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Foreword

Moisés Schwartz and Ray Rist have written a provocative and bold book.
Their message is simple: the creation of the Independent Evaluation Office at
the IMF was not the end of a journey, but rather the beginning of a new era
in which independent evaluation has played a critical role in the development
and enrichment of the Fund. In producing systematic and thorough reports
on the IMF’s policies and operations, the IEO has served as both a learning
and accountability device, and thus it has helped enhance the credibility of
the organization. Nonetheless, as the authors underscore, independent evalu-
ation at the Fund can still offer the institution additional advantages and
benefits. To do so, however, independent evaluation at the Fund needs to be
continuously nurtured by all its stakeholders.

Independent evaluation has to be put into perspective: it comes along after
the fact and makes a judgment on whether and how well the Fund did what
it was supposed to do at a specific moment in time, sometimes under very
difficult circumstances and without necessarily having all the information and
conditions that could have proven helpful. Independent evaluation allows for
the drawing of lessons that ultimately contribute to forging a better Fund.
Such should be our aspiration. Hence, having a clear and shared understand-
ing of the positive externalities that independent evaluation yields for the
Fund is paramount.

With this in mind, I invite the membership of the Fund, its Executive
Board, management, and staff, to carefully reflect on the messages of this
book, and to ensure that independent evaluation at the IMF contributes to
the benefit of the organization.

Agustin Carstens
Governor, Banco de México
Chairman, International Monetary and Financial Committee
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Preface

During most of my professional career I have been connected, in one way or
another, to the International Monetary Fund (IMF). In every capacity in
which I have interacted with the Fund, I have always been impressed by the
quality and dedication of its staff, by the depth and thoroughness of the Fund’s
analysis, and by the positive impact that the IMF aims to have on the well-
being of its member countries.

My first interaction with the Fund took place in the early 1990s when as
a young economist at the Central Bank of Mexico I was invited to join two
IMF missions on central banking operations in Costa Rica and El Salvador.
In these two missions I experienced firsthand the staff’s dedication and hard
work in order to provide authorities of these two countries useful advice in
their implementation of monetary policy. Later on, both at the Central Bank
of Mexico and at the Ministry of Finance, I had the opportunity to meet with
Fund missions and personnel on numerous occasions to discuss surveillance,
technical assistance, and policy-related issues. These discussions were always
helpful and thorough. All these interactions reaffirmed for me the widespread
notion that the Fund staff is its most valuable asset.

Later in my career, I had the privilege to represent my own country,
Mexico, and seven other member countries on the IMF Executive Board.
During that time, I was always impressed by the work of the Fund, the superb
analytical quality of its reports, and the important difference it makes in the
lives of people. I was particularly impressed by the staff’s dedication to pro-
gram design in countries in my constituency, and by the interesting policy
discussions we had at the Executive Board.

More recently, and for the last more-than six years, as the third Director of
the Independent Evaluation Office (IEO), I have been able to see the Fund
in a very different perspective, specifically, as an accountable and learning
organization. During my time at the IEO, I have witnessed the positive value
of independent evaluation for an institution such as the Fund; but I have also
experienced the challenges that independent evaluation faces in contributing
to learning and helping to enhance the effectiveness and legitimacy of the
institution.

During my time as Director of the IEO, the office produced evaluation
reports on topics related to crisis management and response, surveillance,
research, forecasts, and statistics, among others. As diverse as these reports
were, to varying degrees many of them were met with concern and anxiety
within the IMF itself, whether at the initiation phase, at the conclusion, or
during the follow-up process. Over these years, I have gathered that the Fund
has not yet developed a culture that fully embraces the learning opportunities
offered by independent evaluation.
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The idea of writing a book about the IEO, its mission, and its relationship
with Fund stakeholders came to me gradually as I started encountering chal-
lenges to the independent evaluation function within the organization. Some
of these have been minor, and relatively easy to overcome, while others have
presented more significant hurdles. Taken altogether, these obstacles point to
a deeper underlying defensiveness towards independent evaluation that pre-
vents the IMF from fully benefiting from the work of the IEO. The prepara-
tion of my last report as IEO Director, The IMF and the Crises in Greece,
Ireland, and Portugal, further reinforced this perspective (see Chapter 6).

There is no doubt in my mind that the IEO has contributed to the cred-
ibility and legitimacy of the work of the IME but it is also clear to me that a
more constructive engagement between the IEO and the rest of the institu-
tion could further enhance IEO’s role in helping the Fund reach even higher
levels of performance. As explained in the following pages, I believe that the
Fund has viewed the IEO as an accountability mechanism rather than as a
learning instrument. And it is perhaps this approach that has kept the IMF
from developing a culture of learning from independent evaluation.

It is out of the desire to help the Fund develop a stronger learning culture
and benefit more actively from independent evaluation by shifting percep-
tions and attention among the staff, management and Executive Board that I
have joined forces with Ray C. Rist, a leading expert on evaluation. Our goal
is to try to unveil the remaining elements that are still needed in order for the
Fund to fully benefit from the IEO’s work. I hope that the analysis and find-
ings of this book will help prompt actions to make learning from independent
evaluation a more vibrant element of the Fund’s activities.

Writing this book required a thorough review of documents that have not
only determined the creation of the IEO but also the procedures that it has
followed throughout the years. We also benefited from numerous conversa-
tions with IEO colleagues and especially thank Alisa Abrams and Louellen
Stedman for their comments on previous versions of the manuscript.

Moisés J. Schwartz
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There is nothing more difficult to carry out nor more doubtful of success, nor more
dangerous to handle, than to initiate a new order of things. . . . This quality . . .
arises . . . from the incredulity of mankind, who do not truly believe in anything

new until they have had the actual experience of it.
—Machiavelli

The Prince, 1513



CHAPTER 1

Introduction

The underlying premise of this book is that a strong global economy
requires a strong International Monetary Fund (IMF), and that a strong
IMF requires a strong independent evaluation culture and practice.

For more than 70 years, as the principal multilateral institution
responsible for global economic and financial stability, the IMF has
faced enormous challenges. The world economy has undergone a mul-
titude of crises, some of which have affected individual economies or
regions while others have been global. Over the years, the Fund has
continuously revisited and adjusted to frequently changing circum-
stances of the world economy via its surveillance activities, lending
instruments, and technical assistance. As one of the oldest and most
established of the international financial institutions (IFIs), the Fund
has faced expectations for immediate responses and high performance
in times of crisis from all corners of the globe.

Though some observers see the Fund’s responses to crises over the
years as reasonably appropriate and believe that the Fund has learned
from these instances, the economic turbulence of the last decade has
shocked this and other IFIs and added to the apprehension felt by parts
of the membership and other stakeholders. The membership of some
of these IFIs has increasingly questioned their mandate and scope of
activities, and their relevance as appropriate institutional responses to
global issues. This questioning—along with some of the IFIs gover-
nance structures, which lack adequate voice and representation of their
full membership (particularly from developing countries)—have put
these organizations at a crossroads.

Dissatisfaction by part of the membership regarding the handling of
crisis-related episodes, and the lack of proper voice and representation
of emerging markets in IFIs, have motivated the creation of alternative
arrangements such as the Chiang Mai Initiative and institutions such
as the BRICS New Development Bank and the Asian Infrastructure
Investment Bank. Some emerging market countries, while not disen-
gaging from the more experienced, established, and global institutions
are resorting to regional or more partial alternatives to address some of
their specific concerns.

Some observers have suggested that the current incremental and
piecemeal approach to governance reform in some IFIs will take a very
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long time to bear fruit and that a more far-reaching approach needs to
be considered, such as a new international Bretton Woods—style con-
ference that would address issues such as the continuing shift in global
economic power, the Fund’s mandate, its surveillance, financial
resources, and the role of the SDR (Boorman and Icard, 2011; Rajan,
2008; and Woods, 2009).

The IMF’s governance structure has been a source of both internal
and external dissatisfaction. Had the IMF been created recently, mem-
bers’ voting shares and representation would likely differ from what they
are today. While some progress has been made in updating the gover-
nance structure to reflect current global economic realities, the realign-
ment process has been slow, to the frustration of many fast-growing and
increasingly globally integrated emerging market countries.

There is no doubt that the IMF needs ongoing reform. Its mandate,
governance, and activities must evolve to make them more compatible
with current world economic circumstances, and with what the mem-
bership expects from the institution. While other groupings or bodies
have emerged whose contribution is indisputable, such as the G20 and
the Financial Stability Board, the IMF has a global membership and
global reach. Moreover, the Fund’s qualified staff and worldwide expe-
rience make it the only institution capable of delivering on global pri-
orities for financial and economic stability. To be fully prepared to
meet the great macroeconomic challenges of the 21st century, the
world needs a strong and effective IMF that satisfactorily reflects the
growing demands and expectations of its membership.

While confidence in the IMF among the membership unquestion-
ably should be reinforced primarily through governance reform that
recognizes the shifts in global economic power, the institution must
also carry out its functions effectively and be seen to be doing so.
Further enhancing the role of independent evaluation in the IMF and
its integration in the institution’s culture, in our view, offers a vital tool
for achieving this. As elaborated in this book, independent evaluation
is essential in providing credibility and legitimacy to the IMF—par-
ticularly among those who may perceive that the institution is domi-
nated by, or serves the interests of, a narrow group of members.
Independent evaluation can take the IMF to a higher level of effective-
ness with a more targeted emphasis on, and attention to, both account-
ability and learning. While evaluation has long played a function in the
IME, and its role has expanded substantially with the creation of the
Independent Evaluation Office (IEO), we contend, however, that
independent evaluation has yet to take on a role within the IMF that
fully reflects its potential contribution.
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The Twin Pivots of Accountability and Learning

This book addresses the two main objectives of independent evalua-
tion: accountability and learning from experience. But more specifi-
cally, the book focuses on the challenges that the IMF faces with
respect to becoming a true learning organization by integrating inde-
pendent evaluation into its culture.

For the IMF to become a more effective organization through the
use of independent evaluation, three conditions have to be met: being
“low on fear” among the staff, such that everyone feels free to challenge
conventional wisdom; being “information rich,” such that knowledge
is abundant and available within and between organizational divisions
and the institutional culture constantly seeks new information; and
being open to criticism and learning, such that the institution admits
to problems and tries to address them. Achieving these conditions
depends on having mechanisms in place for both accountability and
learning—the core elements of evaluation.

Evaluation provides information on accountability, by conducting
assessments of performance against standards, objectives, previous per-
formance, and financial and institutional resources. Evaluation helps an
institution learn, by identifying lessons from experience that can be
incorporated in subsequent policies or operational practices, and by
examining how the organization may need to change the prevailing
behavior in order to improve performance.

The benefits of independent evaluation for accountability and learn-
ing in IFIs have long been recognized (see Chapter 3). Since these insti-
tutions are not subject to market forces, which tend to drive inefficient
entities out of the market, independent evaluation helps to identify inef-
fective outcomes and potential corrective actions as well as effective
processes and outcomes that can be replicated. In doing so, it can help
to increase efficiency and confidence in the institution and to avoid pro-
tracted periods of suboptimal outcomes that represent a cost to society.

Evaluation, and its two pillars of accountability and learning, acquire
increased relevance during turbulent times (Furubo, Rist, and Speer,
2013). Thus, besides the traditional arguments in favor of evaluation in
IFIs, independent evaluation for the IMF is perhaps now more important
than ever before. This is because in the current turbulent times evaluation
can serve as a unifying force that keeps the membership together, a “glue”
that helps the Fund to stay focused on its objectives as it provides assur-
ances to the membership that it is a credible, legitimate, and learning
institution. Hence the Fund, now more than before, must embrace inde-
pendent evaluation and use it as a tool to “speak truth to power” and thus
provide confidence to its members and other stakeholders.

3
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Independent Evaluation at the IMF

Reform initiatives at the IMF have typically focused on areas such as
governance, mandate, surveillance, lending instruments, and technical
assistance. At different times, depending on circumstances, stakeholders
have held diverse views on what each of the reform components should
entail. And what about independent evaluation?

The creation of the IEO in 2001 was an important milestone in the
IMF’s history, and itself a crucial IMF reform at that time. But since
then the discussion of IMF reform has barely referred to the concept
or the relevance of independent evaluation. It is as if the creation of the
IEO represented an end in itself, as opposed to a beginning of a new
era in which evaluation would be a vibrant element of the organization
that requires continuous nurturing.

The IEO is a small but active unit, with a pipeline of reports that have
contributed to learning and institutional change within the Fund. These
reports have strengthened the Fund’s external credibility, and thus have
also served as an accountability device. Since its inception in 2001, the
IEO has to date produced 26 evaluation reports covering a wide range of
Fund activities and operations." While readers may have preferred some
of these reports over others, there is a clear recognition that the cumula-
tive weight of the IEO’s analyses has contributed significantly to making
the Fund a stronger institution. Evaluation reports are discussed in global
capitals and at IMF Executive Board meetings, and many of the recom-
mendations they contain have been endorsed by the Board. Follow-up by
IMF management on Board-endorsed evaluation recommendations has
in some cases been slow, but many of IEO findings and recommendations
have filtered through and affected the institution’s policies and practices.

While the process in place suggests considerable success for indepen-
dent evaluation at the IME our view is that the reform that brought
about independent evaluation at the IMF is not finished: the establish-
ment of the IEO was only the start of a process and a series of out-
comes that still need to be fostered and cultivated. Successful indepen-
dent evaluation is important for the IMF to be perceived as legitimate
and credible—and to achieve it, the independent evaluation function
needs to be further integrated in the learning process and culture of the

"The full list of IEO evaluation reports (2002—16) is presented in Annex 1. The IEO has to date
also revisited six of its previous evaluation reports. These evaluation updates aim to determine
whether the main findings and conclusions of the original IEO evaluations remain relevant and
to identify any outstanding and or new issues related to the evaluation topic that merit contin-
ued attention. The list of evaluation updates is also presented in Annex 1. Summaries of IEO
evaluations (2002—-16) are presented in Annex 2.
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Fund, so that it can be utilized to its full potential and hence contrib-
ute to the IMF in the most effective way.

What Needs to Change?

While there is a clear recognition that the IEO has been successful
(Ocampo, Pickford, and Rustomjee, 2013), it is our contention that it
has mainly been perceived as an accountability device rather than as a
mechanism for the Fund to learn from experience. To fully reap all the
benefits that the IEO has to offer, the Fund also needs to perceive inde-
pendent evaluation as a learning mechanism. For this to take place, an
evaluation culture needs to mature and flourish within the IME Such a
culture legitimizes independent evaluation and uses evaluation findings
and insights for policymaking, performance improvements, and organi-
zational renewal. Though some progress has been attained in this
regard, the Fund still needs to go some way before a strong evaluation
culture is widespread and established within the organization.

Since its inception the IEO has implemented several procedural changes,
most of which have come as a result of the two external evaluations of the
IEO. As detailed in later chapters, some of these changes have been note-
worthy while others have been more subtle; some have been immediate
while others have been implemented over time. We maintain that a more
fundamental transformation is needed. Further procedural improvements,
while helpful, will not capture all the benefits that independent evaluation
can bring to the Fund. This book seeks to alter the perception that it is only
IEO’s operational procedures that need to change and rather to promote
the recognition that independent evaluation can help to transform the
Fund into a more effective organization that learns from experience.

What would it take for independent evaluation to play this role?
Would the culture of the Fund need to change as well? What type of
culture would be needed? Is there a role for the leadership of the orga-
nization to attain such an objective? Can independent evaluation pro-
vide both accountability and learning elements in the IMF? Can the
IMF adequately and appropriately respond to issues of accountability?
Can the IMF learn from independent evaluation? This book addresses
these questions as a necessary part of any debate about whether and how
the IMF can become a more effective organization.

Outline of This Book

Figure 1.1 depicts the plan of the book and describes the flow of events
or prerequisites that need to take place in order for independent evalu-
ation to successfully contribute to the IMF’s transformation into what
the literature defines as a “learning organization” (see Box 1.1).

5
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Figure 1.1. The Role of Independent Evaluation in Fostering a Learning
Organization

IEO

4—{ Accountability and Learning

v
Organizational Learning/Use of New Knowledge ‘

4—‘ Culture H Management Leadership
v

“Learning Organization” ‘

BOX 1.1

The Learning Organization

The concept of the learning organization and its relevance to the IMF is dis-
cussed in detail in Chapter 7. This box provides an introductory definition.
A learning organization has been described as:

[A] form of organization that enables the learning of its members in
such a way that it creates positively valued outcomes, such as inno-
vation, efficiency, better alignment with the environment and com-
petitive advantage. Again, the focus is not so much on the process of
learning but more on conditions that may allow successful out-
comes to flourish (Huysman, 1999: 61).

Another definition of a learning organization is:

... a space for generative conversations and concerted action. In
them, language functions as a device for connection, invention, and
coordination. ... When people talk and listen to each other this way,
they create a field of alignment that produces tremendous power to
invent new realities in conversation, and to bring about these new
realities in action (Kofman and Senge, 1995: 33).

Most organizations have some degree of organizational learning, but
this does not imply that therefore a learning organization has been cre-
ated. Generating the latter requires a deliberate initiative from manage-
ment that is sustained over time. Learning can be taking place through-
out an organization, but sporadically, haphazardly, and without direction.
To achieve a learning organization requires systematic, sustained efforts,
clarity of purpose, and clarity of intentions.
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As seen in the different chapters of the book, some of the stages in the
flow chart already take place, while others need to be developed or rein-
forced. Currently, independent evaluation contributes to organizational
learning/use of new knowledge by the Fund, but not yet to the IMF reach-
ing the ideal of becoming a learning organization. That is, what the IEO
represents and produces has affected the Fund’s learning and provided
accountability for the Fund’s actions, and IEO reports have had a positive
effect on the processes the Fund uses to absorb and apply the new knowl-
edge generated by independent evaluation. But the crucial elements of
culture and management leadership that would be needed for the Fund to
transform itself into a learning organization are still largely missing.

The remaining nine chapters of this book address the main phases
of Figure 1.1. Following this introduction, Chapter 2 provides a brief
history of the IEO and the motivations for its establishment. Chapter
3 relates the relevance of the IEO in changing the institutional frame-
work governing relationships among the stakeholders of the IMF and
how the establishment of an independent evaluation function pro-
foundly altered the prevailing contract regarding the conduct of evalu-
ation within the Fund. Chapter 4 addresses the relationship and ten-
sions between accountability and learning in the conduct of evaluation
and poses the question of whether these purposes of evaluation need to
be framed in terms of one or the other. Chapter 5 further analyzes how
accountability and learning have featured in the IEO’s work and pres-
ents evidence about the degree to which IEO’s findings incorporate
these two elements. The chapter concludes that since its creation the
IEO has successfully fostered both accountability and learning.
Chapter 6 discusses how structural elements associated with the IEO’s
independence have caused senior staff and management to see the IEO
as primarily an accountability instrument, and only in a more subordi-
nate role as a learning device for the organization. The chapter asserts
that this has affected IEO’s effectiveness and has shaped relations
between the IEO and the rest of the organization.

Chapter 7 addresses the tripartite relationship among organizational
learning, the learning organization, and independent evaluation. Most
organizations have some degree of organizational learning, but only
some would be considered learning organizations. The chapter con-
tends that independent evaluation plays a role in promoting a learning
organization. Chapter 8 examines how new knowledge produced by
the IEO is received, resisted, or ignored by the IME Independent
evaluation does, indeed, generate new knowledge, and its absorption
represents organizational learning. The chapter concludes that the IEO

7
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has been an important element in contributing to organizational learn-
ing within the Fund, but that the Fund has not yet been able to use
independent evaluation optimally to transform itself into a learning
organization. Chapter 9 discusses the role of organizational culture and
leadership in the promotion of a learning organization; it considers
whether the culture of an organization can change and the role that
independent evaluation can play in that regard. Chapter 10 concludes,
calling on IMF management to take a more active role in instilling the
positive value of independent evaluation across the organization and
thus enabling independent evaluation to bring the IMF closer to the
ideal of a learning organization.



CHAPTER 2

Independent Evaluation at
the IMF: A Brief History

This chapter describes why and how independent evaluation came
about at the IME It explores the tensions that emerged in the efforts
to introduce independent evaluation and chronicles the creation of the
Independent Evaluation Office. Perhaps critical to this process was the
resolution of the matter and extent of the IEO’s independence. The
chapter also describes the main attributes and features of the office and
the experience with the first two external evaluations of the IEO.

In the Beginning

The IMF was the last of the IFIs to create a formal independent evalu-
ation office. Up to the late 1980s, the IMF conducted evaluation
through internal reviews and by engaging external experts or panels to
assess particular issues or policies. During that time period, the IMF
Executive Board and management saw independent evaluation as an
activity that might be appropriate for development agencies but not for
the Fund (Peretz, 2012). Perhaps this was because the independent
evaluation function in multilateral development agencies such as the
World Bank or the African Development Bank focused primarily on
evaluating projects and programs and on verifying that procedures and
processes were followed.'

As discussed by Peretz (2012), by the late 1980s, some IMF Executive
Directors had proposed the creation of an independent evaluation office,
and in 1992 the Managing Director formed a staff task force to explore
this possibility. The task force report recommended the creation of an
evaluation office whose director would report to the IMF Managing
Director. While there was support among Executive Directors for the
establishment of an evaluation office, the task force proposal met resistance
from those Directors who wanted to ensure that such an office would be
independent from the Managing Director; they preferred that the director

1 . . . . . . .
In these institutions the independent evaluation function complemented an internal self-
evaluation function, reinforcing an overall evaluation framework (Picciotto, 2012).
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of the office be made accountable directly to the Executive Board. After
two subsequent sessions on the matter, the Managing Director promised
to take these concerns into consideration and come back within a few
months with a revised proposal. This did not materialize.

The topic of an independent evaluation unit within the Fund was
raised again at the Executive Board in 1996 with the creation of an
Evaluation Group of Executive Directors. The Managing Director had
commissioned an external evaluation report on IMF surveillance with
respect to the 1994 Mexican financial crisis, and, in discussing that
report, Executive Directors endorsed a “more pragmatic approach” that
would more closely examine the utility of internal evaluation, external
evaluation, and independent evaluation for a trial period of three years
(1996-99), in order to provide guidance on how to proceed with an
adequate evaluation function at the Fund. The approach comprised: (i)
continuing with the existing practice of self-evaluation by operational
departments; (ii) having the Office of Internal Audit and Inspection
(OIA) conduct internal evaluations on a case-by-case basis as specifi-
cally requested by management; and (iii) commissioning two to three
evaluations over the period by external evaluation experts, to be carried
out under the auspices of the then-recently formed Evaluation Group
of Executive Directors.

It is worth reviewing in more detail the three components of the “prag-
matic approach,” in as much as they shaped the framework for an even-
tual Independent Evaluation Office. The first of these was self-evaluation
by operational staff; often as part of periodic policy reviews. Inherent in
this component was that management would propose activities to be
evaluated, often after consultation with Executive Directors. The periodic
policy reviews focused on a broad range of issues such as conditionality,
surveillance, exchange rate policy, fiscal policy, and monetary policy. They
were presented and discussed by the Board, and their publication was
determined by management on a case-by-case basis in consultation with
the Board.” They were defined by management as endogenous and seen
as integral to ensuring the Fund’s ongoing efficiency and effectiveness. As
they were produced by staff, it can be assumed there was a high degree of
ownership of their conclusions and recommendations.

The second component moved the OIA into the arena of evaluation.
The OIA was empowered during the three-year trial period to undertake

“Beginning in 1999, Public Information Notices/Press Releases were published following Board
discussions of IMF policy papers; from 2000 to 2004, there was a presumption that policy
papers would be published; and beginning in 2004, publication of policy papers was required.
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evaluations on topics selected by management, with essentially the same
ground rules as for self-evaluations. The OIA conducted evaluations on
the IMF resident representatives program, technical assistance activities,
and the provision of general services in the Fund. While they were dis-
cussed by the Board, none of these evaluations was published.

As for the third component, independent evaluations by outside
experts, the Board had total discretion in selecting the topic and scope
of assessments, as well as choosing the experts and setting their terms of
reference. When the reports were submitted to the Board, it was at the
Board’s sole discretion whether they would be published. During the
trial period, the Board commissioned three external evaluations:
External Evaluation of the Enhanced Structural Adjustment Facility;
External Evaluation of Fund Surveillance; and External Fvaluation of the
Funds Research Activities.” Following Board discussion, the Board autho-
rized the publication of all three.

Though the three external evaluations yielded useful findings and clear
recommendations, the Executive Directors and multiple external stake-
holders found that a continued reliance on this arrangement would have
notable shortcomings. As discussed by Peretz (2012), the 2000 Evaluation
Group observed that:

* It took Executive Directors considerable time to agree on a topic
for an evaluation and then to agree on the evaluator(s) who would

do the study;

* There emerged a strong external perception that the Board’s direct
involvement in the selection of the topic and the evaluator result-
ed in constraining the selection of sensitive topics and evaluators
with more critical perspectives;

e The fact that the Board selected the topic for all evaluations meant
that there was no external consultation on the selection;

* The selection of external evaluators to head the studies resulted
in choosing persons who had limited knowledge of the internal
working of the Fund. As a result, criticisms were subsequently
made of both the quality of some of the analyses and the practi-
cality of some of the recommendations;

* After the issuance of the evaluation report, there was no follow-up
process, no further verification of the findings, and no availability
of the evaluator after the contract had been completed, which
contributed to a loss of institutional memory;

*These were led, respectively, by Kwesi Botchwey, John Crow, and Frederic Mishkin.
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* Finally, in reflecting on these three studies it was perceived that
the financial and organizational costs were considered by Board
and management alike to be extremely high.

As these critiques became known within the IME internal pressure
began to grow to rethink the position regarding an independent
evaluation function within the Fund. An important element in the
growing debate was an increasing understanding of the value of inde-
pendent evaluation and its potential complementarity with the
Fund’s existing and well-regarded self-evaluation function. As noted
by the Evaluation Group in its recommendation to establish an
evaluation office independent from management, it was believed that
such an office could:

... improve the existing structure most strongly in strengthening the cred-
ibility of Fund analysis with constituencies outside the Fund (both official
and non-governmental). Even if it were internally accepted that current
self-evaluation was wholly objective, the perception outside the institution
that such bias exists, in and of itself, undermines the ability of the Fund to
undertake its work (IME 2000a).

Several communiqués, for example from the International Monetary
and Financial Committee (and prior, the Interim Committee), noted
the importance of independent evaluation as a means to contribute to
the transparency of the Fund and stressed the importance of indepen-
dent evaluation of the Fund’s operations and policies. One of the most
influential voices among the Fund’s membership—that of the G7
ministers of finance—also emphasized the importance of independent
evaluation as a means to strengthen the international financial archi-
tecture. The first time the G7 ministers formally recommended the
establishment of an independent evaluation office at the Fund was in
their communiqué of June 1995 from the Halifax Summit; they reiter-
ated this call in subsequent meetings (cf. IME 2000a).

Simultaneously, external pressures from stakeholders, the media,
and some governments were becoming evident. A number of non-
governmental organizations (NGOs) and other external stakeholders
raised concerns about transparency and evaluation at the Fund. IMF
programs in Russia, and the management of the crises in Latin
America and particularly in East Asia in the late 1990s, were highly
controversial across the globe. Growing international dissatisfaction
with the Fund helped provide an impetus for advocating the estab-
lishment of an independent evaluation function that would under-
take systematic evaluations of Fund activities, promote transparency
especially regarding Fund lending programs, and eventually provide
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evaluative data on the outcomes of these programs. A report pro-
duced by the Center of Concern, a Washington, D.C.-based NGO
that focused on international social issues, argued that the IMF
would benefit from an independent evaluation office since such an
office had the potential to establish a reputation of producing truly
objective reports. This, in turn, would contribute more to the confi-
dence of the public in the work of the Fund than what could be
attained by any internal division, however capable and independent-
minded its staff (Polak, 1998).

Two other NGOs—Friends of the Earth and the Rethinking
Bretton Woods Project—ijointly issued a report in April 1998 that
concluded that independent evaluation of the Fund’s operations was
required to better direct financial resources to effective programs.

These internal and external pressures showed no sign of abating. By
2000, the anti-globalization movement was in full force and had tar-
geted the IME along with the World Bank and the World Trade
Organization. Public demonstrations during the annual meetings of
the IMF and World Bank Group were becoming commonplace. The
Fund stood accused of taking a “one-size-fits-all” approach to its work
with member countries, especially in demanding too much monetary
and fiscal adjustment by poorer countries. While there were signs of
change in the IMF during the 1990s, much of the critique took the
view that the Fund was arrogant and resistant to change. There were
increased and more persistent calls for the creation of a “watchdog”
unit and for more overall transparency and robust public accountabil-
ity for the organization.

In this clamor, the Board was anxious to re-establish the credibility
of the Fund by using an independent evaluation office to help improve
its oversight of the institution. Likewise, IMF management saw the
creation of an independent evaluation office as a positive response to
calls for transparency and as a means for responding to external con-
cerns. A report prepared by the Evaluation Group at the close of the
trial period recommended the creation of an independent evaluation
office—a proposal that was soon afterwards formally adopted by the
Executive Board.

The Creation Story Continues

The Fund decided in 2000 to create the Independent Evaluation
Office, to become operational the following year. The initial terms of
reference stipulated that the IEO would report directly to, and operate
at “arm’s length” from, the Executive Board, with full independence

13
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from IMF management.’ The IEO was created with the following four
criteria in mind:

(i)  That this new office would enhance the learning culture of
the IME, thus enabling the staff and management to absorb
lessons from the past and so be better able to improve its
future work.

(ii) That the IEO would help to strengthen the IMF’s external
credibility by undertaking objective and independent evalu-
ations in a transparent manner.

(iii) That the IEO would promote greater understanding and
comprehension of the work of the IMF among its members
and among the general public.

(iv) That this new office would enhance feedback and analysis
to the Executive Board in support of its governance and
oversight responsibilities (IME 2000b).

Looking back on the creation of the IEO, Thomas Bernes, the sec-
ond IEO Director—and Chair of the Evaluation Group at the time
IEO was created—recalled that the goals that drove the Board to create
the IEO were mainly accountability and transparency. In retrospect, he
maintained that when the IEO was being formulated and established,
the Board believed it lacked the instruments necessary to hold IMF
management accountable. Likewise, Directors were of the view that the
staff was not forthcoming with the Board when it came to staff discus-
sions and decisions. Bernes posited that in reaching an agreement on
the mandate and workings of the IEO, compromises had to be made.
Though references were made to contributing to a learning culture (to
satisfy some stakeholders) and to greater objectivity and independence
in the analysis (to satisfy and bring still more stakeholders on board),
Bernes observed that accountability and transparency were the factors
that unified Directors behind the effort (Bernes, 2012).

Watching the Watchers

A classic question often posed to evaluation and audit groups is “Who is
watching the watchers?” Consistent with the initial terms of reference for
the IEO, external independent evaluations have been undertaken, under

“Once the IEO had been established, the Evaluation Group of Executive Directors was recon-
stituted in November 2002 as the Evaluation Committee, a standing committee of the Board.
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the auspices of the Board Evaluation Committee, approximately every
five years since the IEO’s inception. The two independent evaluations to
date have been in 2006 and 2013.” Both have had a major impact on the
IEO; indeed, most of the changes in IEO policy and IMF follow-up
procedures have been made as a result of their recommendations.’

The first external evaluation was launched in September 2005 and
chaired by Karin Lissakers (a former U.S. Executive Director at the
Fund).” The evaluation panel issued its report in March 2006. Peretz
summarized the report as follows:

The panel concluded that the IEO had served the IMF well, but also
identified “certain weaknesses and . . . trends that are cause for concern
about its future,” noting the biggest challenge facing the IEO [as being]
to avert the tendencies, pressures, and practices that may push it in the
direction of becoming bureaucratized, routinized, and marginalized”

(Peretz, 2012: 67).
The Lissakers Report itself concluded that:

In the first five years of its existence the IEO has met most of the expec-
tations raised at the time of its creation. It has established itself as an
independent body. Its reports are perceived as balanced and of good
quality. The IEO is cost effective and its interventions and choice of
topics have been satisfactory by and large. However, the panel identified
a number of weaknesses in its performance and some worrying trends

(Lissakers, Husain, and Woods, 2006: 29).

To improve the IEO’s performance, the Lissakers Report proposed
the following four key recommendations:

First, the IEO should address issues fundamental to how effectively the
IMF is fulfilling its mandate and its terms of reference should be
changed to make this clear. The IEO should be assured full access to

information.

Second, the IEO should diversify its staff and contractual mix and make
greater use of people of eminence from outside the Fund to lead evalu-
ation teams. Strong outside personalities with limited IMF exposure are
likely to bring a fresh perspective and questioning attitude and ensure
that the IEO adds value to the array of evaluations already being under-
taken within the Fund.

*The Terms of Reference of the two external evaluations of the IEO are presented in Annex 3.
*Public Information Notices of IMF Executive Board discussions of the two external evaluations
of the IEO are presented in Annex 4.

"The panel was comprised of Karin Lissakers, Ishrat Husain, and Ngaire Woods.
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Third, a more systematic approach is needed to follow up the recom-
mendations of the IEO and monitor their implementation. The Board
and the Evaluation Committee need to take responsibility and play a
more active role in this regard.

Fourth, the IEO’s dissemination and outreach activities need a com-
plete overhaul, particularly to raise the IEO’s profile in developing and
emerging economies where the IMF’s role is considered most conten-

tious (Lissakers, Husain, and Woods, 2006: 29).

