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INTRODUCTION

In the second part of the twentieth century, a new era started in the

development of intergovernmental fiscal organizations with the founda-
tion of the International Monetary Fund (hereinafter IMF) and the World Bank
(hereinafter WB). Today, these international financial institutions (hereinafter
IFI) play an indispensable role in the new globalized financial order. Day by
day, the growing influence of the IFI has increased the number of disputes on
this issue. One of the controversial issues is the conditionality policies of the
IFI, and their relationship with democracy. Although it is alleged that con-
ditionality is beneficial for the improvement of democracy, it seems that it is
inimical to development of democracy. This essay will investigate whether these
conditionality policies are legitimate ways to affect national policies.

T he globalization of the international financial system continues rapidly.
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BRETTON WOODS INSTITUTIONS'
CONDITIONALITY POLICIES

IME which is one of the main intergovernmental economic organizations, was
founded in Bretton Woods in December 1944 to conduct an exchange rates
system, and thereby reinforce a more stabilized world order.!"! In the 1970s,
the exchange rates system was abandoned.””’ Nowadays, the modern role of
the IMF is to provide long-term loans for developing countries which have
balance of payments problems."

The fundamental instruments of the IMF and WB to affect national policies
are conditionality, which means the debtor country has to meet certain provi-
sions and criteria.! In other words, the IMF and WB provide assistance to
the debtor countries as long as their policies are implemented.”’ On the other
hand, conditionality provides protection to the IFI that the credit is being
utilized for the agreed intention and the debtor will be able to acquit its debt.
From the Fund’s perspective, if creditor countries adhere to its program, they
will repay IMF loans.” Yet, after Argentina, Russia and Asia financial crises in
the 1990’s, the IMF was charged with compelling useless policies,”™ and the
assertion that conditionality serves to secure repayment is rebutted after fiascos
of IMF policies.” It is also noteworthy that the World Bank stipulates fewer
conditions than the IMEM"!

The essential aims of the IMF are regulated in Article 1 of the Articles of
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Agreement of IMF (1945)." However, the ideal function of IMF is a polemi-
cal topic. These main divergences are focused on the concept of ‘adequate
safeguards’ in Article I(v) and Article V(3)(a).""” This concept grants IMF the
right to demand conditions for the utilization of the IMF credit."® Indeed,
the conditions established by IMF ensure that the debtor members implement
necessary measures to solve their balance of payments problem that will enable
the credit to be repaid.!* Still, since the 1980s, IMF has been subjected to
criticism for extreme interfering in the economic sovereignty of the countries.!"
Additionally, it has been stated that politically powerless countries have to
accept more severe conditions.!®!

Another general argument has been that the authority of IMF to designate
the scope of the conditions is too broad.""”’ Moreover, it is suggested that the
conditionality has never been embodied overtly by the Articles of the Fund.""®
Despite the fact that conditionality is not regulated by Articles of Agreement,
it has become a significant institutional policy and was rendered formal in
1968 and then applied in 1979.2% This situation has enabled IMF to modify
conditionality with the changes of the world economy.”" Finally, some writers
alleged that the policies of IMF and World Bank are directed by their chief
members, especially by the USA government.” Stiglitz argues that Fund’s loan
policy was manipulated by the United States’ domination.
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Decisions of IMF’s executive board have determined the scope of conditionali-
ty.*” Indeed, the letter of intent indicates only the submission of the country to
IME.®! Generally, these conditions are negotiated between IMF and countries’
finance ministry and central banks.”?” The conclusion of the negotiation is being
the claim of IMF, so it cannot be defined as an international convention. This
means IMF does not intend to constitute legal relationships.””” An international
agreement includes three leading mechanisms; capability, consensus ad idem,
and intention to establish legal relationship.”® Also, according to Gold (1996),
Fund’s conditionality does not impose any obligation, because violation of a
reform agenda does not have any legal sanction.*”!

LEGAL ASPECT OF CONDITIONALITY

The jurisdictional challenges of IMF and World Bank have mostly been evalu-
ated by public policy experts and economists.®” These experts’ point of views
commonly concentrates on the success of the Fund’s operations.®” However,
the legitimacy of conditionality is a controversial issue, because of the unequal
applications between poor and rich borrowers and its incompatibility with
democracy.®” According to Dreher (2003), elections have caused interruption
of the fund’s program.®¥ Indeed, democracy and conditionality have a strong
interaction.’¥ The United States jurisprudence emphasises that the conditionality
is not a compulsion, so the state can choose to receive the loan and abide by the
conditions or not receive the loan.”” On the other hand, Epstein hypothesises
that if the bargaining capacities are not balanced, there is often coercion.”

According to Holder (1999) and Gianviti (1999), the competence of IMF must
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have limitations.””! For instance, “adequate safeguards’ concept should not be
exploited for externally sourced reforms;** otherwise, this interpretation would
be destructive for the countries.”” Similar institutions, such as the United Nations
and the World Trade Organization are more democratic, so they have been rarely
subjected to charges of extreme jurisdiction.*"!

