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Francisco Sagasti

The topic of this mecting, on the governance of international
financial institutions, requires at feast some agreement on what good
governance would be. To offer one view: good governance of
international organizations would have to be efficient in the sense of
solving the problems it addresses in a cost-cffective and timely
manner. To be effective means maintaining the stability of the system
but also being flexible enough to accommaodate changes.  Finally,
good governance would have to be legitimate in the sense of
representing  the various views of all the constituencies in
international organizations, and legitimate also in terms of
accountability. This is one of the areas in which most international
financial institutions fail miserably.

I would like to focus on an area that { know a bit about:
development finance and some questions of governance.

The Paris Club

In the first place, [ am surprised that none of the papers, especially in
a meeting just before the Halifax Summit, touched on the role of one
of the most important ‘non-institutions’ that we have that has a
tremendous influence on developing countries: 1 refer to the Paris
Club. There are no articles of agreement of the Paris Club, only a
sertes of codified practices. It works in peculiar ways and has a very
interesting impact in terms of cross-conditionality. First of all, as [
say, it is a non-institution. [t is extremely rigid — I'don’t know any
other non-institution that is as rigid as the Paris Club. Tt doesn’t deal
with countries on a case-by-case basis. It only reschedules official
debt over a very short term — three years., It requires an {MF
agreement and, in addition, it sets terms in very rigid ways according
toincome Jevels. We have heard of the Toronto and the Naples terms
and, once it hay settled those terms, they apply to all countries in that
income category. Of course, they set minimum conditions and
countries can be more generous within the framework of the Paris



Club but this is very rare. Not only that, but the way in which it is
organized is that all the creditors gang up on each country. If you've
been to a Paris Club meeting, yousec 15 people sitting in front of two
or three people from a developing country and then, the next day,
you have another country. Of course, developing countries don't tatk
to each other; it’s the creditor countries that tatk to each other and
agree on terms.

The G-7 is another non-institution and it defines what the Paris
Clubis going to do. Therefore, if we want to do something on Halifax,
one thing would be to mention that there needs to be changes in Paris
Club procecdings. By the way, this is one of the institutions where
political conditionality works in a very clear way. Recently, for
example, the United Stales blocked a concessional agreement to
Nicaragua and not because the IMF thought that the Nicaraguan
economy was in bad shape. It was simple political conditionality with
names attached to it: Senator Jesse Jones wanted to bring pressure
on the Nicaraguan government to return to some former Somozistas
properties that were scized a few years ago and this was used as an
excuse for the State Department and the Treasury not to do anything
with Nicaragua.

One of the things that I learned from looking closely at these
negotiations is that, if you really want to get a good deal at the Paris
Club, make sure that, when the IMF mission comes to your country
and begins to review your data, you get two or three good people
challenging every single figure, because those are the figures that are
going to be used in Paris Club ‘negotiations’ to decide on the terms
that your country is going to have.

The practical point here is that if we really wish to have a lasting
impact on development finance, let’s look at the Paris Club and at
official bilateral creditors which now account for something like 40
percent of developing country debt.

Changes to the World Bank

My second point has to do with the World Bank. I do not know
whether James Wolfensohn is going 1o be invited as an observer at
the Haltfax Summit but it would be a good idea if he were there — 1
know he has friends among the leaders of the G-7, and he’s going to

take over [the World Bank presidency| on June 1. This is a timely
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occasion to propose some significant reforms of the World Bank. [t
has become a large conglomerate with many different products,
managed in the way that inefficient conglomerates were managed in
the 1970s and 1980s. It needs 1o be more product-focused, and to be
closer to its clients. T have made a quick tist ot five of its constituencies
and products, but I remember when T worked at the Bank we were
able to identify many more. You have the role of catalyst for private
finance, especially for the NICs high- or middle-income countries.
You have the role of providing long-term finance at lower than or
near market rates, for middle-income countries. Because of the
difference between authorized and paid-in capital, the World Bank
has been a most efficient way of raising capital for developing
countries in the sense that it delivers more bang for the buck. By
paying in a small amount, you're really able to raise a huge amount
in the capital market. Of course it's based on guarantees by the
industrialized nations, but I don’t see any reason why, with some
minor medifications, this system could not continue working in order
to serve the needs of the rapidly dwindling number of countries that
still need long-lerm financing near market rate.

The third area is concessional finance and here the role of aid
coordination i5 a very important one for the World Bank. H's a
different product. Then we have policy dialogue and policy advice,
and research. Now the clients and the consumers of these various
products are very different. What would be required, in my view,
would be to break down the World Bank into four or five sub-units,
have a kind of conglomerate board, and then have the equivalent
executive boards for each of the various products and clients and
involve more people in each of those areas.

Anyway, this will bave major organizational and personnel
changes, It will move a long way toward making the World Bank
more accountable. 1t would change radically its relations with the
regional development banks.  When | was doing some strategic
planning for the World Bank and we raised the issue of relations
between the regional banks and the Bank, we were really hammered
by all the regional vice-presidents and several members of the
President’s Council thatexisled at that time. They simply didn't want
lo discuss that issue, but 1 think it’s high time now to discuss it; and
the contributions that the Narth-South Institute has made on the
subject [with its series of volumes on the Regional Development
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Banks] are extremely im portant to reach a more sensible definition.
In a nutshell, my view is that the World Bank has to take more of a
functional cut rather than a regional cut, and one of the first
tmplications would be to abolish regional vice-presidents in the
World Bank and to settle on a different lype of organizational
struclure.

One final thought on governance. | think that we should go
further than simply broadening the G-7 to the G-15, as Gerry
Hellciner said or as Frances Stewart implies in her paper. We should
think of including private corporations and the international civil
society, including academics, advocacy groups and workers’
organizations, in the governance of international financial
institutions, | do not believe that the time is appropriate to remain
locked in the circle of governments. [ think it would be possible to
expand and to include representatives of international banks and of
multinational corporations. Whatever we do, if {for example) we
break up the World Bank in the way I have suggested, and if there is
one area in charge of providing the catalyst for private finance, it is
obvious that you should get some of the private banks involved in
governance, in this particular sub-area as a function of the Bank.