A key summary statement in the Lissakers Report was the following:

The IMF will only reap the full benefits of a strong IEO if the Board
plays a more active role promoting its work and if the IMF’s senior
management takes a more consistently constructive and open stance
toward the evaluation office. In its turn the IEO must be bold—about
what it evaluates, how it evaluates, and who it hires to do the job
lemphasis in the original] (Lissakers, Husain, and Woods, 2006: 29).

Importantly, the Lissakers panel found little evidence that findings and
recommendations of specific IEO reports were being systematically fol-
lowed up by management and the Executive Board. It reported that the
Board was active with respect to topic selection by the IEO, but consider-
ably passive thereafter, leaving any follow-up largely to management’s
discretion. It suggested that the Board needed to assume control and
engage more regularly on follow-up. Moreover, it noted that the IEO had
strong support from the Board, shareholders, and many staff but weak
support from IMF management and department directors. This last
point is striking and is further discussed in Chapters 9 and 10.

The second of the two external evaluation panels released its report
in January 2013 (Ocampo, Pickford, and Rustomjee, 2013).* Chaired
by José Antonio Ocampo (former United Nations Under-Secretary for
Economic and Social Affairs as well as Minister of Finance for
Colombia), the Ocampo panel evaluated how well the IEO had met its
institutional mandates, how IEO recommendations had been endorsed
and implemented by the Board, and how effective the office had
been along the following four dimensions:

* the appropriateness of evaluation topics;
* the independence of the office;

* the cost-effectiveness of the office and its operations; and

*The Panel examined the period 2006-12. The panel was comprised of José Antonio Ocampo,
Stephen Pickford, and Cyrus Rustomjee.
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e the appropriateness and adequacy of the evaluation process,
including follow-up.

The Ocampo Report concluded that in the period since 2006 the
IEO had become a successful institutional component of the IMF; it
had helped to improve IMF oversight and transparency, thereby
strengthening governance within the Fund as well as the Fund’s exter-
nal credibility, and had enhanced the Fund’s learning culture. The
panel concluded that these outcomes had resulted in the Fund becom-
ing a more open and transparent institution, able to more completely
and fully discuss policy alternatives. It also reaffirmed that the IEO was
fully independent, noting that it was the most independent of all
evaluation offices among IFIs. Positive comments were provided on the
quality of topic selection and its evaluations. The panel concluded that
there was a strong consensus within the IME among national govern-
ments, and from external stakeholders, that the IEO had become a
valuable component of the Fund.

The Ocampo Report recommended raising the profile of the IEO
within the IME to increase the traction of independent evaluation and
thus strengthen its ability to influence the Fund’s analyses, processes,
and programs:

It is thus essential that IMF Management continue to stress to Staff the
importance of the IEO as an instrument for continuous improvement
at the Fund, and that Staff engage continuously and positively with the
IEO, while fully respecting the independence of the Office (Ocampo,
Pickford, and Rustomjee, 2013: 5).

At the same time, the panel also pointed out where the IEO could
improve and how its work could become more effective. Specifically, it
advised the IEO to increase both its “in-reach” and outreach activities, so
that Fund staff and external stakeholders benefit from IEO’s analysis.

In addition, the panel recommended an overhaul of the Board and
management follow-up process on IEO reports. It concluded that the
prevailing process still lacked strong ownership by the Executive Board;
involved a conflict of interest for management; was not well suited for
responding to broader, more substantive recommendations from the
IEO; and had become very bureaucratic. The report also highlighted
that IEO recommendations tended to be watered down at each stage of
the process, thus undercutting their rationale. It was on this point that the
strongest recommendations were made for revamping the entire follow-
up process (see further discussion in Chapters 6 and 8 below).

In sum, both external evaluation reports confirmed the IEO’s use-
fulness and effectiveness and provided recommendations on how to
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improve dialogue between the IEO and staff and to familiarize them
with IEO products. As successive Evaluation Committees and the
Board have incrementally made changes to the follow-up process and
deepened their involvement in the independent evaluation function at
the IME it is fair to say that the IEO is now better equipped to do its
job.” Nonetheless, it is understandable given the traditional framework
of the Board, including regular rotation of some Directors and their
staff, that at times due effort is required to sustain ownership of inde-
pendent evaluation at the Fund. In our view, the challenge for the
IEO remains ongoing management engagement, where the responsibility
for fundamental and long-lasting change importantly lies. As discussed
in Chapter 10, IMF management’s leadership and involvement are key

for the IMF to fully benefit from the presence of the IEO.

’ A full list of recommendations of the two external evaluations of the IEO and actions taken in
response is presented in Annex 5. Some of these recommendations are analyzed later in this

book.



CHAPTER 3

The Institutional Role of
Independent Evaluation

This chapter explains the vital role of the independent evaluation func-
tion in changing the institutional framework governing relationships
among the stakeholders of the IMF: management, staff, the Executive
Board, the membership, and the public at large. It then discusses how
ideally to ensure independence in evaluation.

The Benefits of Independent Evaluation

The evaluation discipline as we now understand it emerged approxi-
mately six decades ago to support responsive and accountable govern-
ment. Combining the principles of accounting and auditing together
with the social sciences (and some systems analysis), the new profes-
sion sought to meet a growing need for impartial, multidisciplinary,
evidence-based analysis and advice about what works and what does
not work (Morra-Imas and Rist, 2009).
Consider this quote from Picciotto:

To be sure, evaluation independence is not an end in itself . . . the logic
of evaluation independence is rooted in organizational theory (Arrow,
1974). When all is said and done, organizations exist to resolve the
inherent tensions that exist between individual and collective goals; to
manage information flows; and to coordinate actions through a nexus
of contracts that keeps transaction costs in check. Independent evalua-
tion has a key role to play in all of these functions (Picciotto, 2013: 19).

The benefits of having an independent evaluation office have been
recognized in the IFIs for more than three decades. Even in IFIs with
highly skilled staff, such as the IMF, independent evaluation has added
significant value. This is because it provides an independent and cred-
ible assessment of the performance of the organization and its activi-
ties; input to help improve its functioning through feedback of lessons
learned; and an additional mechanism for accountability to its share-
holders and the public for the results of its activities. As Picciotto notes:

Evaluation must be free from external pressure if it is to produce mean-
ingful evidence in support of institutional learning and effective and
accountable decision making. . . . IFIs need objective evidence regarding
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the effectiveness of their operations. Further, they need to nurture pub-
lic trust in the integrity of their decision making. An independent
evaluation function can contribute to these goals by providing a credi-
ble assessment of their performance (Picciotto, 2012: 37).

As Picciotto restates in somewhat different terms in drawing from
Mayne (2008), independence “protects the integrity of the assessment
process, enhances its credibility, minimizes bias, and provides fresh
perspectives on the policies and programs being evaluated” (Picciotto,
2012: 38). Along these same lines, Lamdany and Edison state that
“independent evaluation enhances an organization’s transparency and
contributes to its legitimacy among external stakeholders by serving as
a credible window into what the organization does and how it does it”
(Lamdany and Edison, 2012: 3).

Hence, independent evaluation enhances the external credibility of
the exercise and that of the institution that undergoes the evaluation.
Independent evaluation provides a credible assessment of the institu-
tion’s performance to an array of stakeholders, academics, and policy
analysts outside the organization. Having better-informed stakeholders,
as a result of credible assessments by an independent evaluation office,
also helps in generating more broadly-based public support for the
organization and its work. The IFIs are not always understood by the
public at large, particularly with regard to how these institutions use
public funds and how they make important, indeed critical, decisions
that affect the destiny of countries and their respective populations. So,
from this perspective too, there is a need to monitor and evaluate what
these organizations do so as to make them more transparent and
accountable. The means to do this is through independent evaluation.

Independent evaluation becomes even more important in the absence
of market criteria and market forces by which to measure the effective-
ness of public organizations like the IFIs. As Picciotto and Wiesner note:

In institutions where profits are not the bottom line, effective evalua-
tion is crucial to ascertain what results are being achieved and why. Such
is the case of the World Bank and most public sector institutions. When
budgets are not financed directly by the market, evaluation becomes
indispensable for ascertaining performance. Evaluation is an essential
surrogate for incentives in public markets.

Private markets tend to be more efficient than the public sector because
evaluation is built into the market system. In business, market failure is
quickly identified, evaluated, and resolved. By contrast, government
failure is less visible and more difficult to evaluate. Hence, there is a
need for formal evaluation processes capable of rectifying public failures
(Picciotto and Wiesner, 1998: xii—xiii).
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Another well-known benefit of independent evaluation is its com-
plementarity with the self-evaluation practice within an organization.
That is, self-evaluation can be enhanced by independent evaluation. As
the IEO report on Self-Evaluation at the IMF explains:

Both self- and independent evaluation functions can play important
roles in enabling institutional learning, in providing a framework for
accountability, and in enhancing transparency. They can complement
and strengthen each other if their respective roles are well understood,
incentives are structured appropriately, and the organization has a cul-
ture geared to learning and transparency (IEO, 2015: 4).

Further, as noted by Picciotto:

Independent oversight makes self-evaluation more effective. Independent
evaluators prod self-evaluators to be more skeptical and reflective about
their assumptions, preconceptions, and interests. The mindset of inde-
pendent evaluators induces self-evaluators to think harder about what
the organization is trying to accomplish, to consult more systematically
with stakeholders, and to achieve a more resilient consensus about pro-
gram goals. Independent evaluation also safeguards accountability if
self-evaluation is weak (Picciotto, 2012: 47).

In this vein, the complementarity between independent evaluation
and self-evaluation is further strengthened when the evaluation func-
tion is understood to be independent from management. At the IME
this independence can improve the organizational structure most
strongly by strengthening the credibility of the evaluation office to
“speak truth to power.” And, as mentioned in Chapter 1 above, it is
also a means for the institution to strengthen relations (especially trust)
with external constituencies. As stated during the Executive Board
deliberations on whether to establish an independent evaluation office
at the IMF:

Self-evaluation at the Fund is widely perceived to be of high quality.
Any extension of the Fund’s evaluation capacity must clearly be of the
same quality. At the same time, it must complement existing evaluation
efforts by augmenting the potential scope of evaluation where Fund
expertise may be limited and it must enhance the credibility of evalua-
tions to observers outside the Fund (IMF, 2000a: 15).

Safeguards to Ensure Independence in Evaluation

For an independent evaluation office to function in a way that is truly
independent requires certain safeguards. The Evaluation Cooperation
Group, which is comprised of all the independent evaluation offices of
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the IFI s and other select international organizations, has developed a
list of four such safeguards. As discussed in Picciotto (2012), these are:

(i)  Organizational independence. Evaluation staff are not con-
trolled or influenced by decision makers who have respon-
sibility for the activities being evaluated. Also, evaluation
staff have access to the information needed to do their job.

(ii)  Behavioral independence. The evaluation office is able to set
its work program, produce high quality uncompromising
reports, and disclose its findings to the Board without man-
agement interference.

(iii)  Protection from conflict of interest. There are safeguards to
guarantee that the evaluator’s judgments or objectivity are
not affected by prior, current, or immediate future profes-
sional or personal relationships.

(iv) Protection from outside interference. There is a guarantee that
the evaluator is not subject to pressure (either direct or indi-
rect) from management.

To ensure these four requirements can be put in place, it is important
to build a coherent institutional framework that supports the indepen-
dence of the evaluation function, by governing the relationship between
the independent evaluation function and all of the institution’s stakehold-
ers and thereby credibly establishing and protecting its independence.

This framework should lay out the rules, processes, and methods that
safeguard the independent evaluation function. Such a framework should
provide guidance and transparency on the process, protect evaluators from
the pressures noted above, and make sure that all the institutional settings
are appropriate for independent evaluation so that evaluations are credible,
of high quality, and thus able to offer multiple benefits—and it should be
built in such a way as to support both learning and accountability within
the organization. The framework needs to be perceived as legitimating the
independent evaluation function within the organization.

The Creation of the IEO: The Establishment
of a New Contract

As a long-standing proponent of structural reform in its member coun-
tries, the IMF itself understood the need for significant structural
reform in 2001 with the creation of the IEO. The creation of the IEO
institutionalized independent evaluation within the IME Seen in terms
of the New Institutional Economics (Box 3.1), it profoundly altered
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BOX 3.1

New Institutional Economics

For some years, economists have been giving increasing attention to the
role of institutions in society, recognizing that institutions matter to eco-
nomic performance, since they reduce the uncertainty caused by arbi-
trary behavior and provide a necessary structure to human interactions.
The resulting “New Institutional Economics” has emerged in the past 30
years as a sub-discipline of economics.

New Institutional Economics studies institutions and how institutions
interact with organizational arrangements. Its goal is to explain what insti-
tutions are, how they arise, what purposes they serve, how they change,
and how if at all they should or can be reformed (see Klein, 2000; Williamson,
2000). Institutions are defined in this perspective as the written and unwrit-
ten rules, norms, and constraints that people devise to reduce uncertainty
and control their environments (Menard and Shirley, 2005).

To quote North:

In the jargon of the economist, institutions define and limit the set
of choices of individuals. Institutional constraints include both what
individuals are prohibited from doing and, sometimes under what
conditions some individuals are permitted to undertake certain
activities. ... They are perfectly analogous to the rules of the game
in a competitive team sport (North, 1990: 3-4).

In a later article North wrote:

Institutions are the humanly devised constraints that structure
human interaction. They are made up of formal constraints (e.g.,
rules, laws, constitutions), informal constraints (e.g., norms of
behavior, conventions, self-imposed codes of conduct), and their
enforcement characteristics. Together, they define the incentive
structure of societies and specifically economies (North, 1994: 360).

In the same piece, North defines institutions as the rules of the game
and organizations and their entrepreneurs as the players. Thus it is the
interaction between institutions and organizations that shapes the insti-
tutional evolution of an economy. As he writes:

Organizations are made up of groups of individuals bound together
by some common purpose to achieve certain objectives. . . . The

organizations that come into existence will reflect the opportuni-
ties provided by the institutional matrix (North, 1994: 361).

the prevailing contract regarding the conduct of evaluation within the
IME changing “the rules of the game” on evaluation and transforming
the institutional and regulatory framework governing relationships
among the management, staff, Executive Board, and membership. For
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example, IEO evaluators do not report to those in charge of the pro-
grams or practices that are being evaluated. Furthermore, the IEO has
autonomy on the evaluation topics it chooses, over its budget, and on
all personnel decisions.

The establishment of the IEO also introduced a new set of interac-
tions between the IMF and the public at large. Essentially, the emer-
gence of the IEO modified incentives within the Fund staff, informa-
tion flows among different stakeholders, and made for a more account-
able institution.

Economic change is an ever-present, ongoing, incremental process
that is a consequence of the choices individual actors and entrepre-
neurs of organizations are making every day. While the vast majority
of these decisions are routine, some involve altering existing “con-
tracts’ between individuals and organizations. Sometimes that “re-
contracting” can be accomplished within the existing structure of
property rights, and political rules; but sometimes new forms of con-
tracting require an alteration in the rules. Equally, norms of behavior
that guide exchanges will gradually be modified or wither away. In
both instances, institutions are being altered. “Hence institutional
change is a slow, deliberate process or it occurs in discrete jumps
through war, revolution, or upheaval. But even when institutional
change occurs, it does so on the debris of the older institutions and is
always path-dependent” (Chhibber, 1998: 45).

Picciotto proposes an objective examination of evaluation as an insti-
tution in terms of its contribution to the process of institutional change.
He writes:

Social institutions exist to help the agents in an economy solve certain
recurrent problems. If so, evaluation has a single purpose to help organi-
zations and individuals achieve their objectives, based on societal values
and norms. The acid test of its contribution to society is the incremental
value of actual outcomes compared to the “counterfactual” which would
have materialized in the absence of evaluation (Picciotto, 1999: 9).

According to Picciotto, institutions are relevant because they create
and reward incentives which trigger motivation and action in both the
public and private sectors, and thus evaluation, because of its capacity
to act as an incentive to change behavior, is itself an institution. He
writes:

Thus, the new institutionalists have analyzed sources of national wealth
and tracked historical trends. As they turn their attention to decision mak-
ing processes in organizations and government, they will be inevitably led
to assess the role of evaluation as an institution (Picciotto, 1999: 8).
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The establishment of the IEO was motivated by recognition of the
importance of having objective and impartial assessments of the func-
tioning of the organization but also by the desirable political symbolism
of having “independent” evaluation within the Fund. The IEO was thus
expected to provide objective analysis, findings and recommendations
without the interference or pressure of those being evaluated.

Several elements needed to be present in the IEO construct to
enable the office to remain immune from interference or pressures
from the parties being evaluated. First, in the creation of the new insti-
tution care was taken to provide institutional safeguards that would
protect the office’s independence and thus increase the credibility of
the IEO within the Fund. Given the institutional framework that is
now in place, the IEO “is widely considered to be the most indepen-
dent of the evaluation offices of the international financial institutions”
(Ocampo, Pickford, and Rustomjee, 2013: 3).

Key features that characterize the IEO and support its independence
are the following:

* The IEO’s terms of reference (IME 2000b and 2015) specify the
following: “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 operation must protect its
operational independence—both actual and perceived;”

* The Director is appointed by the Executive Board for a non-
renewable term of six years;'

* At the end of the term of service, the Director is not eligible for
appointment or reappointment to the regular staff of the Fund;

¢ The Director is responsible for the selection of IEO personnel;*

* The majority of full-time IEO personnel come from outside the
Fund;

* Provisions exist regarding the staff’s mobility from the Fund to
the IEO and vice versa;

* Even though the work program is discussed with Executive
Directors, staff, management, and other stakeholders, the Director
is responsible for the selection of topics to be evaluated;

"In 2015, the Executive Board amended the TOR for the IEO and the Terms and Conditions
of Appointment for the Director, to allow in exceptional circumstances, the term to be extend-
ed by no more than one year.

*The terms and conditions for IEO personnel have been changed on several occasions to address
various issues, as discussed further below.
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¢ The IEO’s budget, while subject to the IMF’s budgeting and expen-
diture control procedures, is independent of the budgetary process
over which management and the Office of Budget and Planning
have authority;

* The IEO has the sole responsibility for drafting its reports and
has total independence in deciding whether the IMF staff com-
ments are incorporated.

Taking into consideration the defining features of the IEO, the cre-
ation of the office resulted in a new contract that has affected behaviors
and incentives among all key stakeholders in the Fund. Some of the
most salient results of the new contract are:

* The IEO is able to “speak truth to power” to the Executive Board,
management, and staff;

* IEO reports offer the management of the Fund the opportunity
to respond to evaluation findings;

* Procedures in place for follow-up on IEO evaluations require the
IMF to propose actions to address IEO recommendations that
were endorsed by the Executive Board;

* Institutional incentives have been affected in that IMF staff and
management understand that their and the Fund’s performance
could be subject to future independent evaluation; and

* IEO reports have enhanced IMF accountability by providing
government authorities and the public at large with an addi-
tional and independent source of information about the Fund’s
work and a credible assessment of what went right or wrong
and why.

The IEO’s Experience with Independence

The 2006 Lissakers Report found that the IEO had succeeded in
securing and maintaining its independence in the early years of its
existence. That report also called on the IEO to continue to guard
and preserve its independence, inter alia by not shying away from
addressing significant policy issues and by exercising firm and bold
judgment.

The 2013 Ocampo Report found that in the subsequent period the
IEO had remained resolute in maintaining an arm’s-length relationship
with the Board, management, and staff, as reflected in the confidence
and firmness of its evaluations and recommendations. That report also
concluded that the IEO had maintained and exercised its independence



The Institutional Role of Independent Evaluation

and was fully respected by its key stakeholders, namely the Executive
Board, management, staff, and member countries. The panel’s finding
that the IEO’s independence remained uncompromised—a central
requirement for the IEO to satisfactorily fulfill its mandate—was a wel-
come development.

The Ocampo panel did conclude, however, that in one respect the
exercise of independence had become problematic. It noted that the
concern among all parties not to compromise or be seen to compro-
mise the IEO’s independence had exacerbated the tensions that natu-
rally arise around an office that is independent but still part of the
Fund. The panel concluded that relations between the IMF manage-
ment and staff with the IEO had been affected and that a lack of col-
laboration had lessened the IEO’s effectiveness.

In reflecting on this finding, we contend that the IEO construct
entails some natural structural tensions, or “friction by design” (further
elaborated in Chapter 6). But this tension needs to be kept in check so
that it does not obstruct collaboration between the evaluation office
and the rest of the organization. Achieving greater collaboration would
not only allow the IEO to do its work better but would also be more
beneficial to the Fund.

It is our experience that the IEO is as independent as this type of
organization can be. We feel that the IEO has independence in admin-
istrative and budgetary matters, in its outreach activities, and in deter-
mining its work program and evaluation topics, as well as on the draft-
ing of its reports and its findings and its recommendations. While the
IEO is always subject to pressures from various stakeholders, when
taking the key features of the office’s independence noted above into
consideration we are not aware of any challenge to this independence.
We therefore infer that the institutional setup to safeguard the IEO’s
independence is appropriate.

Independence Is Not Isolation

An issue that is still contentious for the evaluation community is
whether the evaluator should remain isolated from those whose
work is being evaluated. The argument in favor claims that isolating
the evaluation function from the rest of the organization minimizes
the possibility of a conflict of interest, minimizes the probability of
potential bias, and prevents the evaluator from being influenced by
the evaluee. In this perspective, isolation is close to a guarantee of
independence. But this scenario is not conducive to proper collabo-
ration between the evaluation office and the rest of the organization
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and thus limits the effectiveness of independent evaluation. Quoting
Picciotto:

To be most effective, independent evaluation needs to be appropriately
connected to the rest of the organization. Independence should not be
confused with isolation. Indeed, evaluation does not facilitate organiza-
tional learning if it fails to feed into the strategy formulation, to amplify
the voice of legitimate stakeholders, and/or to provide credible and
reliable performance information to management and higher gover-
nance authorities (Picciotto, 2012: 49-50).

Thus, confusing independence and isolation leads to a suboptimal
outcome. Without a close link to the organization, independent evalu-
ation cannot serve the purpose for which it was created.

From the evaluator’s perspective, remoteness from the organization
inhibits understanding of the organization’s work. Isolating the evalu-
ation function inhibits information-sharing and mutual understand-
ing. In such circumstances, evaluation findings are less valuable and
potentially more resisted by the organization, and hence the possibility
of learning from evaluation is diminished.

Nonetheless, independent evaluation needs to retain its objectivi-
ty, ask the relevant questions (whether comfortable or not), and work
hard to avoid institutional capture or that its analysis is unduly influ-
enced. The challenge then becomes to find a way for an evaluation
office to attain this ideal situation—of independence simultaneous
with proximity and connectedness with the rest of the organization.
Accurate and fair evaluations must combine intellectual detachment
with understanding, trust, and empathy (Picciotto, 2013). And this
understanding from an independent evaluation office can only be
achieved with closeness and cooperation with the organization.

IMF management and staff have remained “respectful of the IEO’s
independence,” as the Ocampo Report noted, and have realized that
some coexistence with the IEO is necessary and unavoidable. At the
same time, the senior staff has kept the IEO art a distance. As both the
Lissakers and Ocampo reports indicate, this isolation has marginalized
the IEO. It is our view that senior staff has found what would seem to
them an optimal level of cooperation with the IEO, in which some
interaction takes place, but they are often not open to what the IEO
can offer in terms of learning.

Rather, it has been the IEO’s experience as well as the observation
of others that in some instances the Fund keeps on doing its work
while minimizing or “watering down” the IEO’s recommendations
(Ocampo, Pickford, and Rustomjee, 2013). After every evaluation since
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follow-up procedures were created in response to the Lissakers Report
in 2006, the organization has offered specific actions in order to
address IEO findings and Board-endorsed recommendations (this fol-
low-up process is discussed further below). However, it is our view that
most of these responses have been mechanical and with a lack of enthu-
siasm, which hardly stimulates institutional learning from evaluation.
It is our contention that management and staff should acknowledge
that the best way for the IMF to fully benefit from the presence of an
independent evaluation office is to be more welcoming of, and more
open to, the IEO’s contributions.

For this to happen, the environment within the Fund needs to
change so that it is clearly committed to learning and accountability.
The Fund needs to create a culture that legitimizes independent evalu-
ation and uses evaluation findings and insights for policymaking, per-
formance improvements, and organizational renewal. Those whose
work is evaluated have an important responsibility to incorporate an
evaluation culture within the organization and be more open to it rela-
tive to their own work.

The objective is to make independent evaluation and the rest of the
IMF “a principled partnership with shared objectives, reciprocal obliga-
tions, and distinctive accountabilities” (Picciotto, 2005: 354). As the
Ocampo Report emphasized, effective functioning of independent eval-
uation in the Fund depends on IMF management more actively and
regularly stressing the importance of the IEO for enhancing the Fund’s
credibility and learning culture, and encouraging increased engagement,
both formally and informally.
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CHAPTER 4

Independent Evaluation and the
Tension Between Accountability
and Learning

What should be the main goal of evaluation? Is it to hold programs and
policymakers accountable for accomplishing their intended goals? Is it
to help program managers and policymakers learn how to do their
work better, namely to minimize errors and seek constant improve-
ment? As the title of this chapter suggests, there can be a persistent
tension about the relation of accountability and learning in evaluation
studies. The debate between these two distinct objectives continues
unresolved in the literature, with the traditional framework in evalua-
tion putting it as an “either-or” proposition—you can focus on
accountability or on learning, but you cannot have both.

This chapter lays the groundwork for highlighting that the “cither-
or” dichotomy is not necessarily valid. It focuses on the accountability
and learning dimensions of evaluation and poses the question of
whether the utility of evaluation needs necessarily to be framed in
terms of one or the other. The discussion sets the stage for the positing
in the next chapter that both purposes can be served within a single
study. To begin, in this chapter, we focus on the notions of account-
ability, organizational learning, and their relation both to each other
and to evaluation.

Before proceeding, we briefly address here two other motivations for
evaluation identified by Vedung (1998). The first of these is to politi-
cally or symbolically legitimate the functions of the organization. Here
the use is to show citizens and stakeholders that the functions and
activities of the organization are taken seriously and hence are system-
atically evaluated by professionals. The second is to permit the post-
ponement of decisions. Policymakers who are under pressure to decide
on an issue can claim that it is too soon to do so because an evaluation
is under way. Such a postponement can work to the benefit of the poli-
cymaker by letting time pass, hopefully letting the decision become less
salient and perhaps move to the desk of someone else.

On the first of Vedung’s categories, the use of evaluation to legitimate
the function of an organization, one of IEO’s purposes as established in
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its terms of reference is precisely to “strengthen the Fund’s external cred-
ibility” (IME 2000b). This objective remains to this day as part of a triad,
along with accountability and learning, as the key components of IEO’s
mandate." The Ocampo Report acknowledged that “there was a strong
consensus, from inside the IME from national governments, and from
external stakeholders, that the IEO had strengthened the IMF’s external
credibility” (Ocampo, Pickford, and Rustomjee, 2013: 3). Furthermore,
the panel concluded that strengthening the Fund’s external credibility had
largely been achieved as the result of the exercise of the other two man-
dates: namely, enhancing the learning culture of the Fund and supporting
its institutional governance and oversight.

With regard to the use of evaluation for postponing decisions, we
would venture that the IMF has never used the conclusions or recom-
mendations of an IEO evaluation as a justification for stalling its
agenda or work. We would also conjecture that if ever the Fund has
postponed taking action, it would have done so only in anticipation of
an upcoming IEO evaluation report, in order to see whether IEO’s
analysis would provide additional insight. It has been IEO’s experience
that IMF management and staff have occasionally tried to preempt an
IEO evaluation by taking action on a topic under evaluation (described
in the 2006 Lissakers Report as “front-running”). This strategy, that
aims to address some of the possible findings of an IEO report before
the evaluation is completed, could be seen as a positive outcome of
IEO’s presence but may also mute the eventual findings of the IEO
report, which may yield different or more critical conclusions.

Accountability and Learning

To many within the evaluation discipline, the primary purpose of
evaluation is to help ensure accountability. Other practitioners con-
sider that evaluation also has the responsibility to highlight the value
and importance of organizational learning. For some, the prospects of
reconciling the two is problematic (Lehtonen, 2005) while others do
not see so much complementarity as they see these two objectives oper-
ating in two different domains.

Bemelmans-Videc, Perrin, and Lonsdale (2007: 250) argue that
“[t]raditional forms of accountability are often viewed as less concerned

"The IEO’s original Terms of Reference (IMF, 2000b) also included as a mandate of the Office
to “promote greater understanding of the work of the Fund throughout the membership.”
However, following the recommendation of the second external evaluation of the IEO, this
objective was dropped, given that the panel had determined that this had been achieved.
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with learning than with punishment.” Others have noted that “a pri-
mary focus on accountability brings with it a strong focus on rigor,
independence, replicability, and efficiency, whereas a focus on learning
emphasizes stakeholder ‘buy-in’ and an evaluation process which leaves
space for discussion and lesson-drawing” (Lonsdale and Bechberger,
2011: 268). Stated somewhat differently by the OECD (2001: 68),
“[tJhese two objectives are not necessarily incompatible . . . but they
are sufficiently different to merit separate consideration.”

There is widespread discussion in the literature on how evaluative
work may contribute to learning in an organization. Howlett and
Ramesh (1995), for example, see policy evaluation as part of a process
of learning in which policies evolve mainly because of the recognition
of past successes and failures and deliberate efforts to emulate successes
and prevent failure. Learning from success is increasingly understood
as a powerful means of learning (cf. Nielson, Turksema, and van der
Knaap, 2015).

Learning from evaluation is, of course, far from inevitable or
straightforward. It may well depend on a range of factors including
organizational capacity, the cultural value of learning in the organiza-
tion, the approaches used, the authority of those carrying out evalua-
tions, the authority of those receiving the evaluations, the appropriate-
ness of timing, luck, and whether there are forces working against
learning. Some authors also emphasize the importance of ongoing
links between evaluators and those whose work is being evaluated, the
incremental and iterative nature of learning, and the value of learning
from past evaluations (Preskill and Torres, 2000).

Consider the following question by Picciotto:

Can an internal independent evaluation function be designed to pro-
mote organizational accountability—or is it condemned to be an empty
ritual? Is it conducive to organizational learning—or does it produce a
chilling effect that inhibits adaptation to changing circumstances?
(Picciotto, 2013: 18).

Independent evaluation units were created to help protect the cred-
ibility and legitimacy of the management process. Evaluation, when
properly done, enhances the credibility of an organization’s manage-
ment when policies, processes, and programs are evaluated. But if
adequate care is not taken in the design of an evaluation unit, its efforts
can be sidelined by the rest of the organization, and thus the benefits
of evaluation, especially as a learning device, are nullified. Hence it is
important to be aware that the mere establishment of an independent
evaluation function within an organization creates barriers that work
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in unison to resist the permeation and incursion of the evaluation unit
into the rest of the organization (Mayne, 2008).

Even with the unavoidable creation of such barriers, the evaluation
unit must strive to promote accountability and learning, and in a con-
structive and positive way, while maintaining its independence. By doing
this, it can somewhat ease the inherent tension between accountability
and learning and the organization will more easily reap the benefits of
independent evaluation. To support this argument, Picciotto adds:

. . . deeply adversarial attitudes and “name and shame” approaches rup-
ture contacts with decision makers, restrict access to tacit knowledge,
inhibit professional exchanges and increase resistance to adoption of
evaluation recommendations. They lead to isolation, a lack of intellec-
tual leverage, and a chilling effect on organizational learning. This is
why diminishing returns set in when evaluation independence assumes
extreme and antagonistic forms (Picciotto, 2013: 22).

Consider also this statement by van der Meer and Edelenbos:

. . . there is an increasing emphasis on transparency, measurable results,
and accountability. Policy documents should specify clear goals, the
attainment of which should be measured by unequivocal (and if possi-
ble quantitative) indicators. Policy-makers should be held accountable
for the results thus assessed. Evaluation, therefore, should assess effi-
ciency, output, and outcomes of policies against their (initial) goals (van
der Meer and Edelenbos, 2006: 202).

The implications of this statement need to be made explicit: (i) the
purpose of programs and policies needs to be clear; (ii) intended objec-
tives need to be measured as precisely as possible; (iii) those who are
responsible for achieving the objectives should be held to account; and
(iv) accountability should not aim at “shame and blame” but rather
focus on an assessment of results, particularly outcomes. An additional
dimension of accountability not mentioned in this quote also merits
attention: that of what is learned and acted upon from evaluation stud-
ies. Accountability studies can provide an array of analyses to help
managers do their work better. As Mayne notes:

Finding out why things are or are not working and secking ways to
improve programs and policies is what most evaluations are all about.
This aligns well with the learning aspect of accountability. Managers
want to learn how to improve their programs and policies and should
be eager to demonstrate they have done so (Mayne, 2007: 79).

Thus, while accountability provides an opportunity to appraise whether
and how an activity is being done and what the consequences are of doing
it well (or not), it also provides the opportunity to learn how to do better.
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In Mayne’s own words (2007: 81): “Accountability focused more on learn-
ing than blaming provides greater potential for evaluation to play a mean-
ingful role.”

