reaffirm/clarify IMF policies underlying performance thresholds
for the spending and absorption of additional aid, mobilization of aid, alternative scenarios,
PSIA, pro-poor and pro-growth budget frameworks.

IV. ONGOING PROJECTS AND THE FUTURE MENU OF TOPICS

The IEO is currently engaged in the preparation of three evaluation projects: Structural
Conditionality in IMF-Supported Programs; Aspects of IMF Corporate Governance—
Including the Role of the Board; and The IMF’s Interactions with its Member Countries.°
The first evaluation is expected to be completed before the 2007 Annual Meetings. The other
two projects would likely be completed in FY2008 or the first half of FY2009. Two other
evaluations added to the pipeline in FY 2006—The IMF’s Research Agenda and The IMF’s
Approach to International Trade Issues—are expected to commence sometime in-FY 2008—
Table 1 shows the status of the various evaluations completed, in progress or in the work
program of the IEO. In September/October 2007 the IEO will initiate a consultation process
with the IMF’s Executive Board, Management and staff as well as external stakeholders to
identify a set of topics to be added to the office’s pipeline in FY2009.

A. Structural Conditionality in IMF-Supported Programs

The use of structural conditionality by the IMF rose significantly in the 1980s and 1990s, as
the IMF became more deeply involved in issues pertaining to growth, the institutional
underpinnings of macroeconomic adjustment and the containment of financial vulnerabilities.
The proliferation of structural conditions was met with strong criticism outside the IMF. It
was argued that many structural conditions were not needed for the achievement of program
goals, and that there was not a clear division of labor between the IMF and the World Bank.
It was also argued that there were areas where the IMF had become too “ideological,” such
as privatization and trade reforms, and that these conditions undermined the “ownership of
policy making” by national authorities and that in some cases they infringed on the member

8 Issues Papers for the first two evaluations can be found in http://www.ieo-imf.org/pub/issues.html.




19

country’s sovereignty. Largely in response to this criticism, the IMF launched in 2000 a
“streamlining initiative” aimed at reducing the volume and scope of structural conditionality
and issued new conditionality guidelines in 2002.

The evaluation aims at answering two broad sets of questions: (i) how effective has structural
conditionality been at promoting structural change; and (ii) what has been the effect of the
streamlining initiative and the 2002 Conditionality Guidelines. On the first question, the
evaluation examines how compliance with conditionality varies across sectors and with
country circumstances. It then addresses the question of whether conditionality has been
conducive to reform and how this is related to its design. As for the streamlining initiative
and the 2002 Conditionality Guidelines, the evaluation mainly examines how they affected
the number and sectoral composition of conditions.

To address these questions the evaluation did statistical analysis of data from the PDR
database for monitoring arrangements (MONA) for all programs approved in 1995-2004,
which included 6,500 Structural Conditions. To explore design and effectiveness issues,

43 case studies were prepared for countries with arrangements between 1999 and 2004—
including a subset of 13 in-depth studies, of which 5 entailed visits to the countries. These
programs represent a fairly large fraction of the 102 programs approved during that period,
and account for 1,567 conditions out the 3,652 conditions in those programs. Along with a
study of trends and patterns of SC based on MONA, the impact of the streamlining initiative
was reviewed through in-depth studies of the documentation submitted to the Board as well
as Greys, Minutes, and Summing ups, for 10 programs approved in 2004 (4 SBAs and

6 PRGFs), and an additional 8 PRGFs approved in 2005. A Staff survey and focus groups
with staff involved in programs over the past 5 years examined their views of streamlining
initiatives, program design and IMF-WB cooperation. Finally, the views of the authorities on
various aspects of program design were canvassed during country visits or through
teleconferencing.

B. Aspects of IMF Corporate Governance—Including the Role
of the Board

This evaluation will review the IMF’s governance arrangements, i.e., the institutional
structure and the formal and informal relationships that govern the IMF’s activities and
decision-making. In the six decades since its founding, the IMF has seen important changes
in its membership and roles, but it is often claimed that its governance arrangements have not
kept up with these changes. For example, critics have argued that the Board is too absorbed
in micro-management to provide effective oversight and strategic guidance. They have also
raised concerns about unclear lines of accountability and about the lack of transparency in
decision-making and in the selection of the Managing Director (MD). The evaluation will
address the validity of some of these criticisms by focusing on the IMF’s efficacy, efficiency,
voice and accountability—the core issues of governance that seem most relevant to these
concerns. It will assess the degree to which existing governance arrangements at the IMF are
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consistent with widely-accepted principles of good governance, and it will seek to identify
areas where they can be strengthened to help it better fulfill its mandate.