Criticisms about legitimacy of the conditionality mostly have pointed to
a country’s economic sovereignty.“!! Dionne asserts that the IFI perform its
objectives against national sovereignty by compelling its reforms on borrower
countries.”” The United Nations Charter of Economic Rights and Duties of
States (1974) maintains that “Every State has the sovercign and inalienable right
to choose its economic system as well as its political, social and cultural systems in
accordance with the will of its people, without outside interference, coercion or threat
in any form whatsoever.”™ However, the conditionality inhibits ownership of
the country, because if the country does not submit, the reforms may be nomi-
nal." Conversely, if the country does submit, then the political authority will be
transferred to the Fund."! This situation cannot be appropriate for democracy.®!
Neoliberal theorists allege that developed economic circumstances will provide
more democracy.”! Nevertheless, democratic implementations indicate that
conditionality causes limitations on civil liberties to reduce public disturbance
which is the result of structural adjustment.®! For instance, the IMF program
in Latin American countries from 1998 to 2003 demonstrates that the required
structural reforms have a destructive influence on democratic development.*”’
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Indeed, IMF’s agendas generally regulate privatization, social welfare, foreign
investment, taxes, basically everything related with government budget.>” This
means that the result of the election is trivial because all important issues will be
fixed by the IMF policies.’" Moreover, if the borrower member does not comply
with the certain conditions, the agreed program will be halted.?

Contrary to the United Nations, the representation system of the Fund is
designated by economic power of members. For example, the United States has
16.17% voting power. However, India, Bhutan, Bangladesh and Sri Lanka col-
lectively have 2.34% of the total votes.®® The United States is the only country
which has veto power.5 Hence, western developed countries have been able to
impose their economic systems on debtor countries by IMF policies.”> Further-
more, by defending the Washington Consensus, the Fund’s reform perspective
can be smoothly exploited by Western multinational companies.®® Goldstein and
Williamson assert that in some situations, Fund’s conditions have been directed
by the desires of the G-7 countries.”” It is not a surprise, because developed coun-
tries have a crucial benefit in affecting the investment policies of the developing
countries, and IFI’s conditionality regimes make this feasible.®

Conditionality cannot be coercive for countries such as Brazil, Korea or Mexico
who have a strong connection with the international financial markets and a good
macroeconomic situation.” This is because they will have a strong position in
any negotiations with IME®” However, if these countries were in the middle
of a financial crisis, they might be compelled to comply with the conditions to
access the Fund’s credit.®" Volcker believes that “When the Fund consults with
a poor and weak country, the country gets in line. When it consults with a big and
strong country, the Fund gets in line” )
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Despite the fact that the conditionality is determined to maintain macroeco-
nomic stability and development, it has restricted debtor countries’ sovereign-
ty.% Actually, although initially the Fund’s programs have been intended to
fix balance of payment problems, the fund has expanded its mission to adjust
also social ills.* Thereby, conditional lending has composed a domination of
the IFI in national policies.” This is inherently dangerous for democracy.*
Generally, loan negotiations conducted between the executive organs of the
governments and IFI without participation of the legislature.””! Thus, politi-
cians generally hide conditionality debates from society./® Przeworski and
Vreeland hypothesise that the Fund prefers authoritarian governments rather
than democracies; because authoritarian regimes are more favourable to dictate
antipathetic reforms.”” In spite of these evidences, defenders of structural
adjustment still allege that these conditions reinforce democracy by promoting
political and economic stability.”” Surprisingly, not do only fiscal reforms have
a malevolent impact on democracy, but also legal and institutional reforms have
a negative impact on democracy.”" It is commonly accepted that although
Bolivia, Argentina and Ecuador adapted IMF’s reforms, they could not note
developments in democracy.”?

It is alleged that reforms may decrease corruption incidents which contrib-
ute to democratic development.”? On the other hand, structural adjustments
generate many damaging socioeconomic consequences that produce political

Threat to American Leadership” (Times Books, New York 1992)
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[65]  Erik Denters, New Challenges To IMF Jurisdiction (Netherlands Yearbook of International
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dissatisfaction.”# These outcomes compel the debtor countries to limit liber-
ties for maintaining the authority and to reduce political transparency for
prevailing in the elections.” For example; poverty, income inequality and
unemployment rates grow after reforms.”® Conversely, diminished social ser-
vices, government expenditure and living standards can be generally observed
distinctly.””” Moreover, IMF’s market policies tend to marginalize domestic
sectors which are not export oriented.”® Government resources are spent on
reducing the debt. Simultaneously, the government allocates fewer sources for
long-term investments like infrastructure,”” so the enlightenment of citizens
is still disregarded.