Thus, evaluation can achieve a position in which it provides both
accountability and learning. In this endeavor, Lehtonen emphasizes the
need to clearly define the roles of each:

There is an obvious tension between the two perspectives on the use of
evaluation and they are often seen as irreconcilable. However, most
authors seem to recognize that both providing accountability and enhanc-
ing learning are essential elements in the endeavor to promote ‘social
betterment through evaluations. . . . The challenge is therefore not to
choose between the two, but to look for complementarity through clearly
defining the roles of the two approaches (Lehtonen, 2005: 170-71).

Even if evaluation studies provide both elements of accountability
and learning, how can an organization overcome its resistance to
change? Inertia, and entrenched interest in maintaining the status quo,
are powerful forces to overcome (Perrin, 2015).

As will be discussed in Chapter 9, the leadership of an organization
has an important role to play in creating the conditions under which
evaluation studies affect learning—that is, in overcoming the organiza-
tion’s inherent resistance to learn and thus change. As Perrin notes:

Leadership from the top is needed to bring about and to support
needed organizational renewal and change. There is still limited, but an
increasing array of resources available about how to manage for out-
comes in a way that embraces complexity. Organizations that remain
static and fail to evolve and improve quickly become out of date and
may struggle to survive, at least in the long run (Perrin, 2015: 14).

New Wine in New Bottles—Or a Better Approach
to Accountability

Perrin, Bemelmans-Videc, and Lonsdale (2007) make the point that a
new and different way of thinking about accountability can be devel-
oped, especially when organizations are striving to achieve outcomes in
the context of a complex policy environment and are facing a variety
of complicating factors. As summarized by Perrin (2015), three essen-
tial characteristics define this different approach to accountability:

(i) A primary orientation towards results rather than on process;
(ii) A focus on continuous and responsive learning; and

(iii) A dynamic rather than a static approach that reflects the com-
plexities and uncertainties inherent in most public policy areas.
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Perrin notes:

This model of accountability involves holding programs accountable for
asking the tough questions about what works and why, innovating and
engaging in risk taking rather than playing it safe, and for secking—and
using—feedback. Holding programs accountable for asking the diffi-
cult questions, doing and using evaluations, and demonstrating use of
learning—such as through changes in policies and in program approaches,
may represent a harder standard than demonstrating compliance with
procedures as with traditional accountability. In short, programs should
be accountable for demonstrating good management and for keeping in
view outcomes, which includes (but definitely is not limited to) a true
results orientation (Perrin, 2015: 15).

Perrin, Bemelmans-Videc, and Lonsdale (2007) essentially argue for
a new framework governing how one approaches the notion of account-
ability. What will be required is to transform the traditional compliance-
oriented accountability approach into one that is nimble, learns from
mistakes, follows up with corrective action, stops trying to establish and
lay fault, and gives up on the “shame and blame” approach. This amounts
to a transformation into a culture of learning. If reforms are not under-
taken, if little to no emphasis is placed on moving towards that culture
of learning, and if accountability is more and more understood as rhe-
torical, the organization’s performance will not improve and the confi-
dence of those relying on evaluation will decline.



CHAPTER 5

The Learning-Accountability
Spectrum in IEO Evaluation Reports

This chapter examines how the IEO has sought to reconcile the two main
objectives of evaluation. As will be seen, the IEO has served as both an
accountability and learning instrument for the IME The chapter analyzes
findings across IEO evaluation reports and presents data that reveals how
during the last six years the IEO has increased efforts to simultaneously
achieve both of these objectives. The chapter concludes with further
analysis on the tension between learning and accountability as well as on
the role of self-evaluation in promoting these two objectives.

The IEO, Learning, and the Fund

Is the IEO in a position to promote learning in the Fund? The Fund has a
very qualified staff. The IEO is a small office within the Fund, and it is fair
to ask how such a small office can serve as a learning mechanism for the
whole organization. The answer, in this context, is in the affirmative, and
mainly because the IEO is independent and can benefit from hindsight.

As discussed above, the origins of the IEO were clearly aligned to
emphasize accountability more than learning, and, in our view, manage-
ment and staff perceive the IEO to serve more of an accountability than
learning function. Should the IEO therefore emphasize accountability
and sideline its efforts to encourage learning inside the organization? If
the IEO were to do so, the status quo would perhaps suffice and there
would no longer be a need to look for alternatives to the ways in which
the IEO and the larger Fund operate. Under this scenario any resistance
from management and staff to the IEO could understandably be attrib-
utable to the IEO’s accountability role. The IEO would continue to
present its findings and the public at large would be able to judge their
merit and relevance. Management and staff could openly disagree with
these findings, but it is the IEO’s role as an accountability device that
would form the basis of its relationship among Fund stakeholders.

Yet the [EO’s terms of reference call on the IEO to serve both account-
ability and learning functions in the IME The IEO’s mandate entails
enhancing the learning culture within the Fund, strengthening the Fund’s
external credibility, and supporting the Executive Board’s institutional
governance and oversight responsibilities (IMF, 2000b). In order for the
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Fund to benefit from the learning elements in evaluation reports, there
needs to be a means to reduce the conflict and distrust that might arise in
the accountability context. The accountability role, which occasionally
induces defensiveness from management and staff to IEO reports, can be
detrimental to an open and vibrant learning culture in the IME

One way of creating an environment in which the Fund is more
receptive and less confrontational to the IEO’s analysis would be if the
IEO were to reduce, indeed sacrifice, some of its independence. This
option needs to be rejected outright. Softer and less direct analysis is not
helpful for the institution, and it would not guarantee that management
and staff would be more receptive. Moreover, a less independent evalua-
tion function within the Fund would result in the IEO transforming
itself into another unit under the control of management, and thereby
foregoing its most valuable comparative advantage.

Alternatively, should the IEO diminish its emphasis on accountability?
By no means. Summary reports with softer analysis and fewer statements
of causality would contradict IEO’s objectives and be detrimental to the
Fund. Thus, if the IEO is to remain a center of independent evaluative
analysis, the fundamental question remains of how it can balance the twin
responsibilities of ensuring accountability and promoting learning.

Accountability and Learning Findings in IEO Reports

To date, the IEO has produced 26 reports since it began operations in
2001. To better understand the learning-accountability spectrum across
this body of work, the findings in each report were analyzed.' First, each
evaluation finding was assigned only one of three classifications: mutu-
ally exclusive accountability; mutually exclusive learning; or composite
learning and accountability.”” Second, the average share of each type of
finding per calendar year, based on the issue date of the report, was
calculated in order to observe any pattern over time. Third, the evalua-
tions were grouped into four broad topics: crisis-related; policy advice/
surveillance; operational policy/practice; and governance/IMF mandate
(Table 5.1). The average share per group was calculated in order to note
any observable pattern with regard to topic.

"This analysis was undertaken by Alisa Abrams of the IEO. It excludes the evaluation report
on The IMF and the Crises in Greece, Ireland, and Portugal which was not completed until
mid-2016.

*The analysis counted the findings presented in the body of the report and thus it did not
tabulate conclusions or recommendations. Findings that had to do with country performance
or learning, if distinct from IMF performance or learning, were not included in the tabulation.
*“Accountability” findings were comprised of those statements presenting evidence or assessment
as to whether or the extent to which the IMF (Executive Board, management, or staff) had
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Table 5.1. Topical Grouping of IEO Evaluations, 2002-15

Topical Grouping IEO Evaluations (Title/Year)
Crisis-related The IMF and Recent Capital Account Crises: Indonesia,
Korea, Brazil (2003)

The IMF and Argentina, 1991-2001 (2004)

IMF Performance in the Run-Up to the Financial and Economic
Crisis (2011)

IMF Response to the Financial and Economic Crisis (2014)

Policy Advice/ Fiscal Adjustment in IMF-Supported Programs (2003)
Surveillance The IMF’s Approach to Capital Account Liberalization (2005)
Multilateral Surveillance (2006)
IMF Exchange Rate Policy Advice (2007)
IMF Involvement in International Trade Policy Issues (2009)
Research at the IMF: Relevance and Utilization (2011)
International Reserves: IMF Concerns and Country
Perspectives (2012)
IMF Forecasts: Process, Quality, and Country Perspectives (2014)
Behind the Scenes with Data at the IMF: An IEO Evaluation
(aka Statistics) (2015)*

Operational Policy/ Evaluation of Prolonged Use of IMF Resources (2002)
Practice Evaluation of the IMF’s Role in Poverty Reduction Strategy
Papers and the Poverty Reduction and Growth Facility (2004)
IMF Technical Assistance (2005)
IMF Support to Jordan, 1989-2004 (2005)
Financial Sector Assessment Program (2006)
The IMF and Aid to Sub-Saharan Africa (2007)
Structural Conditionality in IMF-Supported Programs (2007)
Self-Evaluation at the IMF: An IEO Assessment (2015)

Governance/Fund Governance of the IMF: An Evaluation (2008)
Mandate IMF Interactions with Member Countries (2009)
The Role of the IMF as Trusted Advisor (2013)
Recurring Issues from a Decade of Evaluation: Lessons for
the IMF (2014)

*The Statistics report was completed in 2015 and delivered to the Board in early January 2016.

developed, implemented, or complied with policy or guidelines; fulfilled its mandate as provided
in the Articles of Agreement; or executed evenhanded treatment of the membership in its program
support, surveillance, capacity development, or governance activities. “Learning” findings were
comprised of those statements presenting evidence or assessment as to whether or the extent to
which the IMF had learned from past experience or that there was a need for the IMF to learn
relative to the issue at hand. Combined “Learning and Accountability” findings were comprised
of statements that included both a learning and accountability element. An example of an account-
ability finding is: “The institution’s operational guidance is not clear on what IMF staff are to do
on aid” (The IMF and Aid to Sub-Saharan Africa, 2007). An example of a learning finding is: “A
good resident expert seems to be the one able to adapt to the environment of the country in ques-
ton” (IMF Technical Assistance, 2005). An example of a learning/accountability finding is: “IMF
advocacy of fiscal consolidation proved to be premature for major advanced economies, as growth
projections turned out to be optimistic” (IMF Response to the Financial and Economic Crisis, 2014).
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Figure 5.1. Share of Accountability Findings, 2002-15, by Evaluation

Report
(In percent)
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Type of Findings

While there was considerable variation across individual evaluation
reports, accountability findings comprised the largest share in all but 3
of the 25 reports reviewed. Of all findings over all years, accountability
findings accounted for 56 percent; learning findings accounted for 17 per-
cent; and learning/accountability findings accounted for 28 percent.”

As shown in Figure 5.1, three evaluation reports (Multilateral
Surveillance, Exchange Rate Policy Advice, Governance) predominantly

“The average share by type of finding was calculated using two methods. The first method
excluded the Governance and Self-Evaluation reports, which were outliers (the former with regard
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Figure 5.2. Share of Learning Findings, 2002-15, by Evaluation Report
(In percent)
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contained accountability findings. Seven reports (PRSP/PRGE Aid to
Sub-Saharan Africa, Structural Conditionality, Trade Policy, Interactions,
Forecasts, Crisis Response) each contained approximately two-thirds
accountability findings (ranging from 64 percent to 69 percent). And all
but one of the 15 remaining reports contained over one-third to over one-
half accountability findings (ranging from 37 percent to 59 percent).
Conversely, as shown in Figure 5.2, mutually exclusive learning find-
ings were the least frequent type of findings. Two evaluation reports

to accountability findings and the latter with regard to composite learning/accountability find-
ings). The second method did not exclude these reports. When using the second method, the
difference was minimal; thus the above discussion reflects these results. Using the exclusion
method, the average share of accountability findings was 58 percent; the average share of learning
findings was 15 percent; and the average share of learning/accountability findings was 27 percent.
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Figure 5.3. Share of Learning/Accountability Findings, 2002-15, by
Evaluation Report

(In percent)
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contained nearly one-third learning findings (Capital Account Crises, Fiscal
Adjustment), while five reports contained about one-quarter (Prolonged
Use, Technical Assistance, Exchange Rate Policy, Trade Policy, Research).

An interesting observation emerged with regard to composite learn-
ing/accountability findings. Not only did all but two evaluation reports
(Governance, Exchange Rate Policy) contain this type of finding, it fea-
tured in varying amounts in the rest of evaluation reports. As shown in
Figure 5.3, composite learning/accountability findings predominated in
the Self-Evaluation report (82 percent) and accounted for more than
half (53 percent) of the findings in the Recurring Issues report. Six
evaluations (Capital Account Liberalization, FSAP, Crisis Run-Up,
Reserves, Trusted Advisor, Statistics) contained between one-third and
one-half learning/accountability findings (ranging from 33 percent to
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Figure 5.4. Share of Type of IEO Findings over Time, 2002-15
(In percent)
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41 percent), while another six evaluations contained between one-quarter
and one-third learning/accountability findings (Prolonged Use, Fiscal
Adjustment, Argentina, Technical Assistance, Jordan, Crisis Response).

Temporal Patterns

As noted above, accountability findings accounted for just over half of all
findings across all years on average; learning findings accounted for less
than one-fifth; and learning/accountability findings accounted for over
one-fourth. The proportional distribution among accountability, learn-
ing, and combined learning/accountability findings across IEO evalua-
tions was relatively constant until the global economic and financial
crisis evaluation period (i.e., 2011 onward), when a steady increase began
in the share of combined learning/accountability findings (Figure 5.4).

Topical Patterns

The proportional distribution of accountability, learning, and learn-
ing/accountability findings among the topical groupings of evaluations
differed little from that for all findings over time (Figure 5.5).
Accountability findings accounted for 52 percent to 63 percent
across all topical groupings, with an average share of 57 percent. The
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Figure 5.5. Average Share of IEO Findings, 2002-15, by Topical Grouping
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Governance/Fund Mandate=Governance; Interactions; Trusted Advisor; Recurring Issues.

largest incidence of accountability findings was in reports on gover-
nance/Fund mandate and the smallest was in reports on operational
policy and practice.

Learning/accountability findings accounted for 23 percent to 30
percent across all topical groupings. The largest incidence of learning/
accountability findings was in crisis-related evaluations and the small-
est was in policy advice/surveillance evaluations.

Mutually exclusive learning findings accounted for the largest variation
by topical grouping, ranging from 9 percent to 22 percent. Policy advice/
surveillance evaluations and operational policy/practice evaluations were on
the higher end of the range, while governance/Fund-mandate evaluations
and crisis-related evaluations were on the lower end.

Key Messages from These Data

The similarity of results across all evaluations, time, and type of evalua-
tion topic is striking. Over more than a decade of IEO evaluations
across a wide variety of topics, accountability has featured prominently
in nearly all evaluation reports and has been a dominant theme for the
IEO. IEO evaluation reports have documented and explained the
extent to which the IMF has or has not carried out its mandate and
related activities as per established policies and procedures. The IEO’s
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emphasis on accountability has thus represented a valuable and impor-
tant contribution to the transparency and credibility of the Fund.

At the same time, however, learning has also played a key role in
IEO evaluation reports. While the nature and share of learning-related
findings in IEO evaluation reports has shifted over time, beginning in
2011, the focus of IEO evaluations expanded from holding the IMF
accountable towards explicating the connections between performance
and lessons about how to improve. In other words, the IEO has been
able to synthesize its accountability and learning missions rather than
treating these elements distinctly. Conceptualizing evaluation findings
as not only simply accountability or learning findings but rather as a
combination of the two might just turn out to be an appropriate way
for an evaluation office to simultaneously fulfill these dual purposes.
Hence, the IEO experience demonstrates that the binary “cither-or”
consideration discussed in Chapter 4 need no longer be the only
choice. As we have shown, it can also be “both-and.” This synthesis
approach can serve as a model for other institutions as they move for-
ward in their efforts to promote accountability and also instill a learn-
ing culture.

Can Learning and Accountability
Complement Each Other?

Increasingly, IEO has tried to exploit the complementarity of account-
ability and learning as goals of evaluation, hence the sizable number of
reports with a substantial share of combined learning/accountability
findings in the same report. Particularly in response to the first external
evaluation of the IEO, when evaluation reports have pointed to
instances in which the IMF has fallen short in its performance
(accountability element), the exercise has turned into a quest to iden-
tify the reasons why, so as to offer conclusions and recommendations
that can contribute to an enhanced and hopefully a better-performing
organization (learning element). Thus, IEO’s methodology and report-
ing provide a framework both for the membership and Executive
Board to hold management and staff accountable and for the Fund to
learn from experience. In addition, by making its evaluations public,
the IEO assists civil society organizations in member countries in their
efforts to understand, hold accountable, and reform the IME

While IEO reports have both elements of learning and accountabil-
ity, the manner in which these reports have been received, discussed,
and subsequently acted upon seems to suggest that there appears to be
little room for learning in the Fund. Why? Because, as we have argued
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above, the IEO has been perceived more as an accountability mecha-
nism than one that emphasizes learning.

As discussed in the previous chapter, there is indeed some tension
between the evaluation goals of learning and accountability. It has
been suggested that the most appropriate balance between these two
goals depends on the situation at hand (Gray, 2014). For example,
organizations without strong internal governance and without strong
external scrutiny may be less prepared to use evaluations that are geared
towards accountability. In such circumstances, it may make sense to
allocate evaluation resources toward learning, with the expectation that
the organization is more motivated toward performance. The IMF has
strong internal governance and is also subject to strong external scru-
tiny. Does this not then imply that for IEO evaluations to be most
effective, the balance within the IEO needs to be tilted still more
towards accountability as opposed to learning?

Few organizations have managements that appreciate critical or
fault-finding recommendations, even if these recommendations make
sense from a technical or practical perspective. Those organizations
that are more resistant to criticism will have a harder time learning
from truthful and candid independent evaluation. Further, data on
performance suggest that organizations are most likely to learn from
their (and others’) successes than from failures (Nielsen, Turksema, and
van der Knaap, 2015). Understanding the organizational environment
and its values, the governance situation, the role of other actors, and
the culture of the institution and its tolerance for open debate can help
evaluators determine which way to lean to increase the opportunities
for effectiveness and impact.

Promoting accountability requires “speaking truth to power” even if
the truth is not what the power structure wants to hear. But promoting
learning may call for a more nuanced tone to ensure that management
and staff remain open to the messages from the evaluation. What
would the IEO have to do to encourage more learning from its work?
Does it need to move away from a strong accountability focus in order
to promote learning from independent evaluation?

As mentioned in Chapter 1, in reaching an agreement on the man-
date of the IEO, IMF Executive Directors made references to the role
of independent evaluation in contributing to a learning culture, but
accountability and transparency were the driving factors. In this sense,
IEO has remained true to the initial intentions of the Board. Therefore,
it is understandable that staff or management may view this role as
merely about finding fault; but in fulfilling its accountability mandate,
the IEO strives to acknowledge the constraints or bottlenecks the Fund
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faces in doing a difficult job. Further, in incorporating its learning man-
date in its work, IEO seeks to create a more conducive environment for
the receptivity of its evaluation messages. The more staff and manage-
ment can appreciate that IEO is also focused on the learning objective
and, essentially, that accountability and learning are two sides of the
same coin, the more the Fund can benefit from independent evaluation.
Knowledge gained from experience can induce improvement and,
indeed, propel change, but only when the right institutional setting is
in place and when there is a corporate culture that embraces change.

Can Learning and Accountability Result
from Self-Evaluation?

The IMF and other IFIs conduct self-evaluation as another means of
enhancing accountability and learning. Essentially, the IMF conducts
self-evaluation “to learn from experience and improve the quality and
effectiveness of its work” (IEO, 2015: v). Distinct from independent
evaluation, this internal mechanism is conducted by the same manage-
ment structure that carries out the institution’s work and thus is more
easily integrated with daily operations. The question, of course, is
whether self-evaluation effectively serves as an accountability and a
learning device.

In August 2015, the IEO conducted the first assessment of self-
evaluation within the IME As stated in the Executive Summary:

It found that considerable self-evaluation takes place at the IMF; that
many IMF self-evaluation activities and reports were of high technical
quality; and that self-evaluation informs reforms in policies and opera-
tions. Yet, there are gaps in coverage, weaknesses in quality, and short-
comings in the dissemination of lessons, in part because of the absence
of an explicit, conscious, institcution-wide approach to this work.
Further, decisions taken in April 2015 as part of a cost-cutting exercise
risk further weakening self-evaluation. The IMF does not have an
institution-wide framework or overall policy to establish what needs to
be evaluated and how, who is responsible, and how to follow up. This
may explain how recent decisions to reduce self-evaluation activities
were taken without serious consideration of their impact on learning
and accountability. . .

* As part of the follow-up on Board-approved recommendations for the IEO’s self-assessment
evaluation, in June 2016, the Fund released a statement on the principles and best practices for
self-evaluation at the IME This document explicates the goals, scope, and intended utilization/
dissemination of self-evaluation across the IMF’s work (surveillance, lending and capacity
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Self-evaluation activities [during the evaluation period] were weak in
distilling lessons on staff practices and more generally in disseminating
lessons in a way that promotes learning. To address these concerns,
management should develop products and activities aimed at distilling
and disseminating evaluation findings and lessons in ways that high-
light their relevance for staff work and that facilitate learning (IEO,
2015: 1).

Even if the Fund were to establish all the necessary requirements for
a thorough and meticulous self-evaluation framework, the staff is not
independent from management, hence, staff’s own analyses of past
experiences are less inclined to be candid in identifying errors and the
need for change. Without such an independent and candid assessment,
self-evaluation seems to offer less potential as a learning instrument.
On the other hand, since self-evaluation is self-generated, its findings
are more likely to be owned and implemented by decision makers than
are those produced by independent evaluation. Hence, self-evaluation,
when properly implemented, has the potential to facilitate learning.

development). It also lays out the objectives and timetable for conducting institutional-level
policy and thematic reviews (see “Implementation Plan in Response to the Board-Endorsed
Recommendations for the IEO Evaluation Report on Self-Evaluation at the IME” Annex III,
available at www.ieo-imf.org/ieo/pages/Multiheader.aspx).


http://www.ieo-imf.org/ieo/pages/Multiheader.aspx

CHAPTER 6

Friction by Design and Other
Structural Issues That Have
Hampered Independent
Evaluation at the IMF

Accountability and learning are the twin foundations of the rationale
for independent evaluation. As has been argued above, the creation of
an independent evaluation office within an organization to serve these
twin purposes inevitably creates ambiguities and tensions that are dif-
ficult to resolve. Issues of trust, receptivity, and perception, when not
properly addressed, can mar relations between the evaluation function
and the rest of the organization. But tensions that are constructively
managed can help to legitimize the evaluation function and its rela-
tions with the rest of the organization, and allow evaluation to ade-
quately fulfill its mandate.

Though structurally the IEO has a high degree of independence and
demonstrates this by the questions that it asks and the evaluations it
conducts, its functional independence has also been a source of ten-
sion. The implications for accountability and, perhaps more impor-
tantly, for learning, are apparent: unrestrained tension can hardly result
in an optimal method to learn from experience. The critical issue then
becomes how the organization can satisfactorily allow this tension to
coexist with a more responsive and open organization towards inde-
pendent evaluation. The benefits of independent evaluation can only
tully materialize within the IMF to the degree that the management of
the organization learns from evaluation and feels accountable for
results. Without support from the organization’s leadership, indepen-
dent evaluation would not be expected to properly foster accountabil-
ity and learning, as it would simply be tolerated or ignored. However,
creating the right atmosphere to let the necessary tensions play out,
without reducing the IEO’s effectiveness, is a challenge for both the
IMF and the IEO. As elaborated in the following chapters, the leader-
ship of the IMF has a major role to play in this regard. If the leadership
appreciates the benefits of independent evaluation and relies on its
findings to promote change, then evaluation can reach its potential to
enable the Fund to reach higher levels of efficiency and effectiveness.
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Five structural issues have directly influenced the Fund’s ability to
embrace the learning and accountability imperatives of independent
evaluation: (i) the natural tension in the structural design of the indepen-
dent evaluation function within the Fund (what we refer to as “friction by
design”); (ii) the receptivity of staff and management; (iii) staff views of
IEO and their impact; (iv) practices in the recording of Directors’ posi-
tions on IEO recommendations; and (v) lack of clarity in IEO’s terms of
reference. These five issues, discussed in turn below, have shaped the rela-
tions between the IEO on one hand and IMF management and staff on
the other. While presented individually, these issues are all related and
difficult to disentangle. Moreover, one could argue that the first of these
issues, namely the design of the independent evaluation function within
the Fund, has affected or even determined some of the other issues.

As an example of how the negative aspects of “friction by design” have
affected the independent evaluation function at the IME the final section
of this chapter recounts some of the difficulties the IEO encountered in
producing its report on The IMF and the Crises in Greece, Ireland, and
Portugal. Conducting this project proved difficult for the IEO and strained
relations between the IEO and the rest of the organization. The project
tested the extent of IEO’s independence, and while the IEO was able to
conclude this evaluation and maintain its independence, the exercise offers
interesting insights on the challenges and frictions that characterize inde-
pendent evaluation. Highlighting the challenges IEO encountered in car-
rying out this evaluation is meant to offer some insight to the membership
about the need to address issues that would better enable the IEO to do its
job and the Fund to benefit more from independent evaluation.

Despite the IEO’s efforts to serve as both an accountability and a
learning mechanism, the structural elements that were put in place to
guarantee IEO’s independence have undermined the IEO’s capacity to
be perceived as a learning instrument. Consider, for example, the fol-
lowing comments by IMF Managing Director, Christine Lagarde, at
the conference to mark the IEO’s tenth anniversary in December 2011.
Her remarks at that time left no doubt that the IMF perceived the IEO

primarily as an accountability instrument.’

The Independent Evaluation Office is an entity that not many organi-
zations would tolerate. It goes under the skin of the institution, and

' Accountability has been a dominant theme for the IEO, as it has featured significantly in
almost all evaluation reports. The manner in which management and staff have seen the IEO
over time playing its role as an accountability instrument seems to be borne out in the analysis
presented in Chapter 5.
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under the skin of projects, reports, and ways of operating. It consults
with IMF Management and takes what it wants of Management’s feed-
back, but it reports directly to the Executive Board. . . . Once reports of
the IEO are approved by the Board they are published and can be
checked by each and every member of the media or by any observer
who may like to either praise or criticize. . . .

Seen in this context, the IEO is a true child of Lord Keynes, in that it
carries out the mandate of “ruthless truth telling” at the heart of an
institution whose own mission is to tell the truth. . . . And we want to
continue to have the support of the IEO and its ultimate honesty,
because it is this internal honesty and internal truth telling that
enhances our own ability to tell the truth (reproduced in Lamdany and
Edison, 2012: ix—x).

Friction by Design

Creating an independent evaluation office is not without its costs.
While external stakeholders and the broader community may see it as
an opportunity that helps strengthen the organization’s credibility and
legitimacy, those inside the organization may see it differently. From
the vantage point of those inside the organization, the existence of an
independent evaluation office is not necessarily welcome, especially if
evaluation is steered towards accountability and this function of evalu-
ation is perceived as accusatory. As Mayne notes: “the more account-
ability is seen as blame apportionment, the more difficult will it be for
evaluation to play a constructive role: evaluation for accountability will
be more of a myth than a reality” (Mayne, 2007: 70).”

In our view, coexistence with a highly independent evaluation unit
has not been easy for the IME and this has raised several issues for IMF
staff and management: First, the IEO is independent and thus chooses
what topics it will evaluate. There is not a formal process for staff con-
sensus to be built on this matter.’ This can be problematic for staff and
management, because the IEO has the final say on what it evaluates
and the resulting evaluation report is presented to the Executive Board,

*As discussed below, according to a survey conducted in the context of the second external
evaluation of the IEO, IMF staff tended to see the IEO more as an accountability device than
as an instrument for learning. At the same time, the survey confirmed that some staff did value
an assessment of their own work and others seemed to value an assessment of the work of col-
leagues.

*While the IEO has total discretion on the topics it chooses to evaluate, its practice has been to
engage in consultations on proposed evaluation topics with the Executive Board, staff, manage-
ment, government authorities, civil society, and the public at large.
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and eventually published. This is a classic instance where independent
evaluation outside the control of management goes public and poten-
tially becomes inopportune. Moreover, while the IEO is obliged to
circulate its report to staff for comments before it is distributed to the
Board, IEO has total independence in deciding whether to change its
assessment as a result of these comments.” Second, it may be the case
that an evaluation is perceived as a source of conflict, ill-timed, or a risk
to programs and policies.

Receptivity of IMF Management
and Staff to IEO Findings

While the relations between the IEO, on one hand, and management
and the majority of Fund staff, on the other, have been broadly positive
over the past years, some parts of management and senior staff have
shown defensive and antagonistic attitudes (Ocampo, Pickford, and
Rustomjee, 2013).

To the extent that these attitudes persist, they potentially have sev-
eral damaging consequences for the IME First, they can present barri-
ers to learning. Accepting findings and conclusions of an IEO report
as the basis for learning may be resisted if there is a misplaced inherent
reluctance to learn from “outsiders.” Second, this in turn undercuts
evidence-based decision making at the IMFE The fact that evaluation
evidence is based on rigorous analysis, subject to the scrutiny of inter-
nal and external review seems, in our opinion, at times to be dismissed.
Unfortunately, rather, when senior staff do not like or agree with an
evaluation finding, they may raise questions about the merits of IEO’s
methodology or evidence as a means to weaken the IEQ’s arguments.’
Third, there has been a perception that evaluators only point out
wrongs rather than giving credit for good performance or explaining
institutional constraints. Such perspectives have implications for the
IMF’s receptiveness to IEO findings, for learning from IEO’s analysis,
and ultimately for seeing the IEO as a partner in building a better IME
In that sense, we are concerned that there is little sense of common

“For the most part, IEO’s practice with regard to staff comments on an evaluation report has
been to amend only for factual correction or clarification. Once a report is finalized, manage-
ment, and often staff as well, prepares a response that is presented to the Board and published
concurrently with the report. This response serves as an opportunity for management, or staff,
to assert its position on the evaluation report.

*There also may be cases in which there is a genuine difference of opinion about methodology
or other technical issues.
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ground, shared values, or a unified purpose among staff with regard to
the mission of the IEO.

A related observation is with regard to the seeming lack of differentia-
tion of roles between management and staft with respect to the IEO. For
example, the Managing Director issues a statement on IEO evaluation
reports. At times over the years, staff has also issued a formal staff
response. In practice, however, these have been similar, tending to agree
and disagree with the IEO on the same issues and recommendations.’
Given their distinct, differentiated roles with respect to the IEO, one
would have expected the staff and management each to take its own
approach in response to the findings of an evaluation report. As another
example, per the follow-up process, it is incumbent upon management to
prepare and present to the Board a Management Implementation Plan
(MIP) outlining how it intends to operationalize Board-endorsed recom-
mendations. In practice, except in one instance, management has not
presented or defended its “own” MIP since the inception of this instru-
ment.” This is also of concern since management is not seen or identified
by the rest of the organization as actually taking the lead in advancing or
supporting an idea that resulted from an IEO evaluation report.

Staff Views of IEO and Their Impact

Several perception and staffing issues complicate the IEO’s situation
within the Fund. Most have to do with the IMF staff’s lack of familiarity
with the mission and purpose of the IEO, or with the IEO’s position and
status within the Fund. Further, negative attitudes towards independent
evaluation have repercussions for the IEO’s ability to attract Fund staff
members to come to work for periods in the [IEO—an arrangement that

is integral to the ideal staffing balance sought for the office.

IMF Staff Perceptions

A survey that was conducted in the context of the second external evalu-
ation of the IEO (see Ocampo, Pickford, and Rustomjee, 2013) pro-
vides a wealth of information on IMF staff attitudes towards IEO. It
found that 21 percent of the staff had no familiarity whatsoever with the

“Perhaps because of this lack of differentiation between staff and management’s responses to an
IEO evaluation report, staff has rarely issued a formal response to more recent IEO reports.
"The initial MIP for the IEO evaluation on the Run-Up to the Crisis (IEO, 2011) was not
approved by the Evaluation Committee. A revised MIP was discussed by the Evaluation
Committee and referred for discussion by the full Board. The revised MIP was reissued and
discussed at a Board meeting chaired by the Managing Director.
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IEO, and that another 24 percent were minimally aware of the IEO’s
work. Awareness was even more limited among staff members with less
than five years’ tenure in the Fund, 45 percent of whom were not famil-
far at all with the IEO. But even among staft with more than 10 years’
tenure, familiarity with the IEO was not prevalent: more than 30 per-
cent were unfamiliar with the IEO.

Another indicator of the staff’s lack of familiarity with the work of
the IEO is the extent to which they had read IEO evaluations. Survey
responses revealed that the IEO’s then-most highly read report, IMF
Performance in the Run-Up to the Financial and Economic Crisis had
been read by only 28 percent of the staff. Importantly, it also revealed
that 17 percent of the staff had not read any of the ten reports issued
by the IEO between 2006 and 2011. While, as expected, senior staff
turned out to be more familiar with the work of the IEQO, the level of
awareness was still not sufficiently widespread: 14 percent of the staff
at the highest seniority range responded that they had no or very lim-
ited familiarity with the work of the IEO.

The survey also confirmed that there was a perception among IMF staft
that a position in the IEO offered limited career potential for those plan-
ning to return to the Fund. Only 12 percent of the staff believed that work-
ing in the IEO was an effective means to career advancement in the Fund,
and this number dropped to 5 percent among senior staff. The Ocampo
panel also reported anecdotal evidence that some IMF managers had dis-
couraged staff from applying for IEO jobs.’