The evaluation will focus primarily on the relationships between Management, the Executive
Board, and the IMFC—the bodies are at the center of the IMF’s governance. Issues related to
the Board of Governors, staff, and country groupings will be covered in the context of their
interactions with the bodies mentioned above. The evaluation will not address issues of
voting power or the ownership structure of the IMF, as these are currently under active
consideration.

The evaluation proposes to compare actual governance practices with three standards. First,
governance practices will be compared against the arrangements set in the Articles of
Agreement and other IMF documents. The second comparison will be with the governance
structures and practices of other inter-governmental organizations. These are probably the
most closely comparable organizations to the IMF, but they may not necessarily embody best
practice. The third comparison will be against principles of good governance developed in
the private and public sectors, which would be adapted to make them relevant to the IMF.
Together, these three standards for comparison should provide a robust set of insights, even if
each of them on its own would have serious weaknesses as a benchmark for IMF governance.

The evaluation will be based on several building blocks which, together with a series of
surveys, will inform a chapeau report with the main findings and recommendations. The
building blocks will include a detailed description of the current IMF governance and its
legal authorizing environment, a historical overview of the evolution of IMF governance
since its inception, comparisons of the IMF’s governance arrangements with those in a
sample of inter-governmental organizations that share some functional commonalities with
the IMF and with organizations in the public and private sectors. A series of in-depth case
studies will be prepared to exemplify how key governance functions, e.g., strategic thinking,
policy implementation, and oversight and accountability, are performed in practice.

C. The IMF’s Interactions with its Member Countries

The effectiveness of the IMF depends in large part on a successful relationship between the
IMF and its member countries. The IMF comprises the Executive Board, Management, and
staff, and while most of the interaction with member countries takes place between the staff
and the country authorities, messages delivered by the Executive Board and other channels of
interaction have become increasingly important in recent years. In particular, greater efforts
have been made to establish contacts between staff (either headquarters-based or resident
representatives) and non-government institutions (parliamentarians, civil society, market
participants, the press, etc.) in member countries. The evaluation would focus on how the
relationship between staff and country authorities is working, but would also investigate how
other channels of contact have affected that key relationship.
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A starting point would be to establish how well the nature of the relationship is understood
by various parties, including an understanding of the appropriate interactions given the
unique set of rights and obligations inherent in IMF membership. Thereafter the study would
examine the nature of the interactions. In some cases the relationship is perceived to be
working very well and the study would attempt to identify underlying best practices,
including why some regions have been more receptive to the IMF’s efforts. In other cases
there is frequent criticism that the IMF too often conveys advice and views to country
authorities without adequately taking account of country circumstances, or without listening
carefully enough to the views of the authorities. As a result, critics contend, the IMF does not
form an accurate assessment of the true needs and priorities of the membership, or, even
when broadly correct, is insufficiently specific to be helpful. It thereby misses opportunities
to be effective, or, even worse, misdiagnoses problems or recommends inappropriate policy
advice.’

A second type of criticism is that even when the IMF’s views are carefully considered and
well worth listening to, they are conveyed in a way that is unlikely to be effective. Either the
written documents are too long and inaccessible to be widely used, or contacts are not made
with sufficiently senior officials, who, in some instances, are simply unaware or misinformed
about the IMF’s purpose and the nature of its activities. Relatedly, it is sometimes claimed,
the IMF, while being much more transparent in recent years, has not proactively used the
opportunities to shape opinion in member countries that could facilitate debate and reform of
economic policies.

The study would rely on various sources, including (i) a perception survey of senior officials
in member countries and, in a sample of countries; (ii) interviews with officials as well as
with parliamentarians, representatives of the private sector and nongovernmental
organizations; and (iii) a survey of relevant staff, Management, and Executive Directors.
Based on the views of country authorities and others, such a project could evaluate whether
the IMF’s engagement with member countries could be more effective. It would examine
aspects of IMF country operations across a wide array of instruments, including program
relationships, Article IV consultations, and technical assistance and training, and the
modalities of interaction, including through missions, resident representatives, and
communication with headquarters. The evaluation would attempt to assess how well the
IMF’s instruments and modalities of operation are aligned with the needs of policymakers,
and how well the relationship with member countries is managed.