After criticisms about legitimacy of conditionality, the Fund changed its
policies and attempted to implement the domestic ownership principle over
the reforms.®® The IMF claimed that the new policies were based on the
consent of the debtor countries.® The ‘ownership’ concept is identified as “z
commitment to a program of policies, by country official who have the responsibil-
ity to formulate and carry out those policies, based on their understanding that
the program is achievable and is in the countrys best interest.”® Nobel laureate
economist Stiglitz pronounces that, although the Fund insists that the condi-
tionality policy has never been compelled on any country; a borrowing country
has no bargaining chance because it needs the credit.®” He also claims that the
negotiations should have transparency rather than be bargained behind closed
doors.® This discourse is compatible with the term of “#he right to
know of the citizens” of a borrowing state.® Indeed, although citizens of the
member countries repay the debts, they have never have right to ratiocinate
and decide the alternatives.®
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According to the Article V(3), the IMF cannot violate jurisdictional barriers
even with the aim of expanding economic assistance,®” so issues within the
national jurisdiction should not be dictated or advised.®® For example, the
Fund can stipulate a country to hold its budget deficit within six per cent of its
gross national product (GNP); but the Fund cannot prescribe it.*” Moreover,
IMF was not founded to affect member countries’ national policies.”” On the
other hand, in reality the domestic economic matters cannot be separated from
international policies.” Constraints of the Fund have intervened in the domestic
policy matters of the member countries.”” Eventually, this means hegemony of
the Fund over borrower countries.”” Further, almost in every situation there
is no ratification of the programs by the national parliaments.”* The negative
consequences of the reforms in Malaysia and Thailand indicate that the IMF
programs do not justify in the interference over the right to sovereignty.®”

Democracy refers to the legitimacy of government, which is elected by citi-
zens or representatives of them.” Thence, the conditionality does not seem
to be the most convenient method for strengthening democracy in developing
countries.””! Indeed, the fund should assure voluntary cooperation.”® Elected
legislation members are not a part of deciding Fund’s or WB’s programs.”” In
democratic systems, parliaments should be involved in the negotiating process
and drafting the agenda.!"® National parliaments have not the ability to insist
on changes of the reforms.!""! For instance in Ethiopia, although the consti-
tution regulates that the national development projects have to be ratified by
legislation, the parliament was not involved the negotiations.""” Benin, Bolivia,
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Take Power From People (May 2005) <http://siteresources.worldbank.org/INTPRS1/
Resources/PRSP-Review/ WDMPRSPsdoc.pdf> accessed 10 March 2011
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Cameroon, Chad , Gambia , Ghana, Guinea, Honduras, Laos, Madagascar,
Malawi, Mauritania, Mozambique, Rwanda, Senegal, Tanzania, Uganda, Zam-
bia, Albania, Cambodia, Georgia, Kenya, Kyrgyzstan, Mongolia, Pakistan are
the other examples of lack of participation of the legislature.!'”! Parliaments
are critical links between citizens and governments.!"*? If the IFI ignores the
involvement of parliaments, the citizens political rights will be usurped.!*
Collier aptly suggests that the conditionality can be abused for transferring of
sovereignty, which is not unprecedented.!!

Another harsh criticism is about the transparency of IFIs policies."”” In
modern democratic systems, citizens should be able to observe and know
what decisions are taken and how and why they are fixed.""® For instance, the
Executive Board records of the IMF are revealed after ten years and archived
documents are released after twenty years.!'” Especially, in the negotiations
with indebted developing countries, the reforms debated only with their finan-
cial ministers.""” Then, commonly financial ministers sacrifice their economic
independence.""V Generally, developing countries’ parliaments and citizens are
excluded from the process.""'? Correspondingly, the budgets of such countries
are prepared by IMF officers, who are not elected by citizens or not liable to
them.!""¥) Consequently, the IFI designates their future, but the citizens are
not aware of it.["'4

Critics of the conditionality have been not just related with independence
and sovereignty of the borrower countries."" There is also disproportion in
the World Bank and IMF’s members voting rates."'® Even though developed
countries form the minority of the world’s population and these institutions’
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New Democracies (Boulder and London: Lynne Rienner)
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income, they hold nearly %60 per cent of the votes.!"'” Further, US have gen-
erated legitimacy crises in the Fund by abusing its privileged role in favour of
its interests.!""®! Consequently, international financial institutions have played
a pivotal role in international economic politics, but in an unfair way.!""”!

CONCLUSION

n conclusion, IFI advocate that their remedies still shed light on the coun-

tries which struggle with fiscal crises. However, it is generally accepted by

the doctrine that the conditionality is not a legitimate method to affect
domestic policies. Indeed, the influence of the United States within the IFI
creates a dilemma. Moreover, even though administrative international agree-
ments can be implemented without ratification of national parliaments!'*”, it
is not democratic if parliaments are excluded from the process. Although IFI’s
endeavours to ensure economic growth and decrease poverty are unsuccessful,
IFI insists on their macroeconomic policies. May be the judgement of Robert
Joseph Barro should be reviewed “IMF doesnt put out fires, it starts them,” )
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Crisis Lending and IMF Conditionality’ (October 2008, IMF Working Papers, Vol., pp.
1-33) < http://ssrn.com/abstract=1316704 > accessed 08 March 2011 citing Barro, Robert,
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