Furthermore, the survey concluded that while junior staff viewed their
departments’ relationship with the IEO as collaborative, the perceived
level of collaboration with the IEO decreased with a staff member’s
seniority. Among the IMF departments, the survey found the Strategy,
Policy, and Review Department (SPR), the IEO’s main counterpart in the
Fund, to be the most defensive department towards the IEO.”

The survey also provided interesting results on IMF staff views
regarding the IEO’s role in accountability and institutional learning.
The staff ranked the improvement of IMF institutional governance as

*As a further example of the pervasiveness of these views, it also happens that the IEO formerly
held seminars on its reports for Fund staff but discontinued this practice because some Fund
staff members indicated that while interested in attending, they preferred not to be seen at an
IEO event. Anecdotal evidence indicates that IEO staff members have faced difficulties in
maintaining their contacts with Fund staff members, as some IMF staff members have opted
not to be associated with IEO personnel even at informal gatherings within the Fund premises.
’ While staff from given Fund departments might engage with the IEO independently, SPR
represents the formal and official view of the staff when responding to the IEO.
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the highest-priority goal for the IEO, but they also saw enhancing the
learning culture of the Fund and strengthening its external credibility
as relevant. Forty percent of the staff viewed the IEO as effective in
supporting governance and oversight, and 40 percent of the staff
viewed the IEO as effective in improving the Fund’s external credibil-
ity. A high 49 percent viewed the IEO as ineffective at promoting a
learning culture, and only 17 percent viewed it as having contributed
to changing the culture of the IME

Asked about IMF management’s effectiveness in following up on
IEO recommendations, only 31 percent of the staff believed that man-
agement had been effective in doing so. More worrisome is the fact
that only 39 percent of senior staff believed that management had been
effective in that regard. The survey also showed that, according to staff,
the top areas for needed improvement in independent evaluation at the
Fund were management implementation of Board-endorsed IEO rec-
ommendations and staff buy-in on the IEO’s analysis.

These results have important implications for the IEO, in terms of the
overall receptivity of the Fund to IEO reports and the willingness of the
staff to learn from them, follow up on their findings and recommendations
and eventually transform the IMF into a true learning organization.

Implications for IEO Staffing

The survey results from the Ocampo Report also have significant
implications for IEO recruitment and staffing.

IEO recruitment and staffing is important both for its indepen-
dence and effectiveness. The IEO’s staffing model is predicated on
having an appropriate mix of personnel who come from outside the
Fund and from within. While a generalization, people coming from
outside the Fund provide a fresh perspective and are presumed to have
more independent judgement, while IMF insiders tend to understand
the institution better. For reasons discussed below, this is a hard bal-
ance to maintain.

For those outsiders who join the IEO without prior multilateral
experience, it is difficult to get to know the IME The Fund is a complex
institution, its documents are difficult to read, and, like that of any
other organization, its internal culture can initially be challenging to
comprehend. External hires may therefore need some precious time to
better understand the organization, and, even when well informed, may
easily be dismissed by Fund staff as “not knowing what we do here.”

For IEO staff members drawn from within the IMEF, the adaptation
period in the IEO is brief. They have a good understanding of the
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organization, and they know the people, the documents, and the way
the Fund works. Nonetheless, some of them may feel that joining the
IEO has created a rift between them and the rest of the Fund. Since the
IEO works at arm’s length from the Executive Board and is segregated
from the IMF staff, some isolation and detachment is inevitable; but the
type of work that internal hires carry out while at the IEO has at times
resulted in some remoteness and concern about their future in the IME

Another important consideration has to do with staff mobility
between the IEO and IMF at-large. Fund staff who accept an appoint-
ment in the IEO must abide by several stipulations. Some of these
stipulations, such as the length of time they can spend at the IEO, are
similar to those for external hires. However, some stipulations may
apply only by virtue of being an internal hire.

One such stipulation is with regard to the circumstances (position,
level, grade, etc.) under which internal hires may return to the Fund
once their stint at the IEO expires. Until recently, staff who came into
the IEO from other parts of the Fund and were promoted while in
IEO were not recognized by the rest of the IMF as having a formal
promotion. In the IEO, the decision as to whom to promote rests with
the Director. But in other parts of the IMF the process is more com-
plex—there are review panels, multiple competitions, endorsements by
Directors, and selections by senior managers. While the Fund’s provi-
sions have a clear rationale, this framework provided little incentive to
staff to move to the IEO and worked against building a cadre of IMF
specialists who would want to have a part of their career in IEO and
get to know the Fund from a different perspective while still having the
opportunity to return to other parts of the organization.

In an effort to improve the situation, in early 2015 the IEO and the
management of the IMF reached an agreement that a staff member who
is promoted while in the IEO and who returns to the Fund staff can
keep their promotion for one year on a trial basis. This probation period
gives the staff member an opportunity to prove themselves to their new
director. If not accepted after a year, the promotion would be revoked
and the staff member would revert to their previous grade level. While
this new arrangement has not yet been tested, it will be of interest to see
whether IMF staff who are promoted while at the IEO will be able to
keep their grade. If this is not the case, incentives for staff members to
spend some time at the IEO will be further eroded."”

" This agreement is not expected to be a burden for the Fund. On average, about one staff
member returns from the IEO to the Fund per year, and not everyone is promoted during their
time at the IEO.
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Recording of Executive Directors’ Positions
on IEO Recommendations

A key issue in following up on, and learning from, IEO evaluations is
the formal recording of Executive Directors’ positions on IEO findings
and recommendations. When the IEO issues an evaluation report, this
report is scheduled for discussion by the Executive Board. As is the case
for IMF staff papers that are discussed by the Board, the discussion of
the evaluation report is summarized in what is known as the Summing
Up (SU).

The accuracy of the SU goes beyond the simple recording of
Directors’ positions on a particular topic. The SU of the Board discus-
sion sets the stage for follow-up, be it for an IMF staft paper or an IEO
report. That is, the SU represents the “point of departure” for any pos-
sible policy or operational action that is deemed to take place as a result
of a Board decision. The IEO follow-up process (to be discussed in
Chapter 8) likewise depends on the integrity of the SU as this “point
of departure.” If the SU fails to capture the intended IEO message or
the accurate or possibly nuanced Executive Board view of the IEO’s
recommendations, there is no way that the ensuing follow-up instru-
ments can correct for such a deviation.

For discussions of IMF staff reports, the SU is drafted by the respec-
tive originating department with the help of the IMF Secretary’s
Department, which determines the weighting of Executive Directors’
positions relative to issues discussed and any decisions made. In the
case of IEO evaluations, however, it is the Secretary’s Department, with
the help of the Strategy, Policy, and Review Department, that drafts
the SU.

This arrangement means that the party or parties writing the SU
have the opportunity to emphasize or deemphasize some aspects of the
discussion as they deem appropriate. And if a specific issue addressed in
an evaluation report or in Directors’ responses is not mentioned in the
SU, it essentially does not exist for further discussion or institutional
response.’’ Blockson’s famous quote applies: “The hand that holds the
quill, pen, pencil, controls history.”

This arrangement presents a conflict of interest for the IMF in
recording discussions of IEO reports, since the Secretary’s Department,
while serving as a resource for the Executive Board, is also overseen by

" Executive Directors have on occasion challenged the Chair’s draft SU which is traditionally
read at the conclusion of the Board meeting. They also have the opportunity to review the SU
following the meeting and to ask for amendments. Revisions do take place occasionally.
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the Managing Director who serves in a dual capacity as Chair of the
Board and the head of the staff. Given that the decisions of manage-
ment and staff are the subject of the evaluation, it seems anomalous
that this same group is in charge of recording how the Board inter-
prets and responds to what the IEO said, and what is to be done.
Further, since the SU sums up Executive Directors’ views and not the
views of the IEO, the IEO has no say whatsoever on what is written
versus not.

This situation was noted by the Ocampo Report, which recom-
mended that the SU be written by a neutral party, perhaps someone
from the Executive Board, such as the Chair of the Board Evaluation
Committee. The staff of the Fund opposed this recommendation, say-
ing that “[t]his approach would not be consistent with the Fund’s
governance structure under which Management is not only the chief
of staff but also the chair of the Board” (IME 2013: 2). After discuss-
ing the Ocampo Report, the Board considered how to mitigate the
conflict-of-interest issue. Ultimately, however, after taking possible
alternatives into account, the existing arrangement prevailed. That is,
the SU for IEO reports is still prepared by the IMF staff, one of the
primary subjects of the evaluation report.”

Another issue with regard to SUs, which has affected the Fund’s
institutional response to IEO findings, concerns what is known as the
Rule of Silence in Executive Board discussions. According to accepted
Board procedures, for Board discussions of papers prepared by staff
and signed off by management, the Rule of Silence is understood as
“silence means consent.” That is, if an Executive Director remains
silent on a particular issue, this is interpreted as his/her agreement with
the respective staff position outlined in the paper under discussion.
This rule has advantages for the efficiency of Board meetings, since
there is no need for every Director to express his or her view on every
aspect of the document.

By contrast, until recently there was no explicit understanding as to
how the Rule of Silence was to be applied for IEO reports, and as a
result there were inconsistencies in the interpretation of Directors
views. If a Director was silent on an issue raised in an IEO report, there

"“The Board Evaluation Committee agreed not to change current practices for the preparation
of the draft SU for Board discussions on IEO evaluations, as suggested by the Panel, noting that
alternatives would either create a reputational risk for the IEO if it were to collaborate with staff
in preparing the draft version, or be inconsistent with the Fund’s governance framework. The
Evaluation Committee suggested, however, that the IEO receive the draft SU following the
Board meeting concurrently with the transmission to Executive Directors.
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was effectively no way to interpret the Director’s views. This implied
that for an IEO finding or recommendation to be endorsed by the
Board, individual Directors needed to explicitly state their endorse-
ment in the Board meeting. Some Executive Directors were applying
the Rule of Silence in discussions of IEO reports as per their usual
practice for staff reports, and were not aware that their silence may
have been interpreted as lack of endorsement of IEO findings or rec-
ommendations. As a result, on occasion the SU of Board discussions
was not wholly consistent with the actual content of the discussion
and, hence, undermined the institutional response to some IEO find-
ings or conclusions.

This issue was noted in the Ocampo Report, and the Rule of Silence
for IEO Board discussions has recently been clarified. It is now the
practice that before an Executive Board meeting to discuss an IEO
report, the Managing Director of the Fund clearly establishes his/her
position on IEO recommendations by enumerating and expressing
agreement or disagreement with each IEO recommendation presented
in the report. The Rule of Silence is then applied relative to manage-
ment’s statement: that is, when an Executive Director remains silent on
a particular IEO recommendation, his/her silence is taken as agree-
ment with management’s position on that recommendation.

Five IEO reports have been discussed by the Board since this modi-
fication took place, and it is our view that the SU of those discussions
better reflects Directors’ positions on the IEO recommendations, not
to mention the content of the discussion overall. And since the SU is,
as was mentioned, a departure point for further steps, a clearer and
more accurate SU of the Board’s discussion holds promise for better
follow-up on Board-endorsed recommendations.

Lack of Clarity in IEO’s Terms of Reference

The IEO Director has the final say on the selection of topics for evalu-
ation, following consultation with the Board and other stakeholders.
The only constraint on the IEO in its original Terms of Reference
(TOR) was that “[i]n conducting its work, IEO should avoid interfer-
ing with operational activities, including programs, or attempting to
micro-manage the institution” (IME, 2000b). Nonetheless, a clear defi-
nition of what “interfering with operational activities, including pro-
grams,” meant was not provided at that time and in practice this has
led to ambiguity.

The Ocampo Report brought to the attention of the Board the need
to clarify this point and to provide more certainty as to what the IEO
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can and cannot evaluate. It recommended that “the Board define ‘cur-
rent operations’ in a narrow sense, as current lending programs. This
would enable the IEO to review any recent or current activities that do
not involve lending programs, as well as past lending programs, even if
the countries concerned have new programs in place” (Ocampo,
Pickford, Rustomjee, 2013: 13). In 2015, the Executive Board amend-
ed the language of the TOR to state that “[iln conducting its work,
IEO should avoid interfering with operational activities, including
current programs.” This language, however, still left room for differing
interpretations."

Until now, the ambiguity as to the topics the IEO is allowed to
evaluate has been addressed through informal meetings of the IEO
with the Board Evaluation Committee and other Executive Directors."
The IEO has tried as best as possible to navigate this ambiguity and
proceeded to undertake projects where there is a sense of agreement
among the Executive Board that a specific topic does not breach the
[EO’s TOR.

But what does “interfering with operational activities, including
current programs” mean? Regarding operational activities, the IEO has
undertaken evaluations of ongoing IMF activities, such as research,
surveillance, forecasting, policy advice, and technical assistance, among
many others. While no one seems to have objected to the IEO’s selec-
tion of these topics for evaluation, any of these evaluations could have
been considered by some to belong to the category of “interfering with
operational activities, including programs,” leaving the IEO in a vul-
nerable position as to its independence in choosing evaluation topics.

This vagueness of the TOR becomes more complex when trying to
clarify the concept of “interfering in current programs,” as the IEO has
also evaluated IMF expired lending programs. Evaluating a current
program certainly has the potential to interfere in that specific
program,” but how can one determine whether IEO’s evaluation of an
expired or cancelled program “interferes” in a subsequent program of
the same or another member country? Is the IEO to refrain from evalu-
ating programs with countries currently engaged in a successor pro-
gram, or post-program monitoring, or technical assistance—any of
which could be considered “operational activities, including current

“The current version of IEQ’s TOR in presented in Annex 6.

"“Both committee members and nonmembers may attend and speak at committee meetings.
"The Executive Board had a different interpretation of the IEQ’s TOR in 2002 when it
strongly supported the IEO’s evaluation of a program for Brazil, which was ongoing at the
time.
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programs?” While one interpretation might be that the ambiguity
allows IEO to exercise its own discretion in what it includes in evalua-
tions, differing interpretations could also subject IEO to criticism that
it was contravening its TOR or to leave room for others to attempt to
control its selection of topics. This ambiguity could thus be seen as a
threat to the IEO’s independence.

As mentioned above, the current approach to IEO’s topic selection
has worked relatively well. However, on more controversial issues, the
lack of clarity on what the IEO can and cannot evaluate leaves the
office in a fragile position. In these circumstances, how can the IEO
have the necessary institutional support to engage in a project? The
experience with regard to the evaluation of 7he IMF and the Crises in
Greece, Ireland, and Portugal should serve as a wake-up call to all Fund
stakeholders that there is a need to define clearly when and what the
IEO can and cannot evaluate.

IEO’s Evaluation on The IMF and the Crises in Greece,
Ireland, and Portugal: A True Test of IEO’s
Independence

As previously mentioned, the creation of an independent evaluation
office within an organization predictably produces tension (friction by
design) that does not always easily subside. By virtue of the indepen-
dence of the exercise, those being evaluated cannot control the evalua-
tion process, the final output, the timing or the message of the evalua-
tion. Moreover, this dissatisfaction reaches higher levels when there is
opposition to a specific evaluation project. This is what happened in
IEO’s evaluation on The IMF and the Crises in Greece, Ireland, and
Portugal.”® Since its inception, this project represented an enormous
challenge for several reasons. Given the particular political sensitivity
of this report, the IEO’s exercise of its independence, and the lack of
support for the project from other stakeholders, elevated tensions and
apprehensions among different participants.

The euro area programs were the first instances of direct IMF involve-
ment in adjustment programs for advanced countries within a currency
union and were the first cases since the mid-1970s of IMF financial
assistance to countries that used a reserve currency. These programs
involved intense collaboration with regional partners who also were pro-
viding conditional financial assistance. The amounts committed by the

"This report was discussed by the Executive Board in July 2016.
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IMF represented an exceptionally large share of its lending resources. For
the financial years 2011-14, these programs accounted for nearly 80
percent of the total lending provided by the IME" These reasons,
together with the involvement of the IMF in subsequent programs with
countries in the euro area, and the economic and political uncertainty
that characterized the region, among other factors, left IMF staff, man-
agement, and some Executive Directors with little appetite for an IEO
evaluation on this topic.

The IEO’s proposal to evaluate the Fund’s response to the crises in
Greece, Ireland, and Portugal after the initial lending programs had
already been cancelled raised concerns among some IMF stakeholders.
And while some Directors supported IEO’s proposal, others saw then-
ongoing lending programs in the euro area as a continuation of the
expired or cancelled programs.” These Directors argued that subse-
quent programs were not possible to separate from previous programs
and that any attempt to evaluate the completed programs would be a
breach of the IEO’s TOR. After significant discussion the majority of
Directors agreed that the IEO should undertake this evaluation, but the
opposition raised along the way created a confrontational context.
Further, this lack of clarity and consensus among the Board created
uncertainty with respect to the extent of cooperation the IEO could
expect from the rest of the institution in conducting its evaluation, and
indeed in some respects this concern was borne out. The IEO encoun-
tered difficulties in interviewing some staff and with gaining access to
some important documents."”

In addition to this suboptimal collaboration from the rest of the
organization to this project, the IEO faced numerous inconveniences.
While the IEO conducted this project along the same lines of previous
evaluations, those who objected to the IEO undertaking this project
questioned the IEO’s methodology all along, the appropriateness of its
external consultants, and IEO’s procedures altogether.

Nonetheless, the IEO produced a high-quality report that was well
received by the membership and the public at large and that went a long
way in promoting transparency and accountability in the Fund. It also
provided useful lessons that no doubt will strengthen the Fund in its
future operations. Even so, while the IEO exercised its independence at

"IEO (2016).

" Some Directors pointedly criticized the IEO for having waited so long to initiate such an
important project.

”The SU for the IEO evaluation on The IMF and the Crises in Greece, Ireland, and Portugal
acknowledged these problems (IEO, 2016).



Friction by Design and Other Structural Issues

the various stages of the project and confronted the many challenges it
faced, IEO’s relations with parts of the organization were significantly
strained. As a result of this outcome, the Board agreed that a protocol for
IEO-staft engagement and better clarification of IEO’s access to confi-
dential information be adopted for future evaluations.”

It is important to recall that it is precisely because of such difficult
and controversial topics as the euro area crises that the IEO was created
in the first place. We believe, that regardless of the difficulty in produc-
ing these reports, the IEO should not shy away from these evaluations.
Quite the contrary. These difficult reports provide unique opportuni-
ties for the IMF to learn from experience and they serve the member-
ship by furthering transparency and accountability. The challenge then
becomes how to constructively manage these tensions and avoid inter-
ference in the proper operation of the independent evaluation function
within the organization.

As discussed in Chapter 9, an open and welcoming culture towards
independent evaluation, results in a virtuous circle that embodies orga-
nizational culture, learning, and independent evaluation. Such an
outcome would most certainly ease some of the tensions that character-
ize independent evaluation. In addition, a more precise definition of
what the evaluation office can and cannot do (for example, permitting
evaluation of any IMF program that has been expired for a period of
six months), along with clearer rules of engagement between the IEO
and IMF staff, would better enable the IEO to exercise its indepen-
dence and interact with the rest of the organization without causing
unnecessary strain.

**Guidelines on the modality of interactions between the IEO and IMF staff, as well as on IEO’s

access to confidential information, were established in 2002.
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CHAPTER 7

Organizational Learning, the
Learning Organization, and
Independent Evaluation

This chapter defines and elaborates the concept of the learning organiza-
tion, emphasizing how learning makes organizations more efficient in a
continuously changing competitive environment. We provide here some
of the theoretical background supporting this concept. We also address
the important conceptual distinction between the learning organization
and organizational learning. We then apply these concepts to the arena
of public sector organizations, and specifically IFIs, making the case for
independent evaluation as a key component for bringing a public sector
organization closer to what constitutes a learning organization.

Though organizational learning takes place rather frequently at the
IMF through a variety of instances and processes, the Fund has not
become a learning organization—at least not by the standards that the
literature suggests organizations should aspire to in the 21" century. We
contend that the lack of receptivity to the knowledge generated by the
IEO has hindered the Fund’s ability to become a learning organization
and that, as long as this continues, the IMF will be unable to transform
itself from an organization that inconspicuously learns from the past to
the ideal of a learning organization.

From the Learning Society to the Learning
Organization

A central contribution linking the experience of living in an environ-
ment of increasing change with the need for learning as one goes
through such change was made by Schon (1973). Schon’s exploration
of the nature of learning systems and the significance of learning in
changing societies helped to define the debate about the concept of the
“learning society.” Schon took as his starting point the loss of the stable
state. He claimed that the belief in the stable state is to give credence to
the constancy of central aspects of our lives, or to expect that we can
attain such constancy. The loss of the stable state, says Schon, demon-
strates that our society and all of its institutions are in a continuous
process of transformation. Hence, this condition of continuous change
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requires that we learn to understand, guide, influence, and manage
these ongoing transformations.

One of Schon’s key intellectual contributions was to explore and
attend to the extent to which private sector companies, social move-
ments, and governments were learning systems—systems that could
systematically be enhanced. As he noted:

We must, in other words, become adept at learning. We must become
able not only to transform our institutions, in response to changing
situations and requirements; we must invent and develop institutions
which are ‘learning systems’, that is to say, systems capable of bringing
about their own continuing transformation (Schon, 1973: 28).

Schon argued that the business firm is a striking example of a learn-
ing system. He charted how firms moved from being organized around
products towards integration around business systems. He made the
case that many companies no longer have a stable base in the technolo-
gies of particular products or the systems built around them. This work
served as a key foundation of the research literature on the learning
organization that emerged two decades later.

Organizational Learning and the Learning
Organization

Initially, these two terms—organizational learning and the learning organiza-
tion—were used interchangeably or as synonymous by the literature in
the 1980s and early 1990s to refer to an organization that had learned
from the past. Subsequently, the two terms have become sharply dif-
ferentiated. The most common way at present in the literature to dis-
tinguish between organizational learning and the learning organization
is that the learning organization refers to a form of organization in
itself while organizational learning alludes to the activity or to the pro-
cess of learning in an organization (cf. Ortenblad, 2001).

For an organization to be considered a learning organization, several
distinct key features need to be deliberately put in place and then main-
tained within the organization. On the other hand, organizational learn-
ing can exist without any particular effort. That is, learning can take
place without a precise initiative, but simply through experience and
observation. The implication of this situation is that all organizations
would have some sort of organizational learning, but only some would
be considered learning organizations. Consider this quote by Dodgson:

Organizational learning is as natural as learning in individuals . . . the
learning organization can be distinguished as one that moves beyond this
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“natural” learning, and whose goals are to thrive by systematically using
its learning to progress beyond mere adaptation (Dodgson, 1993: 380).

The learning organization is presented in the literature as an ideal—
a desirable state towards which organizations should aim. Hence
organizational learning is the activity and the process by which orga-
nizations may eventually reach the ideal state of being a learning
organization. This set of propositions implies that organizational
learning is a means, and a learning organization is an end, though not
a final objective in itself. While at least in theory one could imagine
that a learning organization could be created without organizational
learning having taken place, for example, through a process of orga-
nizational transformation like re-engineering, initiated by top man-
agement and with little focus on learning (Finger and Brand, 1999),
one would expect that organizational learning is required for an
organization to attain the status of a learning organization. Thus, not
all organizational learning leads to a learning organization, but we
would expect that some organizational learning needs to take place
for an organization to evolve into a learning organization. When
framed in this way, the learning organization becomes a strategic
objective of an organization, and organizational learning is one of the
required elements.

As the intellectual ferment about these concepts has continued to
percolate, a number of different schools of thought have emerged. The
systemic approach to the learning organization had its roots in the
changes that took place in management theory during the 1980s
towards systemic and holistic thinking (cf. Senge, 1990; Nevis,
DiBella, and Gould, 1995). Senge, who popularized the concept of the
learning organization with the publication of his highly influential
book, The Fifth Discipline: The Art and Practice of the Learning
Organization in 1990, viewed the organization as a “learning system.”
This system interacts with its environment and has to adapt to it and
continuously change in order to survive.

Senge’s main intellectual contribution is the manner in which he
puts systems theory to work. Systemic thinking is the conceptual
cornerstone of his approach. It encourages organizations to shift to a
more interconnected way of thinking. Organizations are systems
composed of elements of interrelated action. Senge argues that seeing
the whole, that is, appreciating the system instead of focusing on the
parts, will result in more appropriate and purposeful action within
the organization. Systemic thinking will encourage organizations to
recognize the interrelationships between the parts. Senge argues that
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for an organization to become more successful, it needs to analyze
these interrelations and find the problems in them. This systemic
approach aims at describing the way an organization can learn as a
system. In Senge’s view, a more holistic approach allows an organiza-
tion to eliminate the obstacles to learning. To quote Senge:

Learning organizations are organizations where people continually
expand their capacity to create the results they truly desire, where new
and expansive patterns of thinking are nurtured, where collective aspira-
tion is set free and where people are continually learning how to learn
together (Senge, 1990: 3).

The psycho-social approach to the learning organization can be
traced back to the theories embedded in the human resources and
organizational development literature (cf. Pedler, Burgoyne, and
Boydell, 1991; Whyte, 1991). This school of thought conceptualizes
the organization as a set of “resourceful humans.” It considers that
adequate conditions must be created within an organization in order
to make maximum use of individuals’ capacities to learn, contribute,
and grow. Consider this definition of the learning company:

The learning company is a vision of what might be possible. It is not
brought about simply by training individuals; it can only happen as a
result of learning at the whole organization level. A learning company
is an organization that facilitates the learning of all its members and
continuously transforms itself (Pedler, Burgoyne, and Boydell 1991: 1).

While the quotes could continue and nuanced interpretations
could be analyzed, suffice it to say here that the concept of the learn-
ing organization is linked to competition and change. Learning faster
than rival firms is seen as providing a competitive advantage in an
increasingly rapidly changing environment. Learning as in the learn-
ing organization has become tantamount to focusing on change.
Thus a learning organization is one that learns continuously and
transforms itself from within. Learning, and changing as the result of
that learning, increases the organization’s chance to survive in a con-
stantly changing and competitive market. From a practitioner’s per-
spective, Ray Stata, Chairman of Analog Devices, makes a strong
argument for the learning organization as a key to management
innovation to maintain a competitive leading edge: “the rate at which
individuals and organizations learn may become the only sustainable
competitive advantage, especially in knowledge-intensive industries”
(Stata, 1989: 64).

Most conceptualizations of the learning organization work on the
assumption that learning is a valuable continuous process and entails
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some if not all the following seven characteristics (cf. Marsick and
Watkins, 2003):

* creating continuous learning opportunities;

* promoting inquiry and dialogue;

* encouraging collaboration and team learning;

* creating systems to capture and share learning;

* empowering people toward a collective vision;

* connecting the organization to its environment; and
* providing strategic leadership for learning.

Ortenblad (2004) sought to bring together conceptually most of the
existing definitions of the learning organization in the literature (such
as the ones just mentioned) and posited a model with four key compo-
nents that need to be present in order to create a successful learning
organization: (i) organizational learning; (ii) learning at work; (iii)
learning climate, and (iv) learning structure. As he notes:

There will still be enough room for creativity inside the integrated
model (i.e., inside each of the four aspects of the integrated model, as
well as in the space connecting the aspects), but an agreement on the
border of the idea will make things easier for those who really want to
implement it in practice (Ortenblad, 2004: 131).

An interesting aspect of Ortenblad’s characterization of the learning
organization is that he explicitly includes the concept of organizational
learning as one of the main components that needs to be present.

As explained above, organizational learning alludes to the processes
or activities of learning in the organization. Individuals learn as agents
for the organization. What each individual learns is stored in the
memory of the organization through routines, standard operating pro-
cedures, documents, manuals, and so forth. This organizational mem-
ory regulates the organization’s behavior and that of its members, as
well as directing attention to what they should learn. It is here that
Ortenblad (2004) intellectually intersects with the earlier work of
Argyris and Schon (1978) who argue that organizational learning
should take place at three different levels—single loop, double loop,
and deuterolearning.

Single-loop learning refers to organizations being capable to con-
tinuously improve current ways of doing things by addressing the gaps
between desired and existing conditions. That is, employees learn how
to perform their work tasks more efficiently (i.e., focusing on “doing
things right”). Single-loop learning or adaptive learning focuses on
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improving the status quo and can produce incremental change in how
organizations function. Double-loop learning (or generative learning)
refers to allowing the organization to learn how to change the existing
assumptions and conditions within which single-loop learning oper-
ates. That is, it alludes to the capacity to question established courses
of action, and provides every employee the opportunity to evaluate the
effectiveness of their work (i.e., to consider whether they are “doing the
right things”) and suggest measures for improvement, thereby enabling
some existing routines to be redefined or replaced. Double-loop learn-
ing aims at changing the status quo, and thus can lead to transforma-
tional change in which the status quo itself is altered. Deuterolearning
implies becoming aware of how organizations single- and double-loop
learn—that is, “learning how to learn.” Here learning is directed at the
learning process itself, and determines whether the learning process
itself is optimal or can lead to improvements and efficiencies in how
learning is conducted throughout the organization.

A similar interpretation of learning processes in organizations is
proposed by Cummings and Worley (2008). They put forward four
interrelated activities that can also be understood in the context of
single-loop, double-loop, and deuterolearning. These activities are:
discovery, invention, production, and generalization. The learning
process in the organization begins with the discovery of errors or rifts
between actual and desired conditions (single-loop learning). Invention
is aimed at devising solutions to close the gap between desired and
current conditions; it includes diagnosing the causes of the gap and
creating appropriate solutions to reduce it (double-loop learning).
Production processes involve implementing solutions, and generaliza-
tion includes drawing conclusions about the effects of the solutions
and applying that knowledge to other relevant solutions. The periodic
examination of how well the processes of discovery, invention, pro-
duction, and generalization can lead to improvements in how learning
takes place throughout the organization. That is, “learning how to
learn” (deuterolearning).

Ortenblad’s remaining key aspects of the learning organization
refer to the organization’s provision of opportunities for employees to
learn and acquire knowledge through their job experience (learning
at work); to the creation of positive conditions within the organiza-
tion that facilitate the learning of individuals through an atmosphere
that enables and creates incentives for collaboration, reflection, and
inquiry (learning climate); and to the structure of an organization
that favors the flexibility to adapt to new circumstances (learning
structure).
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The above conceptualizations of the learning organization can be
summarized in the three building blocks that Garvin, Edmonson, and
Gino (2008) posit as necessary to create a learning organization. These

building blocks are:

(i) a supportive learning environment in which employees feel
safe disagreeing with others and presenting divergent and
minority views;

(ii) concrete learning processes characterized by well-established
processes for the collection, interpretation, and dissemination
of information, as well as for identifying and solving problems
(a concept similar to Ortenblad’s organizational learning); and

(iii) leadership that reinforces learning through its willingness to
entertain alternative viewpoints, signal the importance of spend-
ing time on problem identification, knowledge transfer, and
reflection, and engage in active questioning and listening,.

As will be seen later in this book, these three building blocks of the
learning organization basically represent the culture that needs to be
present for an organization to call itself a learning organization. And as
will also be explained, these building blocks cultivate the required
atmosphere for independent evaluation to function properly in an
organization.

What Can Undermine a Learning Organization?

Learning barriers at the organizational level include features such as cor-
porate culture and an emphasis on organizational consensus, which can
well lead to groupthink and inertia. And, as well, sometimes organizations
fail to translate newly acquired knowledge into policies, procedures, and
routines. Their tendency is instead to focus on the exploitation of existing
capabilities and opportunities in contrast to exploration and experimenta-
tion (cf. Locke and Jain, 1995).

As noted above, leadership is a feature that most models of a learn-
ing organizational stress as fundamental. In learning organizations,
leaders and managers provide critical support to enable a successful
learning environment for teams and for individuals. Leaders and man-
agers who themselves value and practice learning are better suited to
nurture it in the rest of the organization. Leaders are crucial as they set
the tone, establish the vision, and develop structures and systems to
support learning. Those in the top tier of the organization should be
able to motivate the necessary change, and are well placed to overcome
resistance from other members of the organization.
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Thus a leadership or management team that lacks a learning orienta-
tion is one of the most important barriers to becoming a learning orga-
nization (again, see Locke and Jain, 1995). This barrier emerges because
it is management that holds the key to promoting any change in the
organization, including a cultural change towards a more favorable atti-
tude with respect to learning. In this sense, it is clear that if manage-
ment does not provide the impetus for learning and informed change,
suitable structures will not develop and practices will not change.

The Learning Organization in the Public Sector

The concepts of organizational learning and the learning organization
have traditionally been applied to private sector organizations that
compete freely in the market—from which noncompetitive firms tend
to disappear. In this context, learning by an organization is presented
as a method to maintain the competitive edge and survive in a hostile
environment. The message is blunt: firms that do not learn perish.

But the need to learn and change is also relevant for public entities
and governments. A “learning government” has been described as one
that “is capable of improving its policy measures and underlying
assumptions or policy theories” (van der Knaap, 2006: 281).

Lonsdale and Bechberger note that governments learn through dif-
ferent methods:

[Flor example, through doing and then reflecting on the experience;
through staff attending courses or sharing experiences with peers;
through having approaches demonstrated or explained; through chal-
lenges to the conventional wisdom—constructive or otherwise; through
comparisons with other organizations or between units; and through

external scrutiny, audit, inspection, or evaluation (Lonsdale and Bechberger,
2011: 269).