7 Under this type of criticism falls charges that the IMF is arrogant in its views; adopts a one-size fits all
approach to problems that are diagnosed in Washington; adopts the latest policy priorities of key members or
donors, rather than those of the country it should be advising; or is oblivious to the political and technical
constraints that are critical in designing and implementing policies.
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D. The IMF’s Research Agenda

Seven years ago, a group of independent experts evaluated the IMF’s economic research
activities.® At that time, the Executive Board agreed with the group’s finding that there was
“substantial room for improvement in the overall quality of the IMF’s research.” Among
other conclusions, Directors endorsed the recommendation that the mix of research
conducted at the IMF would need to be directed more to areas where it could add the most
value and agreed that it could be integrated to a greater extent into policy work—an
assessment that has also been shared by external critics of the IMF. The evaluation would be
a follow up exercise and look at two areas.

J First, the evaluation would examine the way in which research topics are selected and
priorities imposed across the IMF, and the extent to which the recommendation has
been carried out to direct research more to areas where it could add the most value
and be better integrated into policy work. In order to do this, an analysis of the
research conducted by all departments in the IMF would be undertaken, using as a
starting point the work performed by the existing interdepartmental Research
Committee. The evaluation would attempt to identify which pieces of research had
been particularly relevant and influential for the country and policy work of the IMF.
In addition, a survey of staff and country officials would try to elicit whether some
topics could have received greater priority. Given the attempt to streamline and focus
IMF activities in recent years, and to seek ways to save costs—issues that will be of
even greater importance in the years to come—the evaluation would explore the
extent to which decisions on research topics are guided by the opportunities to rely on
research conducted outside the IMF, either at other institutions such as the World
Bank and the OECD, or in academia.

o Second, the evaluation will investigate aspects of the quality (as opposed to the scope
and relevance) of IMF research. The process by which IMF research is supervised
and vetted would be examined. The views on a sample of research would be sought
from a panel of external experts. Issues such as the degree of innovation, and the
consistency with first best methodology would be studied.

E. The IMF’s Approach to International Trade Issues

A stated purpose of the IMF is to facilitate the expansion and balanced growth of
international trade.’ A recent internal staff review of the “IMF Work on Trade”'" concluded
that the IMF has consistently advocated open trade regimes as a means to improve economic

8 See www.imf.org/external/pubs/ft/extev/res/index.htm.

? See Articles of Agreement of the IMF available at www.imf.org/external/pubs/ft/aa/aa.pdf.

12 See www.imf.org/external/np/pp/eng/2005/020705.htm.
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efficiency, combat rent-seeking and corruption, and promote income growth. While
providing a broad overview of the IMF's work on trade policy, including conditionality, the
internal review did not seek to address far-reaching questions relating to the appropriateness
and effectiveness of the IMF’s advice on trade reforms. During the review’s discussion at the
Board, directors generally agreed that it would be desirable to conduct case studies on the
impact and design of trade policy reforms recommended by the IMF. They considered such
studies helpful for drawing lessons for future country-specific policy advice and program
design.

The IMF’s approach to trade has always drawn substantial criticism. According to critics,

(1) IMF-supported trade liberalization has been too fast, (ii) programs have not included
appropriate social safety nets for affected vulnerable parts of the population, (iii) IMF advice
on trade liberalization has ignored market imperfections in domestic and world markets,

(iv) the IMF has failed to take into account the impact of tariff reductions on the revenue
base and fiscal sustainability, (v) trade conditionality has been driven by the agenda of
developed country shareholders in the IMF, (vi) IMF requirements to liberalize unilaterally
have decreased program countries’ bargaining power in the multilateral negotiations, and/or
(vii) the IMF has been too soft on tariffs and non-tariff barriers in industrial countries as well
as on other policies of industrial countries that amplified global trade imbalances.

The evaluation would entail in-depth case studies of program, surveillance, and technical
assistance activities focusing on IMF involvement in trade reforms and their impact. It would
assess the quality and effectiveness of the IMF’s advice at country, regional, and multilateral
levels, as well as on global trade imbalances. It would also look at the IMF’s coordination
with other organizations such as the World Trade Organization, the World Bank, the United
Nations Development Program, and the United Nations Conference on Trade and
Development (all of which have their own respective mandates in the area of trade). Finally,
the evaluation would include the IMF’s contribution to the work of the Integrated Framework
since its inauguration in October 1997. The evaluation would complement the evaluation of
the World Bank’s trade policy advice carried out last year by the Bank’s Independent
Evaluation Group."