Change in any organization in any sector is a given. Even if public
sector entities and IFIs do not face the harsh competition that could
drive them out of the market, and even if inefficient public organiza-
tions can prolong their existence, they face the imperative to be
accountable to their constituents, often the citizens whose taxes finance
their operations. Thus, while public sector organizations might survive
as the result of administrative or political considerations that are not
related to the necessity of change, these organizations still face pres-
sures from their own national governments, from the rapidly evolving
global context, and their own clients.

Public sector organizations, when analyzed through the lens of a learn-
ing organization, can become more efficient, adapt to new circumstances,
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and transform themselves. They can even strive to attain their objectives in
a more cost-effective way. The reality is that inefficient public entities rep-
resent a cost to society, and thus represent missed opportunities to attain
their objectives. The pressure on public entities to remain efficient is per-
sistent. The relevance for public sector organizations to develop their col-
lective learning capacity and become learning public organizations does
not diminish.

Finger and Brand (1999) made perhaps the first attempt to apply
the concept of the learning organization to the public sector. They
claim that public sector organizations are not qualitatively different
from those in the private sector, but that they also face a more complex
environment determined by different factors that establish and condi-
tion their response.

Public sector entities display some particular features that distinguish
them from organizations in the private sector. Public sector entities
operate in a political and public context. This makes their functioning
and management more intricate than private sector organizations. They
also have multiple and distinct shareholders. Thus, public sector orga-
nizations are accountable to their governments as well as to the public
at large. Their mission, their responsibilities towards society, their struc-
ture, history, and culture, as well as their managerial practices, all add
complexity to their challenge of attempting to move towards a more
efficient organization.

The above implies that a public sector organization is part of a larger
system that has a significant effect on the functioning of the public
organization and is beyond the organization’s control. This also means
that the eventual transformation of public sector organizations into
learning organizations is necessarily linked to the transformation of the
larger system (Finger and Brand, 1999). That is, transforming a public
entity may well entail the transformation of the larger system. Unlike
in a private sector organization, where new managerial practices can
generate significant change towards becoming a learning organization,
transformation of a public sector organization might also require the
transformation of the entire system within which the organization is
embedded. The bottom line is that a more complex approach may well
be required for transforming public sector organizations than for trans-
forming their private sector counterparts.

Finger and Brand (1999) conceptualize this public sector transfor-
mation as a collective learning process in which not only the public
organization, but also the different stakeholders that compose the
larger system, are required to learn. The collective learning process
permits the integration of all actors in the system and a transformation
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of their relationships. This collective learning process expands the
capacity of the organization to learn and increasingly to function like
a learning organization.

How might we put into practice the concept of the collective learn-
ing process?

Independent Evaluation and the Learning
Organization

As explained above, for an organization to be considered a learning
organization several fundamental factors need to be present. These
factors are related to the learning climate within the organization, and
to its structure, culture, and general attitude towards learning, as well
as to the processes that support learning. While a number of condi-
tions affect and influence these factors, we contend here that a func-
tioning independent evaluation entity within an organization has a
positive effect on all these factors and thus can play a significant role
in the advancement towards a learning organization. Furthermore,
not only does independent evaluation contribute to the learning cli-
mate, culture, and attitude towards learning of the organization, but
also the other way around. That is, an atmosphere within the organi-
zation that supports and stimulates learning, serves also as fertile
ground for independent evaluation to flourish, thus creating a virtu-
ous circle in which the learning organization and independent evalu-
ation reinforce each other.

The IEO, an entity that produces periodic evaluation reports on a
variety of topics that have to do with the critical aspects of the work of
the IME, is a powerful tool to promote learning within the IME The
mere existence of an independent evaluation unit created to “serve as a
means to enhance the learning culture within the Fund” and “designed
to complement the review and evaluation work currently underway
within the Fund and . . . therefore, improve the institution’s ability to
draw lessons from its experience and more quickly integrate improve-
ments into its future work” (IME 2000b) sends an unequivocal signal
to the Fund’s stakeholders that the organization considers learning
important.

As noted in Chapter 3, the creation of the IEO not only changed
the institutional and regulatory framework of evaluation within the
IMF but also significantly altered the resulting interactions and rela-
tionships among the various stakeholders within and outside the Fund.
It is through these interactions that the IEO has served as a learning
device for the IMF membership and the public at large. Using Finger
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and Brand’s terminology, the IEO has promoted learning by the “larger
system” (referring here to the Fund’s stakeholders). Thus, as the larger
system learns from independent evaluation, the above-referenced col-
lective learning process takes place, and the transition of a public sector
organization towards the ideal state of a learning organization is put
into motion. The extent to which this can occur, however, depends not
only on the quality of findings, conclusions, and recommendations
generated by independent evaluation but also on the organization’s
receptivity to learning and resultant corrective actions.

75



This page intentionally left blank



CHAPTER 8

Organizational Learning: The IMF’s
Use of New Knowledge Generated
by the IEO

How has the IEO contributed to learning at the IMF? What are the
IEO’s channels to promote learning and the use of new knowledge
spawned by evaluation? How has the IMF responded to this new
knowledge?

Chapter 7 defined the learning organization as an ideal towards
which organizations should strive to evolve, and defined organizational
learning as the processes or activities of learning that take place in the
organization. This chapter focuses on organizational learning within
the IME The vehicles for potential organizational learning at the Fund
are formal and informal self-evaluation as well as independent evalua-
tion reports.’ Here we focus on the IMF’s use of new knowledge gener-
ated by IEO and the extent to which the Fund’s established methods
to collect, assimilate and disseminate this new knowledge are effective
and promote learning. We conclude that the IEO’s contribution to the
Fund in terms of learning has been confined to organizational learning
in as much as we believe the IMF has thus far not yet achieved the ideal
of a learning organization. Notwithstanding, we see the organizational
learning that takes place as a result of an IEO evaluation report as a
vital step in bringing the Fund closer to this ideal. In an effort to assist
the Fund to move further towards this ideal, we analyze whether the
new knowledge afforded by independent evaluation can become a
more integral part of the processes and procedures within the Fund.

IEO’s TOR give clear prominence to the role that IEO should play
in the learning process of the Fund. As mentioned in Chapter 7, the
TOR note that the IEO “. . . is intended to serve as a means to enhance
the learning culture within the Fund [and] improve the institution’s
ability to draw lessons from its experience and more quickly integrate
improvements into its future work” (IME 2000b). Thus the TOR
leave no doubt that the knowledge provided by the IEO should be

integrated into the Fund’s activities.

' For a broader discussion and assessment of self-evaluation at the IME, see IEO (2015).
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In theory, individuals learn as agents of an organization. It stands
to reason, therefore, that staff can acquire new knowledge from IEO
evaluation reports. However, for this learning to become organiza-
tional learning, this individual knowledge must be transferred and
stored in the memory of the organization. One way in which this
occurs is by incorporating this knowledge in routines, rules, standard
operating procedures, staff guidelines, manuals, and other organiza-
tional documents. The organizational memory then regulates the
behavior of the organization and that of its members. What is the
process by which the Fund absorbs the IEO’s contribution to knowl-
edge? Is the new knowledge provided by independent evaluation
finding its way into organizational learning? As the basis for examin-
ing these questions, let us briefly recall the three levels of organiza-
tional learning.

Three Levels of Organizational Learning

In Argyris and Schon’s terminology, as discussed in Chapter 7, IEO
reports provide findings that one would expect to allow the Fund to
engage in single-loop, double-loop, and deuterolearning. The reports
(i) provide the analysis that addresses the gaps between desired and
existing conditions (single-loop learning); (ii) set up the conditions
that would allow the organization to learn how to change the existing
assumptions and conditions within which single-loop learning oper-
ates (double-loop learning); and (iii) provide the analysis to determine
whether the learning process itself is optimal (deuterolearning). Is the
Fund actually absorbing and using the new knowledge generated by
IEO in the most effective way?

Organizational Learning Through IEO Reports

IEO reports have covered a range of topics on the IMF’s key activities
and, as such, are a potent mechanism to promote learning within the
Fund. Learning in the Fund and the use of new knowledge generated
by the IEO is an intricate process involving different players and cir-
cumstances. Through its reports, the IEO promotes dialogue, discus-
sion, and learning both within and outside the Fund. In some instanc-
es, the IEO leads the way and promotes dialogue on a specific topic.
In other instances, the IEO’s contribution adds to an existing discus-
sion or provides impetus to a previously discussed topic. As a result,
measuring the IEO’s specific contribution to learning and change can
at times be difficult. Nonetheless, the fact that the IEO is a credible
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and independent entity has allowed its findings and recommendations
to be seriously considered as part of such discussions, and some of its
lessons have been internalized by the Fund.

Within this jigsaw puzzle of interactions, the IEO promotes learn-
ing and the use of new knowledge through three channels: stimulat-
ing debate within the Fund; stimulating debate outside the Fund,
and thus serving as a facilitator for external feedback; and the estab-
lished procedures to follow up on IEO reports.

(i)

(ii)

(iii)

Stimulating debate within the IMF. The delivery of an IEO
report creates, in its own right, some discussion. This takes
place through formal and informal meetings among Executive
Directors, management, and staff. The formal meetings require
management, staff, and Board to take an official view about the
report, and thus IEO reports motivate dialogue. In addition,
several informal meetings take place. For instance, some IMF
departments have found it useful to hold informal meetings
and discussions on some IEO evaluation reports, and the IEO
has on occasion been invited to make presentations or take part
in such sessions. Moreover, individual reading by staff members
produces introspective learning and self-examination, which is
fundamental for organizational learning.

But even before the IEO engages formally in an evaluation
report, independent evaluation stimulates debate and learning
within the organization. This is because the IEO undertakes a
thorough consultation with the Board, staff, and management
on possible topics for evaluation. Furthermore, before an
evaluation report is finalized, the IMF staff has an opportunity
to comment on a draft. All of these are opportunities to engage
in dialogue and learning.

Stimulating debate outside the IMF Externally, IEO reports
offer a vehicle to stimulate dialogue among country authori-
ties, civil society, and the public at large. The IEO takes part
in seminars and presents its findings to country authorities and
other audiences. This external channel, while less structured
than the internal formal conduit to discuss IEO reports at the
IME has succeeded in promoting change, as some IEO find-
ings have fed back into internal institutional responses and
learning.

Following established procedures to follow up on IEO reports.
The established follow-up process for IEO reports obliges

79



80

The IMF and the Learning Organization

management and staff to take action on Board-endorsed IEO
recommendations and to periodically monitor the imple-
mentation of those actions. This implementation stage would
be expected to be the main tool through which the IMF
learns and uses the new knowledge generated by independent
evaluation. This expectation comes from the fact that pres-
ence of well-established procedures would ensure that some
action and response takes place.

Thus internal, external, formal, and informal channels play a role in
fostering the IMF’s use of the knowledge produced by the IEO, and
the interaction among these channels—along with other elements and
conditions outside the control of the IEO, such as other Fund initia-
tives or external circumstances—affects the Fund’s ability to learn from
its experience.

Nevertheless, the impact of independent evaluation on institutional
learning, and on the use of new knowledge through the formal follow-
up channel, depends heavily on the receptivity of management and
staff. If these stakeholders are willing to accept and incorporate the new
knowledge into the IMF’s policies and operations, the formal channel
has a high probability of delivering significant change. However, if the
evaluation findings are met with defensive attitudes and no receptivity,
the follow-up process is likely to fail.

Stedman, in reviewing the implementation of IEO recommenda-
tions, states:

Our main conclusion is that the IMF has taken some action on the
majority of the recommendations examined. . . . At the same time,
issues remain with respect to the implementation of many recommen-
dations. For instance, actions may have been taken to implement a
recommendation but also failed over time to satisfy the objective set
out; or an issue may have persisted despite the targeted steps taken to
address it. And in a few cases, the IMF has taken no or minimal actions
to follow up on a recommendation endorsed by the Board (Stedman,
2012: 117).

While we should acknowledge that Stedman’s analysis is based on
recommendations made before 2011, it is our opinion that her find-
ings are also representative of the status of implementation of IEO
recommendations during the most recent years.

It is our belief that though the official follow-up process for IEO
evaluations is the most structured and organized of the three channels
through which the IMF learns and incorporates new knowledge through
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evaluation, it is also the least efficient of the three. The follow-up process
is not “owned” by those required to implement it, namely, IMF manage-
ment and staff, and it obliges management and staff to take action on
something they do not believe is necessary or that they may prefer to
address in their own way. As a result, even with all of the progress made
to date on the follow-up process, current procedures may look good on
paper but are not backed by the incentives that would be needed to
ensure that evaluation findings are appropriately followed up.

Formal Procedures Versus “Ownership” of
Independent Evaluation

Once an Executive Board discussion of an IEO report has taken place,
IMF management is now expected to produce, within a reasonable
timeframe, an implementation plan for IEO’s Board-endorsed recom-
mendations, and the staff is expected to put those into action. A pro-
cess for monitoring the progress made in implementing the agreed
recommendations is also in place. These mechanisms for follow-up are
an improvement over the past, but still have some way to go to be con-
sidered optimal.

There were no formal procedures for follow-up on IEO recommen-
dations when the office was first created. Instead, mechanisms were put
in place in 2006 after the first external evaluation of the IEO and were
revised following the second external evaluation.

The first external evaluation of the IEO (Lissakers, Husain, and
Woods, 2006) found little evidence that findings and recommenda-
tions of specific IEO reports were being systematically followed up
by senior management and the Board. The panel found that the
Board was surprisingly passive in the follow-up of IEO evaluations,
leaving any action largely to management. The report suggested that
the Board needed to take charge and engage more systematically on
follow-up.

As a result of the Lissakers Report, in 2006 the Board established a

follow-up mechanism for IEO recommendations, comprising:

(i)  aforward-looking Management Implementation Plan (MIP) that
outlines actions to be taken by management to address Board-
endorsed recommendations and is to be transmitted to Directors
soon after the Board discussion of the IEO report; and

(i)  an annual Periodic Monitoring Report (PMR), prepared by the
Strategy, Policy, and Review Department, to report on the status
of implementation since the last report and any actions pending
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from prior reports as well as to propose any remedial actions or
substitutes in the event of difficulties in implementation.”

Having reviewed the follow-up process that was put in place as a
result of the Lissakers Report, the second external evaluation of the
IEO (Ocampo, Pickford, and Rustomjee, 2013) concluded that it
lacked strong ownership by the Board; involved a conflict of inter-
est for management; was not well suited for responding to broader,
more substantive recommendations from the IEQ; and had become
very bureaucratic. The report also picked up on evidence cited in
the IEO’s ten-year review of independent evaluation at the IMF
that the lag in producing MIPs had greatly increased over time and
was by then nowhere near the “soon after” originally contemplated
by Directors.

Hence the Ocampo Report called for a revamped follow-up process.
In response, the Executive Board agreed that MIPs must be prepared
no later than six months following the Board discussion of an IEO
evaluation, and—to avoid staff’s conflict of interest in monitoring the
implementation of IEO’s Board-endorsed recommendations—trans-
ferred the responsibility for preparing the PMR to the Office of Internal
Audit. In addition, the Board Evaluation Committee has discussed the
need for more careful attention to the monitoring phase of the follow—
up process, in particular whether the underlying concerns raised by
IEO evaluations are being addressed. In approving the MIP for the
IEO report on Self-Evaluation at the IMF, the Evaluation Committee
asked for a report within one year on the progress being made in imple-
menting specified actions.

The procedural amendments made over the years have clarified the
steps that take place once an IEO report is produced and certainly have
improved the follow-up process. However, they do not address the lack
of management and Board “ownership” of the required and agreed
changes, and it remains to be seen whether issues raised by IEO evalu-
ations will be better addressed. Moreover, the Executive Board, with
the regular rotation of many Directors, faces challenges in consistently
overseeing follow up, and thus leaves management with the important
responsibility to “own” the process. Consequently, a clear willingness
and decisive involvement by management will be required to move the

*As noted in Abrams and Lamdany (2012), the Lissakers Report also recommended, and
Directors discussed, establishing a system for the effectiveness of actions undertaken in response
to Board-endorsed recommendations. At that time the Board decided to postpone such a
mechanism until after more experience had been gained from the MIP/PMR experience, but to
date such a mechanism has not been put in place.
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process forward. Like both the Lissakers and the Ocampo panels, we
conclude that management holds the key for the IMF to benefit more
from the presence of the IEO.

Ideally, those whose work is evaluated should have the responsibility
for deciding what to do about the findings and recommendations of an
evaluation report and for implementing these decisions. As such, inde-
pendent evaluation should lead to active engagement between those
that evaluate and those that are evaluated. Unfortunately, this type of
positive engagement between evaluator and evaluee seldom takes place.

It is our experience that when IEO findings are aligned with the
institution’s operational or policy priorities or concerns, there seems to
be common ground to move forward using the new knowledge afforded
by the IEO. While progress may be slow, there is a sense of shared
objectives and ownership in learning from independent evaluation that
can propel the follow-up process.

But when IEO findings are not in keeping with the Fund’s priori-
ties, it is our experience that IEO messages are sidelined, there may be
pushback, and, therefore, the prospects for incorporating new knowl-
edge into the Fund’s operations may be limited. In this case, the estab-
lished procedures for follow-up on IEO recommendations can tend to
be bureaucratic, take a long time, and result in deviating from the IEO
and the Board’s intended purpose. Thus, lack of ownership obstructs
the possibility of using new knowledge gained through independent
evaluation to promote change.

What is the alternative? How can the IEO promote a dialogue of
openness and learning? The answer to these questions has to do with
the culture of the organization, a topic addressed in the next chapter.
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CHAPTER 9

Culture, Leadership, and
Independent Evaluation

This chapter discusses the concepts of culture, cultural change, and
leadership, and how these can be related to independent evaluation.
This is relevant because the culture of an organization is an important
determinant of how people within the organization react to different
circumstances, and hence how the organization as a whole evolves and
adapts to changing circumstances. In IFIs, the concept of organiza-
tional culture becomes even more relevant when related to the role and
function of independent evaluation offices within these institutions.
Leadership is relevant since it plays an important role in promoting
change within an organization, and thus in transforming an organiza-
tion into the ideal of a learning organization.

The concept of organizational culture has traditionally been linked
to firms in the private sector and has been related to those less tan-
gible and less obvious elements that are more powerful than market
factors in determining a firm’s success (Cameron and Quinn, 2011).
While some of the literature has addressed organizational culture in
public sector organizations (see, for example, Mahler, 1997; Schraeder,
Tears, and Jordan, 2005; Junge, Kelleher, and Hadjivassiliou, 2010),
the concept is less developed in the analysis of international financial
organizations.’

Our objective here is to understand what culture means for an orga-
nization, and the challenges that it entails for current and future activi-
ties. For example, does the organization’s prevailing culture obstruct or
slow the attainment of certain objectives? Does it impede the function-
ing of the organization? Or does it promote learning, adaptability, and
flexibility to new situations?

These questions are particularly pertinent for every evaluation office
within an organization. This is because evaluation tends to examine the
organization’s activities from a different perspective from that used by

"IEO (2011) offers evidence on some cultural elements of the IMF—such as groupthink and
lack of incentives to work across units or raise contrarian views—that hindered the Fund’s abil-
ity to correctly identify the mounting risks in the run-up to the financial and economic crisis
that began to manifest in mid-2007 and reached systemic proportions in September 2008.
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other stakeholders of the organization. In the case of the IEO, its
reports analyze IMF policies and operations through the lens of inde-
pendence that allows it to “speak truth to power.” Thus, the IEO may
address specific IMF activities from a different angle from that of man-
agement and staff or reveal problems or concerns that management or
staff do not share. As such, the office runs against the prevailing cul-
ture. It is the prevailing culture in the IMF—which is shaped by the
constraints the organization faces and conditions its behaviors and its
responses—that we must consider if we are to better understand the
challenges the IEO faces when producing its reports and when chal-
lenging the IMF’s underlying beliefs and assumptions. This is impor-
tant if one expects the IEO to play its part in the promotion of a
learning IME First, however, we briefly review theories of organiza-
tional culture.

Organizational Culture Theory

While the concept of culture in an anthropological sense has been
around for several centuries, the understanding that “culture” has
something to do with organizational performance dates from the
1930s. The studies that were conducted with the workers at the
Hawthorne plant of the Western Electric Company in the late 1920s
and early 1930s (the Hawthorne studies) marked the first systematic
attempt to use a concept of culture to understand the work environ-
ment. For example, among these studies, Roethlisberger and Dickson
(1939) realized that the most significant variable behind the perfor-
mance of a firm was the culture of the work group. However, it was not
until the beginning of the 1980s that organizational scholars in the
United States began paying serious attention to the concept of culture.
Interest in organizational culture is credited largely to the economic
conditions of the 1970s when international competition had height-
ened and more foreign companies were operating factories in the
United States. Specifically, the success of the Japanese in many indus-
tries sparked curiosity about whether their differing corporate values,
attitudes, and behaviors were responsible for their often superior per-
formance. Hence, corporate culture was offered as an asset that could
be managed to improve business performance (Ouchi, 1981; Pascale
and Athos, 1981; Peters and Waterman, 1982; Deal and Kennedy,
1982).

For many decades, managers and scholars paid little attention to the
role of organizational culture in organizational performance. This was
basically because organizational culture is not readily detectable most
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of the time, being the product of the assumptions, values, collective
memories, and expectations of the organization and its members.

While there are many definitions of organizational culture (see, for
example, Lundy and Cowling, 1996; Hellriegel, Slocum, and
Woodman, 1998; Smit and Cronje, 1992) the one that has served as a
pivotal point of departure for future work, and encompasses most of
the other definitions, is Schein’s 1984 definition:

Organizational culture is the pattern of basic assumptions that a given
group has invented, discovered, or developed in learning to cope with
its problems of external adaptation and internal integration, and that
have worked well enough to be considered valid, and, therefore, to be
taught to new members as the correct way to perceive, think, and feel
in relation to those problems (Schein, 1984: 3).

According to Cameron and Quinn, “most discussions of organiza-
tion culture agree that culture is a socially constructed attribute of
organizations that serves as the social glue binding an organization
together” (Cameron and Quinn, 2011: 18).

Schein’s definition of organizational culture presents three unifying
attributes. One is the concept of shared meaning. That is, the values and
the learning experiences are shared by members of the organization, and
everyone in the organization is on the same track. Once a set of shared
beliefs has come to be taken for granted it determines much of the
group’s behavior; even if some members of the organization leave, the
shared assumptions and values prevail and will be inculcated in new
members, thus providing stability to the group.

The second unifying attribute is that the notion of organizational culture
is socially constructed and is affected by the environment and history.
That is, past experiences, and the resolution of problems by the organiza-
tion in a specific manner, determine the willingness to continue doing
things in the same way and to transfer this knowledge to new members
of the organization. Third, organizational culture is “thick,” in the sense
that it resides at all levels of the organization members’ behavior. Thus,
organizational culture is a process of social learning, and the outcome of
prior choices and experiences. And, as discussed below, it is also at the
core of an organization’s adaptability and willingness to change—and
hence it can either facilitate or hinder organizational transformation.

According to Schein (1984), the culture of any group consists of ele-
ments that can be studied at three different levels of awareness or
degrees to which the cultural phenomenon is visible to the observer (see
Figure 9.1): (i) the level of its artifacts; (ii) the level of its espoused
beliefs and values; and (iii) the level of its basic underlying assumptions.
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Figure 9.1. Levels of Cultural Analysis

Artifacts

| Espoused Beliefs and Values

| Basic Underlying Assumptions I

These levels range from very tangible overt manifestations that one can
see and feel to deeply embedded, unconscious, basic underlying
assumptions. The meanings attached to these elements help members of
the group make sense out of everyday life in the organization and are
more or less shared by people within the organization.

Though the essence of a group’s culture is its pattern of shared,
basic, underlying assumptions, the culture will manifest itself at the
level of observable artifacts and shared espoused beliefs and values. In
analyzing cultures, it is important to recognize that artifacts are easy to
observe but difficult to decipher, and also that espoused beliefs and
values may not accurately reflect the inner core of the organization’s
culture.

Artifacts. At the surface, the highest level of cultural manifestation is
the level of artifacts, which includes all the phenomena that one can
immediately see when first encountering an organization. Artifacts
include the visible aspects of an organization, such as members’ behavior;
the way they interact; their work space; their outputs, systems, and pro-
cedures; and all the elements that are easy to observe from the outside.
As just noted, artifacts may be difficult to interpret. This is because they
are only symbols of the deeper and more difficult-to-observe cultural
levels, such as the espoused beliefs and values and basic underlying
assumptions that Schein defines as the essence of culture.

Espoused beliefs and values. These represent unwritten rules of behav-
ior, and guide how members of an organization should behave in par-
ticular situations. Beliefs and values basically tell members what is
important in the organization and what deserves their attention.
Espoused values are conformed by ideals, goals, and aspirations. Beliefs
and values often become embodied in an ideology or organizational
philosophy, which then serves as a guide to dealing with the uncertainty
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of intrinsically uncontrollable or unexpected events. When the group
learns that certain beliefs and values “work,” in the sense of reducing
uncertainty in critical aspects of the way the group functions, and as
these beliefs and values continue to provide meaning and comfort to
group members, they become transformed into non-discussible basic
underlying assumptions that represent the essence of the culture. Basic
underlying assumptions need to be fully understood before one can
predict group members’ future behavior.

Basic underlying assumptions. The essence of a culture lies in the pattern
of basic underlying assumptions that are at the deepest levels of organiza-
tional culture, and thus more difficult to unveil. To understand a group’s
culture, one must attempt to get at its shared basic assumptions and
understand the learning process by which such basic assumptions evolve.
Once there is a clear understanding of what these assumptions imply and
represent, the others that are closer to the surface—the artifacts and the
beliefs and espoused values—become easier to interpret and thus easier to
understand and handle.

Basic underlying assumptions serve as a guide for members in an
organization on how to perceive, think, and feel about things. They
define, for the members of an organization, what to pay attention to,
what things mean, and what actions to take in various kinds of situa-
tions. Repeated success in implementing actions based on certain
beliefs and values may result in taken-for-granted basic underlying
assumptions that members of an organization accept as their own way
of confronting different situations.

As such, one may find a broad consensus among organization mem-
bers on the way to address specific circumstances. Members will
assume and expect a specific behavior associated with a particular
underlying assumption, and will tend to be comfortable with others
who share the same set of assumptions. Once a basic assumption comes
to be strongly held in a group, members will find behavior based on
any other premise inconceivable, and any deviation will be seen with
suspicion. Organization members will feel uncomfortable and vulner-
able in situations where different assumptions operate.

Given their deep-rooted nature, basic underlying assumptions tend
to be unassailable and nondebatable, and hence difficult to change.
Any challenge or questioning of a basic assumption will evoke opposi-
tion and defensiveness. In this case, the shared basic assumptions that
make up the culture of a group work as a defense mechanism that rein-
forces the prevailing views within the group and rejects views that seem
to contradict them, making an organizational learning process more

difficult.
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For an organization to learn something new—that is, to challenge
the innermost part of its culture—requires its members to revisit and
modify some of their more stable and assumed understandings, under-
taking what Argyris (1977) has called double-loop learning. Such
learning is intrinsically difficult because the reexamination of basic
assumptions temporarily destabilizes our understanding of how things
evolve. Thus, attempts at cultural change, in the sense of changing the
basic underlying assumptions in an organization, tend to encounter
resistance and defensive attitudes. According to Schein, once our
underlying assumptions are challenged, “we tend to want to perceive
the events around us as congruent with our assumptions, even if that
means distorting, denying, projecting, or in other ways falsifying to
ourselves what may be going on around us” (Schein, 2010: 28).

What if some of an organization’s basic underlying assumptions turn
out to be wrong? They may have worked well and been valid for long
periods, but if circumstances change, and some of the assumptions cease
to be valid, defensive attitudes will abound, and the organization as a
whole will tend to reject and even ridicule new assumptions or evidence
that contradicts the embedded beliefs. If this is the case, only the organiza-
tion’s leaders and managers will be able to steer the organization in the
right direction and force organizational learning to take place such that
new values and beliefs start guiding organizational behavior.

Hence, it becomes central for leaders and managers in an organiza-
tion to understand the deepest levels of culture within an organization,
to assess the functionality of the assumptions made at those levels, and
to deal with the resistance that is unleashed when those assumptions
are challenged. As noted by the World Bank’s Independent Evaluation
Group (IEG) in this regard:

The behavior of managers breathes life into the culture and the incen-
tives of the organization, helping to define the scope and the outcome
of any reforms, including attempts to nurture a learning culture.
Influencing the culture is seen as one of the critical jobs of leaders of
any organization. Experience both with successful and failed efforts at
cultural change underscores that leading by example is the only way by
which leaders can effect cultural change (IEG, 2014: 59).

As mentioned at the beginning of this chapter, evaluation offices
address some issues from a different angle from that of the current
thinking of the organization. What if the current thinking is perhaps no
longer valid and the evaluation office has something to contribute that
contradicts this thinking? Understanding the culture of an organization,
and the constraints and reactions that it entails, would not only help us
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recognize the challenges that evaluation offices confront, but also the
responsibility of the leaders and managers of the institution in promot-
ing the required learning and cultural change, and their needed reliance
on evaluation to help them guide the required change.

Organizational and Cultural Change

Culture is an important determinant of an organization’s ability to
learn from experience and adapt to new circumstances. Culture affects
organizational performance and effectiveness through its influence on
the organization’s ability to implement change. It is important to
understand culture so that we can better comprehend how change can
take place within an organization, and what impediments to change
the existing culture imposes. A deeper understanding of the barriers to
change can provide the organization’s leaders and managers a clearer
path for the steps required to promote the required change, so that the
organization is better prepared to face new challenges and remain com-
petitive and efficient.

Much of the emphasis in the 1970s on formulating business strate-
gies shifted to organizational culture in the 1980s as firms discovered
cultural barriers to implementing a new strategy. A number of practi-
tioners and academics focused on helping firms implement new strate-
gies by better aligning their corporate culture with their new desired
direction. Several studies (for example, Uttal, 1983; Lau, Kilbourne,
and Woodman, 2003; Cameron and Quinn, 2011) conclude that the
sustained success of many firms had less to do with the traditional
“market forces and competitive edge” interpretation than with the
implicit, often indiscernible, aspects of organizations, such as core val-
ues and consensual interpretations about how things take place within
the firm: in other words, organizational culture.

Notwithstanding the recognition that organizational culture has a
powerful effect on the performance and long-term effectiveness of
organizations, and the need for organizations to be sustained by a cul-
ture that welcomes innovation and promotes learning and adaptation,
it has also been acknowledged that cultural change is an extremely dif-
ficult and long-term process. Culture is an enduring, slow-to-change,
core characteristic of organizations. For cultural change to take place,
it must generally be managed consciously, and it requires clear strategic
vision, top-management commitment, and leadership. Data from hun-
dreds of organizations and interviews with thousands of managers
across the world show that 70 percent of organizational change efforts
do not succeed and the main factors contributing to failure include
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employee resistance to change and management behavior that does not
support the alleged change (Keller and Price, 2011). Again, quoting
the World Bank’s Independent Evaluation Group: “Employees resist
change when the signals they receive from their managers are unclear
(for example, when everything is labeled a priority) and when bosses’
behavior fails to model the reforms that they are trying to promote”

(IEG, 2014: 60).

How Does the Culture of an Organization Change?

What if the organization’s culture inhibits change, and prevents adap-
tion to changing circumstances? If this is the case, the culture will need
to evolve towards a new culture that emphasizes being nimble and
innovative and is more welcoming to change.

Schein (2010) divides cultural change in organizations into two
broad categories: (i) a natural process whereby culture evolves and
changes as organizations grow and age; and (ii) managed change initi-
ated by leaders of the organization when the evolutionary process is too
slow or going in the wrong direction.

With regard to the natural evolutionary process of cultural change,
Schein categorizes the change mechanism according to the stage at
which the organization finds itself. That is, in the founding or early
stages of the organization, the organizational culture evolves in small
increments by continuing to assimilate what works best over the
years. Once the organization is more established, cultural change
takes place through the advancement of some of the subcultures of
the organization, or by the inclusion of outsiders who bring in new
ideas. As the organization reaches maturity or declines, cultural
change takes place as a result of a dramatic experience—such as a
major accident or a merger or acquisition—that invalidates previous
beliefs. These events require an important turnaround, and thus a
significant cultural change.

Organizational culture rarely changes just because leaders want to
change it. When leaders realize the presence of problems in the organi-
zation that need to be fixed, or that new goals need to be achieved, they
need to assess whether the existing culture will aid or hinder the change
process. If they see that the prevailing culture deters the organization
from solving the problems at hand, the culture itself becomes the
change target. In these instances, cultural change becomes a clear
objective, and the organization gets involved in a “managed” cultural
change. In this case, the cultural change requires leaders who are con-
sciously and consistently engaged in the process.
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In his book on leadership and management, Kotter devotes a chap-
ter to corporate culture and emphasizes that creating the proper envi-
ronment “is probably the most important task that management can

undertake” (Kotter, 1990: 133). He quotes the CEO from one of his

case studies as saying:

Our objectives are to create a culture that: facilitates and emphasizes
striving for high goals and high standards, emphasizes developing peo-
ple and ideas, emphasizes high participation and high involvement
between managers and their people, and emphasizes collaboration and
close professional association among peers—where rivalries between
departments are de-emphasized and instead we focus on the objectives
that unify us rather than those that are divisive (Kotter, 1990: 133).

For Kotter, to develop the kind of culture that creates strong leader-
ship and management requires:

... first and foremost, providing a vision of the kind of culture that is
needed. It also means helping people to understand what leadership is,
why it is important, how it is different from management, and how it
can be created. It means giving people the opportunity to lead and
manage. It means supporting efforts with resources and enthusiasm that
are consistent with the desired culture. It means recognizing and
rewarding success. In short, it means providing leadership on the issue
of culture. . . . It takes strong leadership to create a useful culture. . . .
In a sense, institutionalizing a leadership-centered culture is the uldi-
mate act of leadership (Kotter, 1990: 138).

The culture of an organization determines the way the organization
responds to different circumstances, and the way it adapts to a chang-
ing environment and to new information. Since culture provides a
reservoir of organizational meanings that affects every aspect of the
organization’s response to any particular development, it exerts signifi-
cant influence on the organization’s ability to learn from experience
and to change. Hence organizational culture may guide and motivate
learning, or it can simply obstruct or repress it. That is, culture not
only establishes the conditions on how and when organizational learn-
ing takes place, but also determines whether the organization has
attained the status of a learning organization.

Garvin, Edmonson, and Gino’s three building blocks of the learn-
ing organization, presented in Chapter 7 above, represent the culture
that needs to be present for an organization to call itself a learning
organization. And, as previously said, the three building blocks are
precisely what independent evaluation needs to function properly in
an organization.
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If the prevailing culture of an organization is seen as stifling learning,
then a cultural change will be required in order to transform the organi-
zation into a learning organization. Chapter 7 concluded that indepen-
dent evaluation is a powerful tool to promote learning in an organiza-
tion, and to move an organization closer to the ideal status of a learning
organization. We believe there is a virtuous circle that encompasses
organizational culture, learning, and independent evaluation: that is,
independent evaluation promotes learning within an organization, and
this learning promotes a “natural” cultural change that is needed to help
the organization become a learning organization. Furthermore, the
learning organization, as an aspirational concept, is one that welcomes
independent evaluation. Hence the circle that goes from independent
evaluation to learning, to cultural change, to the learning organization,
and back again to independent evaluation is completed:

Independent Evaluation — Learning — “Natural” Cultural
Change — Learning Organization — Independent Evaluation

This sequence of events can be marred by difficulties if the organi-
zational culture does not favor learning through independent evalua-
tion. In these circumstances, learning from independent evaluation
(the first link of the chain) is constrained and thus cannot contribute
to the rest of the phases.

What if the leaders of the organization realize the value of indepen-
dent evaluation, and thus “force” a cultural change towards a more
open and receptive culture that welcomes independent evaluation?
This could take place through a “managed” process of cultural change
towards openness and learning, which would in turn move the organi-
zation closer to a learning organization and thus provide more fertile
ground for independent evaluation to flourish, and to offer its full
potential. Independent evaluation would sequentially foster learning,
and thus a “natural” cultural change that feeds back into a learning
organization and independent evaluation.

“Managed” Cultural Change — Learning Organization —
Independent Evaluation — Learning — “Natural” Cultural
Change — Learning Organization — Independent Evaluation

Effective Leadership and Independent Evaluation

Up to now we have simply defined “managed” cultural change as the
leaders’ response to a change that they believe is needed in the organi-
zational culture.
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The recognition of leaders’ or managers’ role in the promotion of
cultural change in an organization is not new (see, for example,
Humble, 1973; Lloyd, 1990; Senge, 1990; Senge and others, 1994).
Senge and others, referring to the role of senior managers in the culture
of an organization, note that “Every aspect of their performance, every
conversation they hold, and every action they take demonstrates what
values they believe are important to the organization. That is why a
learning organization cannot exist without its senior managers com-
mitment and leadership” (Senge and others, 1994: 66). Members of the
organization, seeing how significant the change is to the leadership,
tend to accept the change more easily.

A report by the Global Agenda Council on Institutional Governance
Systems identifies ways in which leadership makes a positive difference
in the performance of international agencies, and highlights some of
the best practices across 11 international organizations (one of which

is the IMF) that facilitate good leadership. According to that report:

Leaders influence their agencies’ operational and strategic direction.
They work with member states to identify priorities and set strategy,
and translate this into operational goals, which in turn are monitored
and evaluated as progress is made towards them. Leaders direct a
bureaucracy and see that it has sufficient staffing, expertise and financ-
ing to carry out mandated tasks. They also must consult and work with
other stakeholders. While their room for maneuvering is limited, their
actions and behavior are vital to their organizations’ success (Global
Agenda Council on Institutional Governance Systems, 2015: 7).

The same report identifies seven indicators contributing to effective
leadership that the organization’s members, through their boards, and
their senior management, are collectively responsible for making sure
are in place:

* Selecting and re-electing leadership on merit
* Managing performance

* Setting and evaluating ethical standards

* Developing and retaining talent

* Setting strategic priorities

* Engaging with a wide range of stakeholders
* Evaluating independently and effectively

While all seven indicators are important, we focus here on the last:
the importance of effective and independent evaluation. On this, the
report emphasizes the need for the evaluation office to report directly

95



926

The IMF and the Learning Organization

to the organization’s board, and for the management of the organiza-
tion to respond to evaluations. On this, the IME along with other
international organizations, scores favorably, since it long ago estab-
lished the basics of what is expected of an independent evaluation
office from an accountability point of view.

We take the view that international organizations and their leader-
ship should not be satisfied with establishing an independent evalua-
tion function as an accountability device but should also:

* ensure that independent evaluation keeps on functioning as an
important determinant of the organization’s effectiveness;

* continuously promote open communication and nurturing from
the evaluation function to the organization and vice versa, and to
encourage understanding and respect between evaluator and eval-
uee; and

* ensure that ultimately independent evaluation serves also as a
learning mechanism.

To conclude, through its role in accountability, independent evalua-
tion is an important determinant of effective leadership in international
organizations—and effective leadership is needed to understand and
benefit from the learning afforded by independent evaluation. Successful
leadership works to develop the culture that provides an appropriate
environment for the organization to assimilate the lessons from evalua-
tion and fully benefit from the presence of its evaluation function.
Chapter 10 provides some ideas on how the management of the IMF
can take the lead in encouraging or enhancing such a culture.



CHAPTER 10

Conclusion: What Is to Be Done?

The IMF is a remarkable organization. Its work is outstanding and
continues to improve. The world has changed and with it the Fund,
to address the evolving challenges of the world economy. The same
can be said of the IEO, though it is many years younger. The IEO has
grown in stature and lent credibility to the work of the Fund. Its pres-
ence has enabled those outside the organization to see the Fund as
becoming a more accountable institution, learning from the past, and
adapting to new challenges. We have no doubt that independent
evaluation has played a significant role in contributing to the improve-
ment of the IME

But to us as authors, having seen what the IEO produces, and hav-
ing observed the multiple challenges it still faces within the organiza-
tion, it is clear that the independent evaluation function within the
Fund can and should play a much bigger role in promoting a more
effective organization.

As mentioned in the introduction of this book, the benefits of inde-
pendent evaluation for accountability and learning in IFIs have long
been recognized. However, independent evaluation in these organiza-
tions is of increased relevance during uncertain times that call for more
credible and legitimate institutions, as it offers assurances to their
membership that they stay focused on their objectives and mandates.
Hence, the Fund must embrace independent evaluation, as it functions
as an amalgamating force that helps to keep the membership together
during turbulent times.

The IEO and the Fund are bound together. They co-habit the same
institution and they need each other for the successful implementation
of their respective work, but they have not yet developed the partner-
ship that would bring out the best of the two. The IEO has gained its
position and status within the Fund and the international community
as an entity that adheres to its mandate, is independent, and does seri-
ous and careful work. It is well established and well regarded. For its
part, the IMF has clearly benefited from the IEO and increased its
credibility because of the IEO. But the Fund has not genuinely embraced
independent evaluation. Thus the coexistence has areas of success but
also of missed opportunities.
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How can this situation be improved, so that the Fund benefits
much more from the knowledge and analysis provided by the IEO?
The challenge we have elucidated is for the IMF and the IEO to cre-
ate a shared culture and encourage the leadership to be more recep-
tive to critical and sometimes unwelcome advice. The IMF’s organi-
zational culture, and the values and culture of the leadership, have
profound roles to play in any improved relationship between the IMF
and the IEO. If the positive value of independent evaluation is
accepted and signals are sent that the IMF benefits from the IEO’s
work, then we can attain a “win-win” situation for both the Fund and
the IEO.

Creating this type of culture is the joint challenge that we see for
the IMF and IEQO, neither of which can create the necessary culture
alone. The IEO’s role is to foster a more open and accountable orga-
nization. The Fund’s part is to make sure that it actually reaps all the
benefits of independent evaluation.

While the Executive Board and senior staff have roles to play in foster-
ing a more open and welcoming independent evaluation culture within
the Fund, we particularly call on to the management of the organization
to be more active in this regard. This is because we believe that manage-
ment holds the key for transmitting to the rest of the Fund the impor-
tance of independent evaluation, as well as for signaling to staff a com-
mitment to learn from evaluation reports and embracing the purpose
and mission of the IEO. Management’s involvement is crucial because,
even if procedures change so as to facilitate IEO’s work (as they have),
the ultimate obstacle to the use of independent evaluation is that the
Fund has not yet established the proper atmosphere or culture to truly
absorb and apply IEO evaluation findings and lessons. We conclude that
there is no incentive to systematically learn from independent evaluation
because the Fund identifies the IEO as essentially an accountability
device rather than as both an accountability and learning instrument.
And this approach can only change if the management of the Fund—as
a matter of priority—introduces and leads a managed change process
towards a culture that is more open and receptive to the learning gath-
ered by independent evaluation.

As mentioned earlier in this book, the creation of an independent
evaluation office within an organization inevitably creates some struc-
tural tensions. These tensions may be necessary for the Fund to reap all
the benefits of independent evaluation. However, we believe the man-
agement of the organization needs to set the tone on how this friction
is to be handled, by modeling how to foster a proper appreciation for
what the IEO does and what it offers, so that the culture of evaluation
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within the IMF is more deeply rooted and the Fund benefits more
from independent evaluation.

We propose that independent evaluation should serve as an input
for the management of the organization to bring about change and
that independent evaluation should be its best ally in promoting the
required change. Only when IMF management recognizes the IEO as
a collaborator in promoting learning within the Fund will the IMF be
able to fully transform itself into a genuine learning organization.

IMF management needs to make the IEO’s success its own objec-
tive. It is essential that management help the Fund understand that the
IEO’s success is a prerequisite for a more effective organization. Thus,
management has a fundamental role to play in making sure that the
IEO remains independent, that procedures to learn from the past actu-
ally work, that the follow-up process for IEO reports functions well,
that the staff has adequate mechanisms to discuss IEO’s findings, and
that staff actions do not impede the IEO from carrying out its work.

We understand the staff’s attitude towards the IEO. While some
staff are supportive, the staff writ large tends to be defensive, in favor
of the status quo, and dismissive of what it perceives to be outsider
suggestions on how it should do its work. But what about manage-
ment? Management must assume the role of promoting the IEO
within the Fund, transmitting its usefulness and value to the organiza-
tion, encouraging staff to apply for IEO jobs, and continuously being
open to the guidance that IEO provides to the organization. Manage-
ment should adopt a positive attitude towards IEO reports, even if it
does not agree with some of their findings and recommendations;
make use of these reports to promote change within the Fund; and
ultimately make the IEO’s mission its own. In other words, for the
IMF’s own benefit, we call for a stronger partnership between IMF
management and the IEO.

Independent evaluation should be management’s partner since it is
undertaken with no other objective than to contribute to the learning
process of the Fund and provide a fresh view of the issues. These are
features that should be embraced and valued, and from which manage-
ment can only benefit and construct a better organization. Management
should be more open, receptive, and focused on the ultimate message
of IEO analysis, and use this analysis to learn and instill change.

The guidelines and protocols that govern IEO procedures and inter-
actions in the Fund distinguish clearly between staff and management
roles regarding the IEO. There are good reasons for this distinction:
staff and management face different incentives and have different
objectives concerning the IEO. But in practice staff and management
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procedures and roles regarding the IEO have differed little: staff and
management have, most of the time, acted as one entity and one voice
vis-a-vis the IEO, and management seems to have delegated to staff
most if not all of its responsibilities concerning the IEO.

This lack of differentiation between the respective roles of manage-
ment and staff towards the IEO perpetuates the current situation in
which systematic learning from evaluation is hindered. No doubt the
management of the Fund has many priorities, with urgent matters
requiring attention. But independent evaluation addresses matters that
go beyond the current juncture, and most of the time have to do with
issues that have long-lasting effects on the organization. Independent
evaluation, too, requires the undivided attention of management.

By no means should IMF management stop listening to staff views
and concerns regarding IEO reports; but the challenge that manage-
ment faces is to discern the value in IEO findings, to understand that
the staff faces different incentives than does management, and to
decide how best to proceed to improve performance even if the staff
tends to resist. Management needs to distinguish the ultimate objective
of IEO’s analysis and, if convinced of the merits, make sure the orga-
nization is headed in that particular direction.

What the Fund needs is an honest and genuine willingness to learn
from the past, and this can only emerge from a strategic and conscious
decision by management, with readiness to monitor reforms and the
determination to instill this attitude in staff. What is required is man-
agement’s undeterred commitment to undertake the unending journey
of a truly learning organization, and to make sure that IEO’s work is a
fundamental piece of this rewarding strategy.
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Evaluations
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The IMF’s Approach to Capital Account Liberalization: Revisiting the 2005
IEO Evaluation (2015)
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Summaries of IEO Evaluations,
2002-16

1. Evaluation of Prolonged Use of IMF Resources
(2002)

This evaluation assesses the causes and consequences of countries having
repeated access to IMF financing. For the report, any country engaged in an
IMF-supported program for at least seven of the previous ten years is classi-
fied as a prolonged user in that year. Under this definition, 51 of the 128
countries that borrowed in the period 1971-2000 were prolonged users at
some point. Prolonged use has increased over time and is persistent; few
countries “graduate” from such use. While most of the increase involved low-
income countries eligible for IMF concessional financing, the bulk of finan-
cial commitments to prolonged users came from nonconcessional resources.

The evaluation identified five factors contributing to prolonged use: (i) a
broadening of the rationale for IMF program involvement in recognition that
many balance of payments problems, especially in low-income countries,
arose from deep-seated structural problems that needed more time for adjust-
ment; (ii) a demand for IMF lending as a “seal of approval” by many donors
and creditors; (iii) the extension of programs because of judgments that IMF
surveillance is insufficient for signaling the soundness of the macroeconomic
framework or promoting desired policy changes; (iv) weaknesses in program
design and implementation, including overoptimistic growth projections, too
broad conditionality on structural policies, and insufficient attention to the
domestic ownership of core policy commitments; and (v) lack of effective
follow-up within the IMF on already approved elements of a strategy to
reduce prolonged use. One reason for this lack of follow-up was the absence
of an explicit definition of prolonged use, which made it difficult to enforce
due diligence requirements for identified cases.

The evaluation recognizes that prolonged use can be justified in cases where
the simultaneous challenges of macroeconomic adjustment, structural reform,
and institutional development take considerable time to resolve. However,
prolonged use can also hinder the development of robust domestic policy for-
mulation processes, undermine country “ownership,” and lead to pressure to
agree to a series of weak programs to unlock other sources of financing. IMF
surveillance can also be “crowded out” by short-term program issues.
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The evaluation makes a number of recommendations covering institu-
tional arrangements, program design, surveillance, and internal IMF gover-
nance that would help reduce prolonged use. First, the IMF should adopt a
definition of prolonged use as a trigger for enhanced due diligence actions,
including systematic ex post assessments of previous programs and forward-
looking consideration of “exit” strategies. It should also provide credible
alternatives to IMF lending arrangements as a signaling device to donors and
creditors. Greater selectivity in program content, aligned with steps to maxi-
mize ownership, are also needed, along with a better tailoring of the program
timeframe to the foreseeable length of a country’s adjustment needs. A greater
operational separation between surveillance and program activities is also
needed in prolonged use cases.

2. The IMF and Recent Capital Account Crises:
Indonesia, Korea, Brazil (2003)

The evaluation examines the crisis management role of the IMF in Indonesia
(1997-98), Korea (1997-98), and Brazil (1998-99). Among the major find-
ings are:

* Surveillance was more successful in identifying macroeconomic vulner-
abilities than in recognizing the risks in financial sector and corporate
balance sheet weaknesses. Even when the diagnosis was broadly accurate,
insufficient candor limited the impact.

* Macroeconomic outcomes turned out to be very different from program
projections, because insufficient attention was paid to (i) the possibility of a
large depreciation and (ii) the balance sheet effect of currency depreciation.

* In view of output developments and the initial stock of debe, fiscal tight-
ening was not warranted in Indonesia and Korea. In Brazil, it was appro-
priate because fiscal sustainability was a major issue.

* Monetary policy was initially set tight, in recognition of the tradeoff
between higher interest rates and a weaker exchange rate. However, the
experience is mixed and does not provide definitive evidence on the
stabilizing effect of high interest rates.

* The official package for Korea was inadequate because of ambiguity over
the “second line of defense,” which contributed to the program’s failure.
When major countries decided to involve the private sector, the IMF
played a useful facilitating role.

* The Indonesian and Korean programs were heavily loaded with condi-
tionality in structural reform. Measures to rehabilitate the financial sec-
tor were necessary, but many other measures were not essential. The
experience suggests that a successful bank closure and restructuring
program must include a comprehensive and well-communicated strategy
in which transparent rules are consistently applied.
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* A program for restoring confidence must include a strategy to commu-
nicate the logic of the program. None of the three programs initially
contained such a strategy.

* While the close involvement of the Executive Board and the major share-
holders was proper and necessary, frequent contacts at multiple layers
unnecessarily subjected staff to micromanagement and political pressure.

Ké‘y recommendations

* Article IV consultations should take a “stress-testing” approach to the
analysis of a country’s exposure to a potential capital account crisis.

* Additional steps should be taken to increase the impact of surveillance,
including through making staff assessments more candid and more
accessible to the public, and providing appropriate institutional incen-
tives to staff.

* Since restoration of confidence is the central goal, the IMF should
ensure that the financing package, including all components, should be
sufficient to generate confidence and also of credible quality.

3. Fiscal Adjustment in IMF-Supported Programs
(2003)

Fiscal adjustment plays a key role in IMF-supported programs, and it has also
been the subject of some controversy in two dimensions. First, the quantita-
tive dimension: does the IMF’s approach to fiscal adjustment reflect a “one-
size-fits-all” approach leading to an unnecessary economic austerity? Second,
the qualitative dimension: could the efficiency, sustainability and equity
of that adjustment be improved by an alternative mix and sequence of reve-
nues and expenditure policies? The evaluation is based on a cross-section
analysis of 133 programs and a detailed examination of 15 programs.

Key findings

* The evidence does not support the view that IMF-supported programs
adopt a one-size-fits-all approach to fiscal adjustment. In fact, there is
significant variability in program design. About 40 percent of programs
targeted a larger current account deficit (as a percent of GDP) and about
one-third targeted an increase in the primary deficit and primary spend-
ing. Program targets are often revised during implementation, suggest-
ing some flexibility.

e Further, in spite of significant variability, the cross-country evidence
does not show that growth rates decline systematically, although the cap-
ital account crisis cases are notable exceptions. There is, however, the
possibility of a contractionary bias in the fiscal design because programs
tend to be over-optimistic in projecting the recovery of private spending,
thereby targeting stronger fiscal adjustment than necessary. Programs are
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reluctant to project a slowdown or negative growth—hence the possibil-
ity for some countercyclical fiscal policy is rarely discussed explicitly.

* Program documents often do not clearly explain the rationale for the
magnitude and pace of the fiscal adjustment and how the proposed
adjustments fit into other assumptions of the program. This reduces the
transparency of the program and the ability to identify the critical
assumptions that need to be monitored for possible midcourse correc-
tions. Sustained progress in structural fiscal reforms that improve resil-
ience is often not satisfactory, and Article IV consultations are not
sufficiently candid in flagging policy inaction. A core issue is how to
match the shorter time frame of a program with the longer time frame
often necessary to carry out these reforms.

* There is no evidence that IMF-supported programs, in and of them-
selves, have an adverse effect on aggregate social spending. However,
maintenance of aggregate spending may not be sufficient to protect the
most vulnerable groups under crisis situations.

Ké‘_)/ recommendﬂtiam

* Programs documents should explain much better the rationale for the
magnitude and pace of the fiscal adjustment and how it is linked to
other program assumptions.

* The internal review should give more emphasis to the earlier stages of
the process.

* Programs should give more importance to the formulation and imple-
mentation of key fiscal structural reforms—even if they cannot be fully
implemented during the program period.

* Surveillance should provide such a longer term road map of reform and
assess progress.

* Clearly delineate the operational framework in which social issues will
be addressed within program design in non-PRGF countries. This could
include encouraging countries to identify critical social programs they
wish to protect in case of shocks.

4, Evaluation of the IMF’s Role in Poverty Reduction
Strategy Papers and the Poverty Reduction and
Growth Facility (2004)

This evaluation, conducted in parallel with one by the World Bank’s
Operations Evaluation Department, assessed the role of the IMF in the PRS
process and the extent to which the PRGF is living up to its key features. It
concludes that while the PRS approach has the potential to encourage the
development of country-owned and credible long-term strategies for growth
and poverty reduction, actual achievements thus far have fallen considerably
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short of potential. This outcome is attributed, in part, to shortcomings in the
design of the initiative, including a lack of clarity about the role of the IME

Participation in the formulation of PRSPs is more broadly based than in
previous approaches, although it was typically not designed to strengthen
existing domestic institutions for policy-making and accountability (e.g.,
through parliaments). Results in terms of ownership are mixed, with the least
change in macroeconomic policy areas where there is relatively strong owner-
ship in the narrow circle of official stakeholders but much less among other
domestic stakeholders. Most PRSP strategies are an improvement over previ-
ous efforts, in terms of providing greater poverty focus, a longer-term perspec-
tive, and some orientation toward results. However, most PRSPs still do not
provide a strategic road map for policymaking, especially in the area of mac-
roeconomic and related structural policies, often avoiding difficult strategic
choices. Insufficient attention was given to strengthening implementation
capacity, including in the areas of IMF competence. Budgetary processes
remain weak, and the linkages between the PRSP, medium-term expenditure
frameworks, and budgets are generally poor.

The effectiveness of the IMF contribution has varied considerably, with
marked difference between “good” and “average” practice. IMF staff typically
did not participate actively to inform the policy debate on macroeconomic
policy issues during the PRS formulation process and made limited contribu-
tions to understanding country-specific micro-macro linkages. Success in
embedding the PRGF in the overall growth and poverty reduction strategy
has been limited, partly reflecting shortcomings in those strategies.
Nevertheless, program design under the PRGF has incorporated greater fiscal
flexibility to accommodate aid inflows, and the IMF has been more open to
considering alternative, country-driven policies. There is no evidence of gen-
eralized “aid pessimism” or a systematic “disinflation” bias.

The report makes two broad sets of recommendations. The first set recom-
mends greater flexibility in the PRS approach to fit better the needs of countries
with different administrative capacities and political systems as well as a shift in
emphasis from the production of documents to the development of sound
domestic policy formulation and implementation processes. The second set
aims to improve IMF effectiveness by clarifying what the PRS approach means
for IMF operations and strengthening accountability on what the IMF itself is
supposed to deliver, guided by the priorities emerging from the PRS process.

5.The IMF and Argentina, 1991-2001 (2004)

The evaluation examines the role of the IMF in Argentina during 1991—
2001. Among the major findings are:

e Surveillance underestimated the vulnerability inherent in the steady
increase in public debt, when much of it was dollar-denominated and
externally held, and did not consider exit strategies when meaningful
progress in structural reform was not forthcoming,.
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In late 2000, the IMF increased its commitment of resources by viewing
any exchange rate or debt sustainability problem as manageable with
strong policy action. This may have worked, but the authorities proved
unable to implement the policies as agreed.

Even when two successive Ministers of Economy resigned in March
2001, and the new Minister began to take a series of controversial and
market-shaking measures, the IMF continued to support the existing
policy framework.

By mid-2001, it should have been clear that the initial strategy had failed
and that Argentina’s exchange rate and public debt could not be consid-
ered sustainable. However, the IMF did not press the authorities for a
fundamental change in the policy regime.

The decision to call the program off-track in December 2001 was fully
justified, but the way it was done limited the ability of the IMF to con-
tinue to be engaged with Argentina.

An earlier shift in the IMF’s strategy could have mitigated the costs
because Argentina’s economic health would have deteriorated that much
less and more resources would have been available to moderate the inevi-
tably painful transition process.

The Argentine experience reveals weaknesses in the IMF’s decision-
making process: (i) contingency planning was insufficient; (ii) from
March 2001 on, the IMF accepted a less cooperative relationship with
the authorities; (iii) the IMF paid little attention to the risks of giving
the authorities the benefit of the doubt beyond the point where sustain-
ability was in question; and (iv) the Executive Board did not fully per-
form its oversight responsibility.

The evaluation suggests six sets of recommendations, the major points of

which include:

IMEF surveillance needs to be strengthened further, by making medium-
term exchange rate and debt sustainability the core focus. Systematic
discussion of exchange rate policy must become a routine exercise on the
basis of candid staff analysis.

The IMF should have a contingency strategy from the outset of a crisis.
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.

The IMF should refrain from entering a program relationship with a
country when there is no immediate balance of payments need and there
are serious political obstacles to needed policy adjustment or reform.

To strengthen the role of the Executive Board, procedures should be
adopted to encourage: (i) effective Board oversight of decisions under
management’s purview; (ii) provision of candid and full information to
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the Board on all relevant issues; and (iii) open exchanges of views
between management and the Board on all topics.

6. IMF Technical Assistance (2005)

The evaluation examines the technical assistance (TA) provided by the IMF
to its member countries. It is based on desk reviews of a sample of countries,
cross-country data on TA, and in-depth country case studies with country
visits. The evaluation unbundles TA into three stages—priority setting; deliv-
ery; and monitoring and evaluation of impact. Key findings include:

* Prioritization: Seventy percent of IMF TA is directed to countries with
per capita income below $1,000. The volume of TA provided to coun-
tries is also positively associated with having a Poverty Reduction and
Growth Facility (PRGF) or Extended Fund Facility (EFF) supported
program. However, there is a weak link between TA priorities and
Poverty Reduction Strategy Papers (PRSPs) or key policy issues identi-
fied in Article IV consultations. In most cases, the PRS process has still
not been able to clearly identify major capacity-building needs to be
taken up by TA. Thus, TA activities do not appear to be guided by a
medium-term country-based policy framework.

* Delivery: Country officials have generally been satisfied with the resident
experts provided by the IME particularly their hands-on role. However,
there is little involvement of the authorities in the preparation of their
TA. This reduces their ownership and often masks important differences
in expectations between authorities and staff.

» Monitoring and impact evaluation: There has been progress in enhancing
the technical capacity of the agencies receiving IMF TA. Significant vari-
ability was found in whether agencies have made full use of the increased
capacity in order to have an impact on the ground. It is critical that the
IMEF should understand fully what prevents agencies from doing so. Part
of the problem is that IMF documentation and reporting does not
clearly unbundle and track the different stages of progress and hence
limits the discussion with the authorities.

* Frequently political interference or lack of support by the authorities
prevents agencies from using the knowledge transmitted by TA effec-
tively. Indeed, the case studies suggest that resistance by vested interests
may mount as these agencies improve their ability to act. Such con-
straints are not candidly reported and discussed with the authorities.

Main recommendations

* The IMF should develop a medium-term country policy framework for
setting TA priorities, incorporating country-specific strategic directions
and linked to more systematic assessments of factors underlying past
performance.
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The IMF should develop more systematic approaches to track progress
on major TA activities and to identify reasons behind major shortfalls.

* The IMF should emphasize greater involvement by the authorities and
counterparts in the design of TA activities and arrangements, as a signal
of ownership and commitment.

* TA experts should make stronger efforts to identify options and discuss
alternatives with local officials prior to drafting TA recommendations.

* The program of ex post evaluations of TA should be widened and more
systematic procedures for disseminating lessons put in place.

* Prioritization filters should be discontinued or replaced by ones that
would more effectively guide TA allocation.

7.The IMF’s Approach to Capital Account
Liberalization (2005)

The evaluation reviews the IMF’s policy advice to emerging market econo-
mies on capital account liberalization and related issues during 1990-2004.
Among the major findings are:

* In multilateral surveillance, the IMF’s analysis emphasized the benefits
of greater access to international capital flows, while paying less atten-
tion to the risks inherent in their volatility. As a consequence, its policy
advice was directed toward emerging market recipients of capital flows,
and focused on how to manage large capital inflows and boom-and-bust
cycles; little policy advice was offered on how source countries might

help to reduce the volatility of capital flows on the supply side.

* In country work there was apparent inconsistency in the IMF’s advice.
Sequencing was mentioned in some countries but not in others; the
intensity of advice on capital account liberalization differed across coun-
tries or across time; and a range of views was expressed on use of capital
controls. Analysis of country documents suggests that this largely
reflected reliance on the discretion of individual IMF staff members.

* The lack of a formal IMF position on capital account liberalization gave
individual staff members freedom to use their own professional and
intellectual judgment in dealing with specific country issues.

* In more recent years, somewhat greater consistency and clarity has been
brought to bear on the IMF’s approach to capital account issues. While
the majority of staff members now appear to accept the new paradigm
(the so-called “integrated approach” that emphasizes sequencing and
preconditions), there continues to be some uneasiness with the lack of a
clear position by the institution.

On the basis of these findings, the evaluation makes two sets of
recommendations:
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* There is a need for more clarity on the IMF’s approach to capital
account issues. Possible steps could include: (i) clarification by the
Executive Board of the scope of IMF surveillance on capital account
issues; (ii) development of an operationally meaningful indication of the
benefits, costs, and risks of capital account liberalization as well as mov-
ing at different speeds; (iii) a statement by the Board clarifying the com-
mon elements of agreement on capital account liberalization, in order to
provide staff with clear guidance on what the IMF’s official position is.

* The IMF should give greater attention to the supply-side factors of
international capital flows and what can be done to minimize the volatil-
ity of capital movements. Building on recent initiatives, the IMF should
provide analysis of what can be done to minimize the volatility of capital
flows by operating on the supply side.

8. IMF Support to Jordan, 1989-2004 (2005)

The report assesses the extent to which the IMF contributed to tackling
Jordan’s major macroeconomic challenges during the period of the country’s
engagement in IMF-supported programs. Jordan “graduated” from reliance
on such programs in July 2004 after 15 years of almost continuous involve-
ment. The main focus of the evaluation was on the effectiveness of the IMF-
supported programs to Jordan. Jordan was on the verge of defaulting on its
external debt payment obligations following a severe balance of payments
crisis during late 1980s. In addition to high external debt, twin deficits, rigid
fiscal structure, and structural impediments to growth, Jordan was susceptible
to external shocks in the region.

Main findings

The reports overall assessment of the IMF’s role in Jordan was that it had been
moderately successful. The IMF helped the authorities to address macroeconomic
stabilization challenges successfully, but some of the main structural rigidities that
underlay the financial crisis that led Jordan to its first IMF-supported program
still remained, especially on the fiscal side. The evaluation found that most staff
papers to the Board on Jordan did not provide a clear rationale for the magnitude
and composition of targeted adjustment. This made it difficult for the Board to
make judgments on the factors underlying any subsequent failures to achieve key
objectives, and on the appropriateness of any program modifications. A greater
focus on public expenditure policy to advice on the major expenditure cuts envis-
aged in the early programs would have been desirable. In general, there was not
much difference in the macroeconomic policy discussions undertaken during
Article IV consultations and those in program discussions.

Key lessons

The report highlighted broad lessons relevant to IMF operations in other
countries and two specific lessons for the IMF in Jordan.
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Lessons with broad applicability:

* The underlying rationale for key program design elements should be
explained clearly in Board papers.

* There is need for more candor in staff report assessments of risks to
programs.

* The programs need to be set in an explicitly longer-term perspective.

* Fiscal reforms should be emphasized at an early stage of formulation of
institutional reforms.

* The IMF and the World Bank need to set clear objectives signaling what
the needs and obligations of each institution are on specific items in the
program.

* Timetables need to take into account the political economy aspects.

e There is need for wider dissemination of IMF TA reports to have a more
informed public discourse on policy advice.

IMF’s future role in Jordan:

* There is need to help the authorities design a macroeconomic frame-
work to manage a decline in grants and preserve fiscal sustainability.

e There is need to help design strategies to tackle Jordan’s key remaining
fiscal rigidities.

9. Financial Sector Assessment Program (2006)

This evaluation assesses the IMF role in the Financial Sector Assessment
Program (FSAP) along with a parallel report by the World Bank’s Independent
Evaluation Group. The evaluation concludes that the FSAP significantly
improves the IMF’s ability to conduct financial sector surveillance and to
understand the key linkages between financial sector vulnerabilities and mac-
roeconomic stability. Key features to be preserved going forward include an
integrated approach to assessing financial sector vulnerabilities and develop-
ment needs; an institutional linkage to surveillance; and a mechanism to
coordinate IMF and World Bank inputs.