' See http://www.worldbank.org/ieg/trade/report.html.
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Table. Completed and Ongoing IEO Work Program

Project Status 1/
Initial round of evaluation projects
Prolonged Use of IMF resources Completed (September 2002)
The IMF and Recent Capital Account Crises (Indonesia, Korea, Completed (May 2003)
Brazil)
Fiscal Adjustment in IMF-Supported Programs Completed (August 2003)
Additions to Work Program 2/
FY2004
The IMF and Argentina, 1991-2001 Completed (July 2004)
Poverty Reduction Strategy Papers/Poverty Reduction
Growth Facility Completed (July 2004)
IMF Technical Assistance Completed (January 2005)
FY2005
IMF’s Approach to Capital Account Liberalization Completed (April 2005)
IMF Assistance to Jordan Completed (October 2005)
Financial Sector Assessment Program Completed (November 2005)
Multilateral Surveillance Completed (February 2006)
FY2006
IMF Structural Conditionality Later 2007
The IMF and Aid in Sub-Saharan Africa Completed (January 2007)
IMF Advice on Exchange Rate Policy Completed (May 2007)
FY2007
Aspects of IMF Corporate Governance In progress
IMF's Interactions with its Member Countries In progress
IMF’s Research Agenda To commence in FY2008-09
IMEF’s Approach to International Trade Issues To commence in FY2008-09

1/ The date refers to the time the completed report was, or is expected to be, circulated to the Evaluation
Committee of the Executive Board.
2/ Refers to the fiscal year in which the projects were first added to the work program.
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APPENDIX I. IEO DIRECTOR’S VISITS AND OTHER QOUTREACH ACTIVITIES!?

May 5—11, 2006, Paris, France
IEO Director’s attendance at GBS dissemination conference

May 11-14, 2006, London, United Kingdom
IEO Director’s consultations with authorities, academics and CSOs on the IEO work
program.

June 7-8, 2006, Bellagio, Italy
Seminar sponsored by Center for Global Development

June 8—10, 2006, Ottawa and Waterloo, Canada
IEO Director’s attendance at Centre for International Governance Innovation (CIGI)
workshop and consultations with authorities on IEO role and activities

June 20-23, 2006, Accra, Ghana
To seek views of authorities, donors, and stakeholders on the IEO evaluation of IMF and Aid
to Sub-Saharan Africa and other IEO activities

June 24-27, 2006, Johannesburg, South Africa
To meet with authorities and financial sector participants on the IEO evaluation of exchange
rate policy

June 27-30, 2006, Maputo, Mozambique
To seek views of authorities, donors, and stakeholders on the IEO evaluation of IMF and Aid
to Sub-Saharan Africa and other IEO activities

July 16-18, 2006, Tokyo, Japan
To meet with authorities, financial sector participants, media and think tanks on IEO
evaluation of exchange rate policy

July 19-22, 2006, Hong Kong SAR, China
To meet with authorities and financial sector participants, media, and think tanks on IEO
evaluation of exchange rate policy

August 26-31, 2006, Beijing and Shanghai, China
To meet with authorities and other financial sector participants on IEO evaluation of
exchange rate policy

12 Excluding travel of evaluation teams on specific projects.
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September 14—19, 20006, Singapore, Singapore
Annual Meetings and IEO seminar at IMF/World Bank Program of Seminars entitled
“Strengthening IMF Surveillance”

October 17-18, 2006, Berlin, Germany
InWEnt Policy Workshop

October 19-20, 2006, Paris, France
IEO Director’s consultations with authorities on IEO role and activities, and evaluation of
IMF Advice on Exchange Rate Policy.

November 13—17, 2006, Paris, France
ECG and DAC evaluation meetings

December 9-10, 2006, Cairo, Egypt
To meet with authorities on the IEO evaluation of exchange rate policy

December 11-14, 2006, Riyadh, Saudi Arabia
To meet with authorities on the IEO evaluation of exchange rate policy

March 23, 2007, Tunis, Tunisia
IEO outreach on evaluation of “The IMF and Aid to Sub-Saharan Africa”

March 26-27, 2007, Berlin, Germany
Joint IEO/InWent outreach seminar

March 27-28, 2007, Geneva, Switzerland
Meetings with officials of international organizations on IEO evaluation of corporate
governance

March 28-31, 2007, Paris, France
IEO outreach at OECD/DAC and EUO

April 2-3, 2007, London, United Kingdom
IEO outreach at ODI

April 13, 2007, Washington, D.C., USA
IEO outreach with NGOs

April 13, 2007, Washington, D.C., USA
Event with African Governors
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