Despite these achievements, the initiative is at a critical crossroads and
some of the gains could be eroded without significant modifications to
address two related sets of problems. First, financial sector assessments (FSAs)
have not been fully integrated as a regular part of IMF surveillance. Second,
there are serious doubts that current incentives for participation and associ-
ated priority-setting will ensure adequate coverage of systemic and vulnerable
countries. Moreover, while the evaluation concludes that the overall average
quality of the FSAP exercises is quite high, several shortcomings are identi-
fied. Most notably, insufficient attention has been paid to cross-border finan-
cial linkages and their potential consequences. In addition, many FSAPs
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inadequately prioritize the urgency of their recommendations, which ham-
pers effective follow-up by both surveillance and technical assistance.

The evaluations recommendations focus on three key themes. First,
changes are needed in how country choices for FSAs are made and in how
those assessments are integrated into IMF surveillance. The approach pro-
posed by the report contains three mutually supporting recommendations:
sharper criteria for priority-setting, with choices for country-specific strategies
across a range of modalities for financial sector surveillance; strengthened
incentives for comprehensive assessment exercises to foster coverage of coun-
tries of systemic importance, albeit within a still voluntary framework for the
FSAP; and strengthened links between FSAPs and Article IV surveillance.

Second, steps are needed to improve further the quality of the FSAP and
strengthen its impact. These would include clearer prioritization of recom-
mendations and candid discussion of potential consequences; more system-
atic inclusion of cross-border financial sector issues; and greater involvement
of the authorities in the overall process. Changes are also needed in the orga-
nization of IMF mission activities to utilize scarce financial sector expertise
more effectively in the surveillance process.

Third, the evaluation found that the use of joint IMF-World Bank teams
(as well as outside experts) enhanced the depth of analytical expertise and
credibility of the findings. But if strengthened incentives for participation are
successful, more concrete guidelines for setting priorities and contributing
resources will be required, with the IMF taking the lead where significant
domestic or global stability issues are present.

10. Multilateral Surveillance (2006)

The evaluation examines the effectiveness of multilateral surveillance. Among
the major findings are:

* The outputs of multilateral surveillance are largely successful in analyz-
ing topical issues in ways that reflect the IMF’s comparative advantage.
However, they give insufficient coverage to exchange rate issues, which
is surprising given the IMF’s mandate.

 The World Economic Outlook (WEO) has largely succeeded in identifying
relevant issues and global risks in a timely way. In terms of identifying
global macroeconomic and financial risks, the WEO and the Global
Financial Stability Report (GFSR) compare favorably with similar publi-
cations of other bodies.

* IMF surveillance has a strong country orientation. As a result, multilat-
eral surveillance has not sufficiently enriched the policy advice offered
through bilateral surveillance by identifying scope for collective action.

e The WEO and the GFSR are insufficiently integrated. This owes largely
to a “silo” problem in the IMF’s internal organization in which different
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departments pursue their individual mandates with insufficient atten-
tion to the organization’s overall mission.

e The WEO and the GFSR enjoy wide media coverage but they reach
senior policymakers only indirectly. This is understandable. Still, much
shorter G7 and G20 surveillance notes are also rarely read by policymak-
ers themselves.

* Interviews with the senior country officials suggest that multilateral
surveillance, if effectively conducted and communicated, is able to pro-
vide valuable input into policymaking.

On the basis of these findings, the evaluation makes four key
recommendations:

* Define more clearly the goals of multilateral surveillance and the mecha-
nisms to achieve them. Multilateral perspectives must be better inte-
grated into bilateral surveillance.

* Engage more deeply with such intergovernmental groups as the G7 and
the G20, as they provide opportunities for a more frank discussion of
policy spillovers and possibilities for collective policy action and for
more effective peer pressure.

* Enhance the roles of the Executive Board and the International Monetary
and Financial Committee (IMFC) in multilateral surveillance. The Board
should identify key global policy actions, while the IMFC should focus

on policy spillovers and opportunities for collective action.

* Key multilateral surveillance products must be more “customer” focused,
by streamlining their content and targeting them more strategically at
various audiences. Surveillance notes should concentrate on spelling out
the consequences of policy spillovers and identifying options for dealing
with them.

11.The IMF and Aid to Sub-Saharan Africa (2007)

This evaluation examined the IMF’s role and performance in the determina-
tion and use of aid to low-income countries in Sub-Saharan Africa (SSA). The
time period of the evaluation (1999-2005) saw improving performance in
much of SSA and increasing aid levels as debt relief gained momentum and
donors introduced multi-donor budget support. It also saw the IMF replace
the Enhanced Structural Adjustment Facility (ESAF) with the Poverty
Reduction and Growth Facility (PRGF) as its primary lending instrument in
low-income countries.

Context

A recurring theme of the evaluation was the perceived disconnect between the
IMF’s rhetoric on aid and poverty reduction and its practice at the country
level. Underlying this theme was a larger issue of attempted—Dbut ultimately
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unsuccessful—institutional change that the evaluation explored in explaining
its findings. When introduced, the PRGF was intended to involve a new way
of working for the IME with programs based on country-owned measures
geared to promoting poverty reduction and growth. However, institutional
developments within the Fund, including limited support from the Executive
Board, which was deeply divided on the Fund’s role in low-income countries,
and turnover in top management, prevented the actualization of significant
change. The result was widespread ambiguity and confusion—Dboth internally
and externally—about what the Fund’s policies and practices actually were in
the areas under study.

Findings

* PRGF-supported macroeconomic policies generally accommodated the
use of incremental aid in countries with 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.

* PRGFs neither set ambitious aid targets nor identified additional aid
opportunities, including in country circumstances in which absorptive
capacity exceeded projected aid inflows.

* Of the key features distinguishing the PRGF from the ESAF, fiscal gov-
ernance (a long-standing IMF mandate) was far more systematically
treated than other (newer) elements, such as the use of social impact
analysis or the pro-poor and pro-growth budget provisions.

* IMF communications on aid and poverty reduction contributed to the
external impression that the IMF committed to do more on aid mobili-
zation and poverty-reduction analysis.

* The IMF missed opportunities for communicating with a broader audi-
ence in SSA.

Recommendations

* The Executive Board should clarify IMF policies on the underlying per-
formance thresholds for the accommodation of additional aid, the mobi-
lization of aid, alternative scenarios, poverty and social impact analysis,
and pro-poor and pro-growth budget frameworks. IMF management
should provide clear guidance to staff on these policies, including what
is expected with respect to working with the World Bank and other
partners. The External Relations Department should ensure the consis-
tency of institutional communications with Board-approved operational
policies and IMF-supported operations.

* IMF management should establish transparent mechanisms for monitor-
ing and evaluating the implementation of the clarified policy guidance.

e Management should clarify expectations and resource availabilities for
resident representatives’ and mission chiefs” interactions with local donor
groups and civil society.
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12. IMF Exchange Rate Policy Advice (2007)

The main finding is that, over the 1999-2005 period, the IMF was simply not
as effective as it needs to be to fulfill its responsibilities to exercise surveillance
over the international monetary system and members’ exchange rate policies.

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 among some member countries of a lack of evenhandedness 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 countries.

Recommendations require action by IMF staff, management, the Board
and authorities:

First, the rules of the game for the IMF and its member countries need to
be clarified, with a revalidation of the fundamental purpose of surveillance.
At the same time, practical policy guidance should be developed on key ana-
lytical issues, including on the stability of the system (flowing from periodic
Executive Board policy review of the stability of exchange regimes and
exchange rates), and on the use and limits of intervention.

Second, management should give much greater attention to ensuring
effective dialogue with authorities, by developing a strategic approach to
identify opportunities for improvement, and by adjusting incentives to raise
controversial issues.

Third, actions are required to deal with problems in implementing existing
policy guidance. These should: resolve inconsistencies and ambiguities over
the issue of regime classification; back up advice on exchange rate regimes
more explicitly by analytical work; improve assessments of the exchange rate
level, including by developing needed analytical work; pursue the problems of
data provision for surveillance; and give incentives to implement guidance for
the integration of spillovers into bilateral and regional surveillance.

Fourth, to improve the management of staff work, better focus is needed
on the analytical work on exchange rates, including by clarifying responsibil-
ity and accountability for exchange rate policy issues, and reconsidering the
structure of staff teams.

Fifth, to address issues of confidentiality and Executive Board oversight
over policy discussions, an understanding is needed on what would, and what
would not, be revealed to the Board. Confidential discussions about contin-
gent policy actions should be a regular feature of dialogue with member
countries, while establishing a way for the Board to exercise its oversight
responsibilities in this area.

Finally, since action on global imbalances has not been fully explored, the
opportunities for potential multilateral concerted action deserve to be a key
strategic management focus.



Summaries of IEO Evaluations, 2002-16

13. Structural Conditionality in IMF-Supported
Programs (2007)

This evaluation examines factors influencing the effectiveness of IMF struc-
tural conditionality in bringing about structural reform, and assesses the
impact of the streamlining initiative launched in 2000 and of the 2002
Conditionality Guidelines. These aimed at reducing the volume and scope of
structural conditionality by requiring “parsimony” in the use of conditions
and stipulated that conditions must be “critical” to the achievement of the
program goals.

The evaluation finds that during the period 1995-2004 there was exten-
sive use of structural conditionality in IMF-supported programs, with an
average of 17 conditions per program/year. Most of these conditions had little
structural depth and only about half of them were met on time. Compliance
was only weakly correlated with subsequent progress in structural reform.
Ownership of the reform program by the economic team and by the line
ministries in charge of the specific measures was necessary both for compli-
ance and for continuity of the reform. Compliance and effectiveness were
higher in the areas of IMF core competency, such as public expenditure man-
agement and tax-related issues, and lower in areas such as privatization and
reform of the wider public sector.

The streamlining initiative did not reduce the volume of conditionality,
partly because structural conditions continued to be used to monitor other
initiatives such as donors” support programs and the European Union acces-
sion process. But it helped to shift the composition of conditionality toward
IMF core areas and new areas of basic fiduciary reform. At the same time, the
IMF moved away from controversial areas where it had little impact and that
largely fall within the World Bank’s areas of expertise. Nonetheless, Fund
arrangements still included conditions that seem not to have been critical to
program objectives.

Recommendations include reaffirming the need to reduce the volume of
structural conditionality. As a practical first step, a notional cap could be set,
possibly at four or five conditions per year—half the current average for
performance criteria and prior actions. The use of structural benchmarks
should be discontinued and measures with low structural content should not
be part of conditionality. Normally, conditionality should be restricted to the
core areas of IMF expertise. In other critical areas such as the wider public
sector, the IMF should play a subsidiary role to that of the World Bank,
which has greater expertise in these areas. Explicit Board guidance would be
needed when reforms in noncore areas are deemed critical but effective coop-
eration with the Bank is unlikely to crystallize in time. The Fund should
develop a monitoring and evaluation framework linking conditions to
reforms and goals, which would provide a more robust basis for assessing
programs results. Program documents should explain how the proposed
conditionality is critical to achieve explicit objectives. For PRGFs, in particu-
lar, program requests should be accompanied by an operational roadmap
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covering the length of the program, explaining the proposed reforms, their
sequencing, and expected impact.

14. Governance of the IMF: An Evaluation (2008)

This evaluation assesses the degree to which Fund governance is effective
and efficient, and whether it provides sufficient accountability and chan-
nels for stakeholders to have their views heard. The focus is on institu-
tional structures as well as on the formal and informal relationships
between the Fund’s main bodies of governance: the Executive Board,
management, and the International Monetary and Financial Committee
(IMEC).

For much of the past six decades, gradual reforms in its governance allowed
the Fund to remain relevant in a changing world economy. But the reforms
have not kept pace with changes in the environment in which it operates.
Today, the institution’s legitimacy and relevance are being questioned. Much
attention has recently been focused on quotas and voting power, but broader
governance reform also holds the potential to strengthen the Fund’s legiti-
macy, accountability, and effectiveness.

Overall, effectiveness has been the strongest aspect of Fund governance,
allowing fast and consistent action particularly in times of systemic crisis. On
the other hand, accountability and voice have been its weakest aspects, which
if left unaddressed would likely undermine effectiveness over the medium
term. The evaluation has four broad conclusions and recommendations, and
it proposes a series of detailed measures specific to each of the main gover-
nance bodies.

First, there is a lack of clarity on the respective roles of the different gover-
nance bodies, and in particular between the Board and management. To
strengthen the IMF’s effectiveness and to facilitate accountability, the roles
and responsibilities of each of its governance bodies need to be clarified with
a view to minimizing overlaps and addressing possible gaps.

Second, the Fund needs more systematic ministerial involvement. The
IMEC, as an advisory body, lacks a mandate for setting strategic directions
and providing high-level oversight of the institution. To fulfill these func-
tions, the evaluation calls for the activation of the Council, as contemplated
in the Articles of Agreement, which should operate with a high degree of
consensus, perhaps through the use of special majorities.

Third, the Board’s effectiveness is hindered by excessive focus on executive,
rather than supervisory, functions. The Board should reorient its activities
towards a supervisory role, playing a more active part in formulating strategy,
monitoring policy implementation to ensure timely corrective actions, and
exercising effective oversight of management. To this end, the Board would
need to change many of its working practices, shifting away from executive,
day-to-day operational activities, including through more delegation to com-
mittees and possibly to management.
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Finally, a framework needs to be put in place to hold management
accountable for its performance. Work is under way to set up such a frame-
work, which should specify criteria and a process for regular assessments.

15. IMF Involvement in International Trade Policy
Issues (2009)

Trade policy occupies an unusual and at times problematic place in the work
of the IME Few would dispute that trade policies of IMF members have
strong influences on macroeconomic stability. However, trade policies are
often seen as peripheral to the IMF’s core competency. This leaves scope for a
range of views on the proper role for the IMF in advising on trade policy.
Also, the IMF’s orientation toward unilateral trade liberalization has stoked
the debates on whether such liberalization is always in a country’s own inter-
ests and whether preferential trade agreements are harmful. Added to these
debates are charges that the IMF has pressed harder for liberalization in bor-
rowing countries than in countries with which it has a surveillance-only
relationship.

This evaluation, which examines the IMF’s involvement in trade policy
issues during 1996-2007, addresses five questions. What is the nature of the
IMF’s mandate to cover trade policy? Did the IMF work effectively with other
international organizations on trade policy issues? Did the Executive Board
provide clear guidance to staff on the IMF’s role and approach to trade policy?
How well did the IMF address trade policy issues through lending arrange-
ments and surveillance? Was IMF advice effective?

The evaluation finds that the IMF’s role in trade policy has evolved in
some desirable and some less desirable ways. In its general streamlining after
2000, the IMF scaled back its involvement in traditional trade policy issues
(tariff and nontariff barriers to merchandise trade), especially in the context
of conditionality. This is welcome as average tariffs in most countries had
fallen to relatively low levels, conditionality often did not achieve lasting
changes in trade policy, and the pressure for unilateral liberalization especially
through conditionality created tensions with multilateral negotiations in the
World Trade Organization.

Buct in other respects the IMF’s scaling back on trade policy advice came at
the cost of constructive roles in trade issues central to financial and systemic
stability. Three such gaps stand out. First, the IMF has not clearly enough
defined or pursued a role vis-a-vis trade in financial services—an area where
its perspective is essential. Second, fairly active interest of IMF researchers in
macroeconomic and systemic effects of preferential trade agreements has not
adequately filtered into bilateral and multilateral surveillance. Third, the IMF
has not given due attention recently to global effects of trade policies (such as
high agricultural tariffs and subsidies) in systemically important countries.

The evaluation recommends several ways to use the limited resources
the IMF can devote to trade policy to fill these gaps. More active
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inter-institutional cooperation, backed by formal interactions, is essential.
Also, however, the IMF needs a small repository for in-house expertise—a
division solely devoted to trade policy—to be the locus of such cooperation
and to help identify trade policy issues in which the IMF should be involved.
Finally, regional and global implications of trade policy developments should
be explored in depth periodically in World Economic and Regional Economic
Outlook exercises. The Board should regularly review and give guidance on
the IMF’s role in trade policy issues.

16. IMF Interactions with Member Countries (2009)

This evaluation assesses the degree to which IMF interactions with member
countries were effective and well managed in 2001-08, with particular atten-
tion paid to 2007-08. It contains a number of findings that are relevant to the
tasks that lie ahead for the Fund in implementing the new responsibilities it
has recently been given to help members deal with the global financial crisis.

Overall, the evidence is mixed. While one may be tempted to take solace
from relatively high perceptions of overall effectiveness in some country
groupings, such reaction needs to be tempered by clear evidence of lack of
agreement between the authorities and staff on the scope of interactions in
some cases, and of widely varying effectiveness in particular roles. Interactions
were effective in a program and technical assistance context, and, in general,
in contributing to a good exchange of views and in providing objective assess-
ments. However, in other areas, including in the international dimensions of
its surveillance and other work, where one would expect the IMF to excel,
effectiveness and quality were not rated highly.

The evaluation evidence shows that IMF interactions were least effective
with advanced and large emerging economies. They were most effective with
PRGF-eligible countries, and, to a lesser extent, with other emerging econo-
mies. Particularly troubling was the continuing strategic dissonance with large
advanced economies, especially about the Fund’s role in international policy
coordination, policy development, and outreach. The authorities did not give
the Fund high marks for its effectiveness in these areas. Neither did staff, who
nevertheless aimed to do more. The evidence also points to limited effective-
ness with large emerging economies, many of whom saw the surveillance
process as lacking value and/or evenhandedness.

The evaluation found that outreach with stakeholders beyond government
contributed little to the effectiveness of IMF interactions. The Fund’s trans-
parency policy did less than staff had hoped to increase the Fund’s traction,
as some authorities blocked timely dissemination of mission findings.
Dissemination initiatives designed to gain influence in domestic policy
debates by repositioning the Fund as an informed analyst—and distancing it
from the negative legacy of past engagement—remain work in progress.

The evaluation found that interactions were undermanaged, although
some individuals managed particular interactions very well. The Fund’s
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strategy was ineffective in enhancing traction with surveillance-only coun-
tries. The Fund paid too little attention to the technical expertise and other
skills that might have added value, and neglected to manage pressures that
staff felt to provide overly cautious country assessments—a finding of major
concern, especially in respect to staff work on systemically important coun-
tries. In PRGF-eligible countries, an institutional strategy replete with attrac-
tive financing, debt relief, and strong links to donor funding made for an
abundance of traction. But in some cases it also led to what authorities per-
ceived to be arrogant and dictatorial staff behavior—though they saw evi-
dence of progress in recent years. Staff incentives and training largely ignored
interactions, and responsibilities and accountabilities for relationship man-
agement were not clear.

The following recommendations aim at enhancing the effectiveness of
IMF interactions with members:

* To make the Fund more attractive to country authorities and promote
traction: (i) improve the quality of the international dimensions of the
Fund’s work; (i) recruit specialist skills and bring more experts on coun-
try visits, especially where traction is waning; (iii) articulate menus of
products and services for emerging market and advanced economies;
and (iv) replace the now defunct country surveillance agendas with stra-
tegic agendas to enhance country focus and accountability.

* To improve the effectiveness of outreach: (v) clarify the rules of the game
on outreach; and (vi) decide how to handle the Fund’s negative reputa-
tional legacy in countries where it is a factor undermining interactions,
and equip staff with the skills and resources to follow through.

* To improve the management of interactions: (vii) develop professional
standards for staff interactions with the authorities on country assess-
ments; (viii) increase mission chief and staff tenure and training, and
improve incentives for interactions; and (ix) clarify relationship manage-
ment responsibilities and accountabilities.

17. IMF Performance in the Run-Up to the Financial
and Economic Crisis: IMF Surveillance in 2004-07
(2011)

This evaluation assesses the performance of IMF surveillance in the run-up to
the global financial and economic crisis and offers recommendations on how
to strengthen the IMF’s ability to discern risks and vulnerabilities and to warn
the membership in the future. It finds that the IMF provided few clear warn-
ings about the risks and vulnerabilities associated with the impending crisis
before its outbreak. The banner message was one of continued optimism after
more than a decade of benign economic conditions and low macroeconomic
volatility. The IME in its bilateral surveillance of the United States and the
United Kingdom, largely endorsed policies and financial practices that were
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seen as fostering rapid innovation and growth. The belief that financial mar-
kets were fundamentally sound and that large financial institutions could
weather any likely problem lessened the sense of urgency to address risks or
to worry about possible severe adverse outcomes. Surveillance also paid insuf-
ficient attention to risks of contagion or spillovers from a crisis in advanced
economies. Advanced economies were not included in the Vulnerability
Exercise launched after the Asian crisis, despite internal discussions and calls
to this effect from Board members and others.

Some of the risks that subsequently materialized were identified at differ-
ent times in the Global Financial Stability Report, but these were presented in
general terms, without an assessment of the scale of the problems, and were
undermined by the accompanying sanguine overall outlook. These risks were
not reflected in the World Economic Outlook or in the IMF’s public declara-
tions. The IMF did appropriately stress the urgency of addressing large global
current account imbalances that, in the IMF’s view, risked triggering a rapid
and sharp decline in the dollar that could set off a global recession. But the
IMF did not link these imbalances to the systemic risks building up in finan-
cial systems.

The IMF’s ability to detect important vulnerabilities and risks and alert the
membership was undermined by a complex interaction of factors, many of
which had been flagged before but had not been fully addressed. The IMF’s
ability to correctly identify the mounting risks was hindered by a high degree
of groupthink, intellectual capture, a general mindset that a major financial
crisis in large advanced economies was unlikely, and inadequate analytical
approaches. Weak internal governance, lack of incentives to work across units
and raise contrarian views, and a review process that did not “connect the
dots” or ensure follow-up also played an important role, while political con-
straints may have also had some impact.

The IMF has already taken steps to address some of these factors, but to
enhance the effectiveness of surveillance it is critical to clarify the roles and
responsibilities of the Board, management, and senior staff, and to establish
a clear accountability framework. Looking forward, the IMF needs to (i) cre-
ate an environment that encourages candor and considers dissenting views;
(ii) modify incentives to “speak truth to power;” (iii) better integrate macro-
economic and financial sector issues; (iv) overcome the silo mentality and
insular culture; and (v) deliver a clear, consistent message on the global
outlook and risks.

18. Research at the IMF: Relevance and
Utilization (2011)

This evaluation assesses research produced at the IMF between 1999 and
2008. It focuses on relevance and utilization, but also examines technical
quality and management. Research is defined broadly to capture most analyti-
cal publications of the IME ranging from surveillance-oriented output, for
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example, selected issues papers (SIPs) prepared for Article IV consultations
and the analytical chapters of the World Economic Outlook (WEO) and Global
Financial Stability Report (GFSR), to more academically-oriented output, for
example, working papers (WPs) and publications in external journals. These
outputs comprised a large body of research, about 650 publications annually,
at a cost of about 10 percent of the IMF budget.

The evaluation finds that IMF research was widely read, that it included a
large number of high-quality and very useful publications, and that it was
appreciated by country authorities and the research community. This was
particularly true for the WEO and GFSR, but also for many other publica-
tions. Nonetheless, several issues merit attention.

First, the relevance of research was often hampered by lack of early consul-
tation with country authorities on research themes and by lack of sufficient
country and institutional context. Also, authorities indicated that some
important issues, such as macro-financial linkages and aspects of monetary
policy, were not adequately covered. To strengthen relevance, the IMF should
conduct a periodic strategic review of the function and uses of its research
product lines to establish whether they should be strengthened, redesigned, or
discontinued. Consultation with authorities on research topics and discus-
sions of results should become standard practice. Increased and earlier interac-
tion with authorities as well as longer country assignments by mission mem-
bers would enhance the country and institutional context of research.

Second, the technical quality of IMF research publications was quite
diverse. The WEO, GFSR, and external publications were generally of high
quality. On the other hand, the quality of SIPs and WPs, which are not sub-
ject to a rigorous quality review, was lower and more variable. To enhance
quality, adequate time and resources should be allocated to each research
project, even if this leads to fewer publications. The review of research prod-
ucts should be strengthened to improve quality and to prevent the publication
of low-quality products.

Third, many authorities reported that IMF research was message-driven,
and many staff indicated that they often felt pressure to align their conclu-
sions with IMF views. To enhance their quality, reputation, and utilization,
working papers should reflect the results of technical analysis even if these are
not well aligned with messages in surveillance activities documents.

Finally, there is a need for greater prioritization and coordination of
research across the IME To this end, management should designate a senior
staff member, the Research Coordinator, to coordinate research activities
across the organization, including by setting standards for quality review pro-
cesses and publication policies, to promote greater openness, and to address
other weaknesses identified in this evaluation. The coordinator should pre-
pare an indicative medium-term research agenda, in consultation with mem-
ber countries and the Executive Board, and should report annually to them
on its implementation. This medium-term agenda should not be seen as
excluding research on other relevant issues.
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19. International Reserves: IMF Concerns and
Country Perspectives (2012)

This evaluation focuses on two aspects of the IMF’s concerns and advice
related to international reserves. First, it examines the origin, rationale, and
robustness of the IMF’s concerns about the effects of excessive reserve accu-
mulation on the stability of the international monetary system. Second, it
assesses the conceptual underpinnings and quality of the advice on reserve
adequacy in the context of bilateral surveillance.

In 2009, IMF management and some senior staff began to emphasize the
potential for large reserve accumulation to threaten the stability of the interna-
tional monetary system. The evaluation argues that the focus on reserve accu-
mulation as a risk for the international monetary system was not helpful in that
it stressed the symptom of problems rather than the underlying causes, and it
did not appear to be different from the longer-standing concerns about risks
from global imbalances. Many country officials also felt that the IMF should
have placed greater emphasis on other developments relating to the evolution
and stability of the international monetary system—in particular the causes and
consequences of fluctuations of global liquidity and international capital
flows—that they considered to be of more pressing concern than reserves.

The evaluation found a broadly held view that management’s emphasis on
excessive reserve accumulation was a response to frustration among some
member countries with the IMF’s inability to achieve exchange rate adjust-
ments in Asian countries with persistently large current account surpluses.

In parallel with the aforementioned concerns about excessive reserve accu-
mulation, IMF staff developed a new indicator to assess reserve adequacy in
emerging market economies. The new indicator defined upper and lower
bounds for precautionary reserves. A number of country officials became wor-
ried that its use would engender pressures on countries to reduce their reserves
at a time of heightened uncertainty in the global economy.

With respect to reserve adequacy assessments in the context of bilateral
surveillance, the evaluation centered on a sample of 43 economies that had
accumulated the bulk of global reserves during the 2000-11 period. The
country sample reflects the evaluation’s focus on the possible implications of
excess reserves. The evaluation concludes that the IMF’s assessments and dis-
cussions of international reserves were often pro forma, emphasizing a few
traditional indicators and insufficiently incorporating country-specific cir-
cumstances. It also identifies cases where the Fund’s analysis and advice could
have been improved, notably by embedding the assessment of reserve adequa-
cy in a broader analysis of countries’ internal and external stability.

The evaluation recommends that:

* Policy initiatives should target distortions and their causes rather than
symptoms such as excessive reserves;

¢ Discussion of reserve accumulation in the multilateral context should be
embedded in a comprehensive treatment of threats to global financial
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stability, one that is informed by developments in global liquidity and
financial markets;

* Policy initiatives that are meant to deal with systemic externalities must
take into account the relative size of countries contributions to the
externality;

* Reserve adequacy indicators should be applied flexibly and reflect

country-specific circumstances; and

* The muldiple trade-offs involved in decisions on reserve accumulation
and reserve adequacy at the country level need to be recognized, and
advice on reserves should be integrated with advice in related policy
areas. Advice should not be directed only to emerging markets but, when
necessary, take into account the concerns in advanced economies that
have arisen since the financial crisis.

20. The Role of the IMF as Trusted Advisor (2013)

The IMF carries out its mandate to foster macroeconomic stability and
thereby facilitate prosperity by promoting the adoption of sound policies and
international cooperation. Ultimately, the means to achieve these goals is to
have Fund policy advice translated into concrete action. Key to achieving
such traction is the relationship between Fund staff and member country
authorities, together with the quality of the advice and members’ confidence
in it. That is, the Fund needs to be seen as a trusted advisor.

This evaluation examines in what circumstances the Fund is viewed as a
trusted advisor to its member countries. It uses evidence gathered since 2005,
but emphasizes the period since the onset of the global crisis in 2007-08.
Because the concept of trusted advisor is “in the eyes of the beholder,” the
evaluation derives the main attributes from country authorities themselves.

The degree to which the Fund is viewed as a trusted advisor is found to
differ by region and country type, with authorities in Asia, Latin America,
and large emerging markets the most skeptical, and those in large advanced
countries the most indifferent. But in the aftermath of the global crisis, the
Fund’s image has improved markedly, and the Fund is now viewed as more
flexible and responsive than in the past. The evaluation explores how the IMF
can sustain this more positive image when the crisis abates, while recognizing
that tensions will always exist between the Fund’s roles as a watchdog of the
global and individual economies and as a trusted advisor to member
countries.

The evaluation’s recommendations aim to address some long-standing
problems that undermine trust in the Fund and other key challenges identi-
fied by this evaluation. Among these:

¢ To enhance the value and relevance of the Fund’s advice, Article IV mis-
sion teams should consult early with country authorities on their key
areas of interest; share with them the major policy issues, macroeconomic
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framework, and preliminary policy lines prior to the mission; and work
closely with them on a country-specific outreach strategy. The Fund
should reduce unwarranted disclosure concerns, so Fund staff can act as
a sounding board for authorities.

* To strengthen the continuity of the relationship between Fund staff and
members, the staff, in consultation with country authorities, should
develop a country-specific medium-term strategic plan and promote an
ongoing dialogue and close working relationship with Executive
Directors. The Fund should develop incentives for staff that make their
role as trusted advisors an important part of their performance.

* To help address concerns about lack of evenhandedness, the Fund
should incorporate early and openly the views of all countries during the
preparation of its major policy papers and implement its transparency
policy in a consistent and fair manner.

* The Fund’s recent reform efforts and initiatives, spurred in part by the
global crisis, provide an opportunity for the institution to address some of
the findings identified by this evaluation. But to ensure that these reforms
truly take root in the culture of the institution will require close monitor-
ing and accountability by all IMF stakeholders over an extended period.

21. IMF Forecasts: Process, Quality, and Country
Perspectives (2014)

Macroeconomic forecasts are important inputs into IMF bilateral and multi-
lateral surveillance. They form the basis of the analysis and advice contained
in Article IV consultations and of the Fund’s view of the outlook for the world
economy, as presented in the flagship publications: the World Economic
Outlook (WEQ), the Global Financial Stability Report (GFSR), and the Fiscal
Monitor. The IMF also uses macroeconomic forecasts extensively in other
contexts, such as debt sustainability analysis, spillover reports, pilot external
balance assessments, and negotiations of IMF-supported adjustment pro-
grams, and as the baseline for constructing scenarios and risk assessments for
the global economy.

For member country officials to have confidence in the IMF’s analysis and
advice, the underlying forecasts must be viewed as sound, evenhanded, and of
high quality.

This evaluation assesses these aspects of IMF forecasts. Though the fore-
casting process at the IMF has evolved significantly in the past five years, the
assessment deals with current practice. It finds that:

* The processes and methods used to generate short-term forecasts for
Article IV consultations and the WEO are well structured and, in gen-
eral, appropriately tailored to country-specific characteristics. By and
large, country officials have confidence in their integrity. Some officials
believe the forecasting process lacks transparency, however—which is
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consistent with the evaluation team having to spend considerable time
and effort to determine exactly how it is structured.

* Averaged over all member countries and over the period 1990-2011,
WEO short-term and medium-term forecasts overpredicted GDP
growth and underpredicted inflation. Measured biases in IMF forecasts
are highly dependent on the chosen sample period, however. In particu-
lar, significant overpredictions of GDP growth tended to occur during
regional or global recessions, as well as during crises in individual coun-
tries. Except for these episodes, the forecasts did not show substantial
positive or negative biases.

* The accuracy of IMF short-term forecasts was comparable to that of
private sector forecasts. This was the case for normal periods as well as
for recessions and crises, and for advanced as well as emerging
economies.

e Short-term forecasts of GDP growth and inflation made in the context
of IMF-supported programs were unbiased in the majority of cases.
However, they tended to be optimistic in high-profile cases characterized
by exceptional access to IMF resources; these cases represented over 80
percent of the dollar amount of IMF resources disbursed. At the first
program review (normally about three months into the program), fore-
cast biases were typically reduced or reversed.

* The IMF has procedures in place to learn from past forecast performance,
but these procedures are not always utilized to their full potential.

* Changes in the world economy call for continuous adapration of the
forecasting process and learning by individual forecasters. The evalua-
tion identifies areas where action can be taken to enhance the credibility
of the forecasting process and to ensure that high quality is maintained.
The recommendations of the evaluation fall into three broad categories.

The IMF should:

o Promote a culture of learning from past forecast performance by intro-
ducing a more structured process for implementing and disseminating
the recommendations of commissioned studies of forecast performance,
and by ensuring that the accumulated knowledge and experience in the
institution is effectively incorporated into the forecasting process.

o Ensure that best practice is followed by providing appropriate guidance to
desk economists in forecasting for both the short- and medium term.
Attention should focus on how forecast methods should be adapted to
economies with different structural features and data availability. The
IMF should monitor the consistency of medium-term forecasts across
the institution as it does now for the short-term outlook.

o Enhance transparency by describing the forecasting process in an
accessible form, and by making historical forecasts more easily
accessible.
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22, Recurring Issues from a Decade of Evaluation:
Lessons for the IMF (2014)

This evaluation seeks to help the IMF enhance its effectiveness by identifying
major recurring issues from the IEO’s first 20 evaluations and assessing where
they stand. These issues have affected the IMF’s performance in all of its core
areas of responsibility: surveillance, lending, and capacity development. Their
recurrence in different contexts in multiple IEO evaluations suggests that they
are intrinsic to the nature of the institution, with deep roots in its culture,
policies, and governance arrangements.

The evaluation has been prepared in response to the 2013 External
Evaluation of the IEO, which proposed that the IEO prepare a review of
“generic and substantive issues” that are not “encapsulated in specific recom-
mendations” but deserve monitoring. The External Evaluation made this
proposal as a way to strengthen the follow-up process for Board-endorsed
IEO recommendations, which in its authors’ view had become a “box-ticking”
exercise that tended to dilute their substance (Ocampo and others, 2013,
pp- 23-24, 26). This report aims to contribute to strengthening the follow-up
process by focusing on key issues that have recurred in IEO evaluations,
rather than on specific reccommendations and their implementation.

The present evaluation focuses on recurring issues in the following five
areas:

* Executive Board guidance and oversight;
* Organizational silos;

* Attention to risks and uncertainty;

* Country and institutional context; and
¢ Evenhandedness.

The evaluation finds that though the Board and management have taken
actions to address each of the five sets of issues, challenges remain in each, and
are likely to persist. To varying degrees, these challenges all emanate from the
IMF’s character as a multilateral institution with multiple objectives and a
complex governance structure. Despite their difficulty, efforts to address these
issues are important for enhancing the IMFs effectiveness and credibility.
More can and should be done, especially in terms of broad-based, strategic
responses.

Issues for Board consideration

The recurring issues identified by the evaluation in five areas—(i) Executive
Board guidance and oversight, (ii) organizational silos, (iii) attention to risks
and uncertainty, (iv) country and institutional context, and (v) evenhandedness—
are to varying degrees inherent to the nature of the IMF and are thus likely
to present ongoing challenges for the institution. This raises the question of
how best to address them, going forward, in view of the IMF’s overall insti-
tutional priorities and resource constraints. Despite their long-term nature,
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the IMF should try to mitigate their adverse impact while keeping these issues
at the forefront of its agenda.

This evaluation, given its nature as a stock-taking exercise and in keeping
with the suggestion of the 2013 External Evaluation of the IEO, does not
propose specific recommendations on how to address the five sets of issues
reviewed in the report. Nonetheless, after preparing this evaluation, the IEO
believes that a framework of reviewing and monitoring recurring issues would
be useful in establishing incentives for progress, strengthening the Board’s
oversight, and providing learning opportunities for the IME

In light of this conclusion, the IEO recommends that the following reports
be prepared for the Board periodically:

* An IEO report, similar to this one, identifying and reviewing important
issues that have recurred in its evaluations. This could be done every five
years.

* A status report, prepared by staff, to monitor the progress the IMF has
made in addressing recurring issues, focusing on the big picture racher
than on the implementation of specific IEO recommendations that will
continue to be monitored via the Periodic Monitoring Report. The first
staff report could be prepared within two years, followed by similar
reports every five years thereafter.

23. IMF Response to the Financial and Economic
Crisis (2014)

The IMF played an important role within the global response to the crisis. It
reformed its lending toolkit and ramped up nonconcessional lending, from
almost nil to about $400 billion in 2008-13. IMF-supported programs
reflected many lessons from past crises and helped member countries cope
with the crisis. The increased lending was enabled by a resource mobilization
effort that quadrupled the IMF’s resources to about $1 trillion by 2013. But
the agreed doubling of quotas has not become effective, leaving the IMF
dependent on borrowing arrangements for more than two-thirds of its total
credit capacity.

The IMF’s record in surveillance was mixed. Its calls for global fiscal stimu-
lus in 2008—09 were timely and influential, but its endorsement in 2010-11
of a shift to consolidation in some of the largest advanced economies was
premature. At the same time, the IMF appropriately recommended monetary
expansion in these countries if needed to maintain the recovery. However, this
policy mix was less than fully effective in promoting recovery and exacerbated
adverse spillovers. As time progressed and the growth outlook worsened, the
IMF showed flexibility in reconsidering its fiscal policy advice and called for
a more moderate pace of fiscal consolidation.

The IMF launched many initiatives to strengthen macro and financial sec-
tor surveillance, and expanded its tools and processes to identify and warn
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about risks and vulnerabilities. Authorities interviewed for this evaluation
were largely supportive of these efforts, but they indicated that the number of
such initiatives has grown beyond their capacity to absorb the results.
Moreover, they highlighted that they would have appreciated earlier and
clearer warnings regarding recent critical risks. There are also questions on
whether IMF surveillance is currently well placed to detect emerging financial
sector vulnerabilities in systemic financial centers in time to warn authorities
and the membership at large.

The IMF collaborated with other organizations in important initiatives
including the G20 Mutual Assessment Process and the Financial Stability
Board. These collaborations were largely effective in addressing aspects of the
crisis and also enhanced the traction of IMF advice. Looking forward, to pro-
tect the institution’s independence and to ensure uniform treatment of the
entire membership, the IMF should develop guidelines for structuring such
collaboration arrangements that clarify the parties’ roles and accountabilities.

Two reforms would enhance the IMF’s ability to warn about emerging
systemic risks. First, the IMF needs to consolidate the initiatives aimed at
identifying risks and vulnerabilities, and it should better disseminate their
findings to authorities. Second, it should focus its financial sector surveillance
on the five to seven truly systemic financial centers. For these centers, a
Financial Sector Stability Assessment should be updated annually in conjunc-
tion with the Article IV consultation.

To be better positioned to respond to the next crisis, the IMF should aim
to have resources in place in advance of a need arising, relying primarily on
member quotas to reduce uncertainty and to strengthen its legitimacy.

24, Self-Evaluation at the IMF: An IEO
Assessment (2015)

This evaluation assessed the self-evaluation conducted by the IMF to learn
from experience and improve the quality and effectiveness of its work. It
found that considerable self-evaluation takes place at the IMF; that many
IMF self-evaluation activities and reports were of high technical quality;
and that self-evaluation informed reforms in policies and operations. Yet,
there are gaps in coverage, weaknesses in quality, and shortcomings in the
dissemination of lessons, in part because of the absence of an explicit, con-
scious, institution-wide approach to this work. Further, decisions taken in
April 2015 as part of a cost-cutting exercise risk further weakening
self-evaluation.

The IMF does not have an institution-wide framework or overall policy to
establish what needs to be evaluated and how, who is responsible, and how to
follow up. This may explain how recent decisions to reduce self-evaluation
activities were taken without serious consideration of their impact on learning
and accountability. Therefore, the IEO recommends that the IMF adopt an
overall policy for self-evaluation, setting its goals, scope, key outputs, expected
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utilization, and follow up. Such policy should be general to allow practices to
evolve with the operational environment.

Assessments of programs for countries with longer-term program engage-
ment (EPAs) and exceptional access programs (EPEs) mostly fulfilled their
roles of taking stock of IMF-supported programs and generating country-
specific lessons. These lessons were often incorporated in subsequent pro-
grams. However, there was no requirement to evaluate other types of pro-
grams. This gap may now widen, following a decision to discontinue EPAs.
The IEO recommends that the IMF should conduct self-assessments for every
IMF-supported program. The scope and format of these assessments could
vary across programs, but all of them should include the views of the authori-
ties of the borrowing country.

Self-evaluation of policies and other institution-wide issues was an element
of many reviews aimed at policy development. However, the evaluative analy-
sis of staff practices and institutional performance was often overshadowed by
the discussion of proposed reforms.

The IEO recommends that each policy and thematic review explicitly set
out a plan for how the policies and operations it covers will be self-evaluated
going forward. Management should also ensure continued self-evaluation of
policies and practices—even if policy reviews become less frequent—to pro-
mote ongoing learning and improvement and to help signal when broader
policy reviews may be needed.

Self-evaluation activities were weak in distilling lessons on staff practices
and more generally in disseminating lessons in a way that promotes learning.
To address these concerns, management should develop products and activi-
ties aimed at distilling and disseminating evaluative findings and lessons in
ways that highlight their relevance for staff work and that facilitate learning.

25. Behind the Scenes with Data at the IMF:
An IEO Evaluation (2016)

In the 70 years since the IMF’s founding, the global economy and the IMF’s
role have evolved markedly. So too has the IMF’s need for data, but what has
not changed is the fundamental role that data play in supporting the IMF in
its efforts to foster global economic and financial stability. This evaluation
examines whether the IMF has effectively leveraged this important asset.

In general, the IMF has been able to rely on a large amount of data of accept-
able quality. Data provision from member countries has improved markedly
over time, allowing the institution, to a large extent, to keep abreast of the
growing complexity and interconnectedness of the world economy. Nonetheless,
problems with data or data practices have, at times, adversely affected the IMF’s
surveillance and lending activities. In the aftermath of crises, data have often
been put at the forefront, prompting important changes in global initiatives and
in the Fund’s approach to data. Yet, once these crises subside, data issues are
usually viewed as mere support activities to the Fund’s strategic operations.
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The roots of data problems are diverse, ranging from problems due to
member countries’ capacity constraints or reluctance to share sensitive data to
internal issues such as lack of appropriate staff incentives, institutional rigidi-
ties, and long-standing work practices. While most of these problems have
been recognized for decades, they have recently been cast in a different light
by the proliferation of data sources and rapid technological change and, in
particular, by the surge in demand for multilateral and financial surveillance
and cross-country analysis. These latter activities require data with greater
comparability and granularity.

Tackling these data problems would better enable the Fund to deliver on
this evolving and more challenging role. Efforts are under way in this regard
(e.g., a new data management governance structure, initiatives to fill data gaps
revealed by the global crisis), but these efforts are, as previous attempts, piece-
meal without a clear comprehensive strategy which recognizes data as an
institutional strategic asset, not just a consumption good for economists. The
current conjuncture may provide an opportunity for greater progress.

The evaluation thus recommends, that the IME first and foremost
(i) develop a long-term strategy for data and statistics at the Fund that goes
well beyond just data management. This is followed by four recommendations—
on some key elements of the overarching strategy—aimed at addressing the
most salient problems: (ii) define and prioritize the IMF’s data needs and sup-
port data provision by member countries accordingly; (iii) reconsider the role
and mandate of the IMF’s Statistics Department; (iv) re-examine the staff’s
structure of incentives in the area of data management; and (v) make clear the
limits of IMF responsibility regarding the quality of the data it disseminates,
and the distinction between “IMF data” and “official data.”

26.The IMF and Crises in Greece, Ireland,
and Portugal (2016)

A series of crises hit several euro area countries from 2010 to 2013. The crises,
coming so soon after the global financial and economic crisis of 2007-08, and
occurring in a common currency area comprising advanced and highly inte-
grated economies, posed extraordinary challenges to European and world
policymakers. This evaluation assesses the IMF’s engagement with the euro
area during these crises in order to draw lessons and to enhance transparency.
In particular, of the five financing arrangements the IMF concluded with four
euro area members, this evaluation covers the 2010 Stand-By Arrangement
with Greece, the 2010 Extended Arrangement with Ireland, and the 2011
Extended Arrangement with Portugal.

Surveillance

The IMF’s pre-crisis surveillance mostly identified the right issues but did not
foresee the magnitude of the risks that would later become paramount. The
IMF’s surveillance of the euro area financial regulatory architecture was
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generally of high quality, but staff, along with most other experts, missed the
buildup of banking system risks in some countries. In general, the IMF shared
the widely-held “Europe is different” mindset that encouraged the view that
large imbalances in national current accounts were little cause for concern and
that sudden stops could not happen within the euro area. Following the onset
of the crisis, however, IMF surveillance successfully identified many unad-
dressed vulnerabilities, pushed for aggressive bank stress testing and recapital-
ization, and called for the formation of a banking union.

Decision making

In May 2010, the IMF Executive Board approved a decision to provide excep-
tional access financing to Greece without secking preemptive debt restructur-
ing, even though its sovereign debt was not deemed sustainable with a high
probability. The risk of contagion was an important consideration in coming
to this decision. The IMF’s policy on exceptional access to Fund resources,
which mandates early Board involvement, was followed only in a perfunctory
manner. The 2002 framework for exceptional access was modified to allow
exceptional access financing to go forward, but the modification process
departed from the IMF’s usual deliberative process whereby decisions of such
import receive careful review. Early and active Board involvement might or
might not have led to a different decision, but it would have enhanced the
legitimacy of any decision.

Working with European partners

The IMF, having considered the possibility of lending to a euro area member
as unlikely, had never articulated how best it could design a program with a
euro area country, including conditionality on policies under the control of
regional institutions. In the circumstances of these programs, where there
was more than one conditional lender, the troika arrangement (in which the
Fund worked with the European Commission and the European Central
Bank) proved to be an efficient mechanism in most instances for conducting
program discussions with national authorities, but the IMF lost its charac-
teristic agility as a crisis manager. And because the European Commission
negotiated on behalf of the Eurogroup, the troika arrangement potentially
subjected IMF staff’s technical judgments to political pressure from an
carly stage.

Program design and implementation

The IME-supported programs in Greece and Portugal incorporated overly
optimistic growth projections. More realistic projections would have made
clear the likely impact of fiscal consolidation on growth and debt dynamics,
and allowed the authorities to prepare accordingly or persuaded European
partners to consider additional—and more concessional—financing while
preserving the IMF’s credibility as an independent, technocratic institution.
Lessons from past crises were not always applied, for example when the IMF
underestimated the likely negative response of private creditors to a high-risk
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program. The IMF’s performance was uneven although there were instances
where IMF staff shone technically and many officials have expressed a positive
assessment of the Fund’s overall contribution.

Accountability and transparency

The IMF’s handling of the euro area crisis raised issues of accountability and
transparency, which helped create the perception that the IMF treated Europe
differently. Conducting this evaluation proved challenging. Some documents
on sensitive issues were prepared outside the regular, established channels; the
IEO faced a lack of clarity in its terms of reference on what it could or could
not evaluate; and there was no clear protocol on the modality of interactions
between the IEO and IMF staff. The IMF did not complete internal reviews
involving euro area programs on time, as mandated, which led to missed
opportunities to draw timely lessons.

Recommendations

The evaluation offers five key recommendations. First, the Executive Board
and management should develop procedures to minimize the room for politi-
cal intervention in the IMF’s technical analysis. Second, the Executive Board
and management should strengthen the existing processes to ensure that
agreed policies are followed and that they are not changed without careful
deliberation. Third, the IMF should clarify how guidelines on program design
apply to currency union members. Fourth, the IMF should establish a policy
on cooperation with regional financing arrangements. Fifth, the Executive
Board and management should reaffirm their commitment to accountability
and transparency and the role of independent evaluation in fostering good
governance.



ANNEX 3

External Evaluations of the IEO:
Terms of Reference

External Evaluation of the Fund’s Independent
Evaluation Office (IEO) Terms of Reference

September 14, 2005

1. Purpose of the Evaluation

As foreseen in the terms of reference of the Independent Evaluation Office, the
Executive Board has decided to initiate an external evaluation of the IEO. The
purpose of the evaluation is to assess the effectiveness of the IEO and to con-
sider possible improvements to its structure, mandate, operational modalities,
and terms of reference. The main points of reference for the assessment are the
IEO’s goals, as set out in its terms of reference, namely 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 its
membership;

* support the Executive Board’s institutional governance and oversight
responsibilities.

2. Focus of the Evaluation

In assessing the IEO’s goals as set out in Section 1, the evaluators are requested
to give particular attention to the following topics:

0]

(i)

Independence of the IEO. The actual and perceived independence of
the IEO is a key element for its successful operation. Has the frame-
work defining the relationships between the IEO, management, and
the Executive Board ensured its independence? Has the staffing of the
office (internally and externally recruited personnel) and of the evalu-
ation teams (full- time IEO personnel and external consultants) con-
tributed to its independence? How independent are IEO evaluations
perceived inside and outside the Fund?

Topics for evaluation. The IEO terms of reference contains only very
broad guidelines regarding the choice of evaluation topics. Has the
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choice of topics been appropriate in view of the IEO’s goals, as set out
in Section 1, and the Fund’s institutional needs? How has the broad-
based consultation process worked in defining evaluation topics? Has
the guideline regarding the avoidance of interfering with operational
activities or attempting to micromanage the institution been effective?
Is there an appropriate division of labor between the IEO, the Office
of Internal Audit, and the self-evaluation efforts? Should the IEO’s role
in assessing the Fund’s organizational structure and internal processes
be strengthened?

(i) Conduct of evaluation. Providing the opportunity for different parties
to comment on the evaluation before its finalization while ensuring its
independence constitutes a difficult trade-off. How have these issues
been dealt with?

(iii) Evaluation results. The effectiveness of independent evaluations
hinges on the quality of the reports and the relevance and usefulness
of their recommendations. How do target audiences (both internal
and external) perceive the overall quality of IEO reports? Were the
recommendations generally perceived as useful by staff, manage-
ment, the Board, and external audiences? Was an appropriate balance
achieved between generality and specificity of the recommendations?
Are follow-up procedures sufficient to ensure effective implementa-
tion of approved recommendations? Should the IEO’s role in moni-
toring follow-up be strengthened? Is the current number of evalua-
tions appropriate in terms of the Fund’s ability to react effectively to
the recommendations? Have the IEO’s dissemination and outreach
activities within and outside the Fund been appropriate and
effective?

3. Evaluators

The evaluation will be carried out by Ms. Karin Lissakers (Chairperson),
Mr. Ishrat Husain and Ms. Ngaire Woods. They shall conduct their work
freely and objectively and shall render impartial judgment and make recom-
mendations to the best of their professional abilities. As noted in the IEO’s
terms of reference, an important element of the evaluation would be the solici-
tation of input from a broad range of stakeholders, both from the official as
well as the nongovernmental community.

4. Access to Confidential Information and Protection
of Confidentiality

The evaluators shall have unrestricted access to interview staff, manage-
ment, and Executive Board members, as well as to access all relevant Fund
and IEO documents, minutes, and internal staff memoranda needed to
carry out their task.
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The evaluators undertake not to disclose, deliver, or use for personal gain
or for the benefit of any person or entity without the consent of the Fund, any
restricted or confidential information in possession of the Fund that they
receive in the course of the evaluation. The Chairman of the Evaluation
Committee will request an appropriate officer of the Fund to review the draft
evaluation report with the purpose of pointing out to the evaluators any inad-
vertent disclosure of restricted or confidential information.

The evaluators are free to request information from country authorities and
other sources outside the Fund as they deem appropriate.

5. Evaluation Report: Publication, Executive
Board Consideration, and Comments

The Fund reserves the exclusive right to publish the report, and the evaluators
undertake not to publish any part of the report separately. The staff, manage-
ment, the Executive Board, and the IEO will have the opportunity to respond
to relevant parts of the evaluation report in draft form, as well as in final form.
Evaluators are free to take account of any comments on the draft evaluation
report.

Comments on the final evaluation report shall be considered part of the
official record. There is a strong presumption that the Executive Board will
decide to publish the evaluation report, any comments thereon, as well as the
conclusions of the Executive Board consideration of the report.

6. Resources and Timing

The budget for the external evaluation of the IEO is expected to be
US$175,000 (excluding any administrative support from Executive Directors
or Fund/IEO staff that might be requested by the evaluators). Within this
total, and in consultation with the Chairman of the Evaluation Committee,
the evaluators may arrange for research assistant support. The Fund will pro-
vide administrative support for the external evaluation.

The evaluators shall be provided with a letter of engagement, setting forth
the terms and conditions approved by the Chairman of the Evaluation
Committee. The “Terms of Reference of the External Evaluation of the
Independent Evaluation Office,” dated September 14, 2005, shall be attached
to the letter and acceptance of the engagement by the evaluators shall also
mean acceptance of the “Terms of Reference.” The engagement will expire
with delivery of the evaluation report and its consideration by the Executive
Board, or if the Executive Board determines that the engagement should be
terminated for any reason.

Evaluators will begin work in September 2005; completion of the evalu-
ation report is expected for January 2006. The evaluators will keep the
Chairman of the Evaluation Committee informed of the progress of the
work.
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External Evaluation of the Fund’s Independent
Evaluation Office (IEO) Terms of Reference

May 9, 2012

1. Purpose of the Evaluation

As foreseen in the terms of reference of the Independent Evaluation Office,
the Executive Board has decided to initiate a second external evaluation of
the IEO. The first external evaluation was concluded in April 2006, and in the
resulting summing up Executive Directors considered it appropriate to con-
duct another external evaluation in five years.

The purpose of the evaluation is to assess the effectiveness of the IEO and
to consider possible improvements to its structure, mandate, operational
modalities, and terms of reference.

2. Focus of the 2012 Evaluation

The central objective for the upcoming evaluation will be to assess how successfully
the IEO has met its goals 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 oversight responsibilities.

Without limiting the choices of the evaluation team within this broad
contour, the external evaluation could assess the IEO’s effectiveness along
several dimensions, including: (i) the appropriateness of evaluation topics;
(i) the independence of the IEO; (iii) the cost-effectiveness of the IEO and
its operations; and (iv) the appropriateness and adequacy of the evaluation
process including, but not limited to, how IEO recommendations are
endorsed by the Board and implemented.

3. Evaluators

The evaluation will be carried out by José Antonio Ocampo (Chairperson),
Stephen Pickford, and Cyrus Rustomjee. They shall conduct their work freely
and objectively and shall render impartial judgment and make recommenda-
tions to the best of their professional abilities. As noted in the IEO’s terms of
reference, an important element of the external evaluation would be the
solicitation of input from a broad range of stakeholders, both from the official
as well as the nongovernmental community.

4. Access to Confidential Information and Protection
of Confidentiality

The evaluators will have unrestricted access to interview staff, management,
and Executive Board members, as well as to access all relevant Fund and
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IEO documents, minutes, and internal staff memoranda needed to carry
out their task.

The evaluators undertake not to disclose, deliver, or use for personal gain
or for the benefit of any person or entity without the consent of the Fund,
any restricted or confidential information in possession of the Fund that they
receive in the course of the evaluation. The Chairman of the Evaluation
Committee may request an appropriate officer of the Fund to review the draft
evaluation report with the purpose of pointing out to the evaluators any inad-
vertent disclosure of restricted or confidential information.

The evaluators are free to request information from country authorities
and other sources outside the Fund as they deem appropriate.

5. Evaluation Report: Publication, Executive Board
Consideration, and Comments

The Fund reserves the exclusive right to publish the report, and the evaluators
undertake not to publish any part of the report separately. The staff, management,
the Executive Board, and the IEO will have the opportunity to respond to rele-
vant parts of the evaluation report in draft form, as well as in final form. Evaluators
are free to take account of any comments on the draft evaluation report.

Comments on the final evaluation report will be considered part of the
official record. There is a strong presumption that the Executive Board will
decide to publish the evaluation report, any comments thereon, as well as the
conclusions of the Executive Board consideration of the report.

6. Resources and Timing

The budget for the external evaluation of the IEO is expected to be $215,000
(excluding any administrative support from Executive Directors or Fund/IEO
staff that may be requested by the evaluators). The budget will cover the costs
of the evaluation, including honoraria and travel costs. Within this total, and
in consultation with the Chairman of the Evaluation Committee, the evalua-
tors may arrange for research assistant support. The Fund will provide admin-
istrative support for the external evaluation.

The evaluators shall be provided with a letter of engagement, setting forth
the terms and conditions approved by the Chairman of the Evaluation
Committee. The “Terms of Reference of the External Evaluation of the
Independent Evaluation Office,” dated May 15 2012 shall be attached to the
letter and acceptance of the engagement by the evaluators shall also mean
acceptance of the “Terms of Reference.” The engagement will expire with
delivery of the evaluation report and its consideration by the Executive Board,
or if the Executive Board determines that the engagement should be termi-
nated for any reason.

Evaluators will begin work in May 2012; completion of the evaluation
report is expected for December 2012. The evaluators will keep the Chairman
of the Evaluation Committee informed of the progress of the work.
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ANNEX 4

Public Information Notices:
IMF Executive Board Discusses
External Evaluations of the IEO

IMF Executive Board Discusses External Evaluation
of the Independent Evaluation Office

Public Information Notice (PIN) No. 06/67
June 15, 2006

On April 26, 2006, the Executive Board of the International Monetary Fund
(IMF) discussed an External Evaluation of the Independent Evaluation Office
(IEO).

Background

The IEO provides objective and independent evaluation on issues related to
the IME It operates independently of IMF management and at arm’s length
from the IMF’s Executive Board. The goals of the IEO are to:

* serve as a means to enhance the learning culture within the Fund;
o strengthen the Fund’s external credibility;

* promote greater understanding of the work of the Fund throughout its
membership;

e support the Executive Board’s institutional governance and oversight
responsibilities.

An external evaluation of the IEO was foreseen in the terms of reference of
the Independent Evaluation Office (IEO). The purpose of the evaluation was
to assess the effectiveness of the IEO and to consider possible improvements
to its structure, mandate, operational modalities, or terms of reference.

The independent team of experts reviewing the IEO was led by Karin
Lissakers, former U.S. Executive Director to the IMF and currently chief
advisor to George Soros on globalization issues; Ishrat Husain, Governor of
the Central Bank of Pakistan from 1999-2005; and Ngaire Woods, Director
of the Global Economic Governance Program at Oxford University.

Executive Board Assessment

Executive Directors welcomed the opportunity to assess the effectiveness of
the IEO’s operations since its creation five years ago, based on a concise and
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frank report prepared by an External Evaluation Panel. They thanked the
Panel for its valuable efforts, and agreed with its main conclusion that the
IEO has served the IMF well and has earned strong support for its work
across a broad range of stakeholders. They also agreed that the IMF continues
to need an independent evaluation office to contribute to the institution’s
learning culture and facilitate oversight and governance by the Executive
Board. In this connection, Directors welcomed the Panel’s observation that
the individuals it has interviewed inside and outside the Fund are overwhelm-
ingly of the view that the IEO has acted independently. At the same time,
Directors noted the weaknesses highlighted in the report, and welcomed its
analysis and recommendations for further strengthening the IEO’s effective-
ness. In particular, Directors concurred that, going forward, a more focused
and strategic orientation, together with strong support from the Board and
management, will help ensure the IEO’s continued usefulness and relevance.

Directors agreed with the Panel that IEO evaluations complement internal
reviews by exploiting the IEO’s independence in conveying messages. In this
context, they generally saw scope for a better sequencing of IEO and internal
reviews, which would help reduce the potential for duplication—while recog-
nizing that some overlap is inevitable.

Directors agreed that the choice of topics for IEO evaluations is critical,
and that evaluations should focus on the Fund’s core activities. Given resource
constraints, Directors considered it important that the IEO make a compel-
ling case for the topics selected. They also agreed that the IEO should con-
tinue to have maximum freedom in choosing evaluation topics. At the same
time, Directors reaffirmed the appropriateness of the current limitation in the
IEO’s Terms of Reference that the IEO should avoid interfering with opera-
tional activities, including programs, or attempting to micro-manage the
institution. In this context, most Directors considered that the IEO should
continue to evaluate country cases selectively, refraining from evaluations of
ongoing Fund-supported programs, but it could review a member’s previous
Fund-supported program after a reasonable interval. To allow for more in-
depth and substantive treatment of the selected topics, a number of Directors
also suggested that the IEO consider the option of reducing the number of
evaluations undertaken each year. Directors were open to the suggestion to
consider sharpening the IEO’s terms of reference. Most Directors did not
support the Panel’s recommendation to transfer the responsibility for con-
ducting ex post assessments from staff to the IEO.

Directors generally supported the recommendations aimed at improving
the IEO’s effectiveness in fulfilling its mandate, and most considered that
their implementation should be carried out within existing budgetary
resources. To maintain the high quality of the IEO reports, Directors called
for shorter reports, with more focused assessments and recommendations. In
this context, most Directors observed that the IEO does not need to prepare
cost assessments of its recommendations, unlike proposals in staff papers that
are expected to be costed. Such cost assessments can be undertaken later
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by staff. To enhance the usefulness of IEO evaluations, many Directors
emphasized that IEO reports should look beyond process to substance,
including judgments on the theoretical foundations and analytical frame-
works underlying the Fund’s advice.

Directors discussed extensively the feedback process for draft IEO evaluation
reports as described in the Panel’s report, and its implications for the IEO’s
independence, both actual and perceived. They agreed that best practice
requires the IEO to solicit comments from staff, management, and other players
on its draft reports but, at the same time, to exercise its independent judgment
and responsibility on whether to take these comments on board. Thus, any
changes introduced by the IEO in the feedback process would be expected to
be based on the exercise of best judgment by the IEO, rather than constituting
evidence of accommodating management or staff sensitivities. In this connec-
tion, Directors welcomed the communication sent by the former Director of
the IEO stating for the record that at no time was he subjected to any pressure
from management to tone down the IEO’s criticism in the Argentina report, or
any other report. A few Directors suggested that the practices for submitting the
IEO’s draft reports to management and staff for comment should be reviewed.

With regard to the attribution of responsibility for the missteps leading up
to Argentina’s currency collapse, Directors noted that the major findings sec-
tion of the IEO report on Argentina had clearly conveyed a balanced message
about the respective responsibility of both the IMF and the Argentine author-
ities. For this reason, most Directors did not share the Panel’s view that the
relevant paragraph of the IEO report had focused on misjudgments by the
Argentine authorities. Indeed, the assessment of respective responsibility is
also consistent with the conclusion reached by the Executive Board at its
discussion of the IEO evaluation on Argentina in July 2004. Moreover,
Directors recalled clearly that official and public perceptions of the thrust of
the IEO’s conclusions, both at the time of their publication and subsequently,
had been critical of IMF missteps. A few Directors would have welcomed
more information to substantiate the Panel’s view.

Directors underscored that safeguarding the IEO’s independence also
requires full access to information for IEO staff. They supported the recom-
mendation to review the existing guidelines for sharing of information with
the IEO by management, staff, and Executive Directors. Directors recog-
nized, however, that IEO independence and access to information need to be
nurtured by a sense of shared goals and a relationship of mutual trust. In this
context, Directors welcomed the former IEO Director’s assurance that the
IEO had received all requested documents.

While recognizing that IEO reports often contain important findings and
lessons that require further careful consideration, Directors stressed the
importance of prompt discussion by the Executive Board of IEO evaluations.
Some Directors noted that the Board discussion of IEO reports would be
better informed if Directors have additional time to consider both the IEO’s
evaluation report and the statements by the staff and management.
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Directors generally welcomed the Panel’s suggestions for strengthening
follow-up to the IEO’s recommendations—including more Board involvement—
to enhance the effectiveness of the IEO. They considered that the Panel’s call
for a more systematic approach for following-up on and monitoring the
implementation of IEO recommendations approved by the Board should be
further examined, including through greater discussion in the Evaluation
Committee and the full Board.

Directors considered that appropriate IEO staffing rules are also an impor-
tant element in maintaining the independence of the IEO. In this regard, they
emphasized the need for a balanced mix of staff composed of insiders and
outsiders, and for careful consideration of the rules governing employment of
outside IEO staff in the Fund. Directors generally welcomed the recommen-
dation to hire more outside experts to lead some evaluations, within the IEO’s
budget envelope. They agreed that outside experts can provide a fresh per-
spective and enhance the credibility of the reports, although peer reviews
should not become standard practice.

Directors generally agreed with the Panel’s recommendation that the IEO’s
outreach activities can, and should, be improved and intensified, especially in
developing and emerging market economies where greater efforts might be
needed to enhance the understanding of the IMF’s role. As a first step, some
Directors looked forward to the IEO developing an outreach strategy, so that its
resource needs in this area can be better assessed. Noting budgetary constraints,
however, most Directors suggested that the IEO rely on existing resources, by
working more closely with EXR and resident representatives—as well as with
the Executive Board where appropriate. These efforts, together with visible
management support for the IEO’s work, will serve to enhance outreach efforts.

Directors were pleased that the IEO is taking the lead in reviewing its existing
publications policy to ensure that it reflects evolving best practice. They agreed
that any changes in the IEO’s publications policy, including in the handling of
corrections, should be consistent with ensuring the independence of the office.

As for next steps, careful consideration will be given to the Panel’s recom-
mendations and the Board’s views expressed today, and further discussions
will be forthcoming among the Evaluation Committee, [EO, staff, and man-
agement. Directors also considered it appropriate to conduct another external
evaluation of the IEO in five years.

IMF Executive Board Considers External Evaluation
of the Independent Evaluation Office

Public Information Notice (PIN) No. 13/40
March 29, 2013

On March 21, 2013, the Executive Board of the International Monetary
Fund (IMF) discussed the second External Evaluation of the Independent
Evaluation Office IEO).
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Background

The IEO provides objective and independent evaluation on issues related to
the IME It operates independently of IMF management and the Executive
Board. The IEO was set up with four mandates:

* to serve as a means to enhance the learning culture within the Fund;
* to strengthen the Fund’s external credibility;

* to promote greater understanding of the work of the Fund throughout
its membership; and

* to support the Executive Board’s institutional governance and oversight
responsibilities.

The purpose of the evaluation was to assess the effectiveness of the IEO and
to consider possible improvements to its structure, mandate, operational
modalities, or terms of reference.

The independent team of experts reviewing the IEO was chaired by José
Antonio Ocampo, Professor at Columbia University and former Minister of
Finance of Colombia, and includes two other members: Stephen Pickford,
Senior Research Fellow at Chatham House and former Managing Director of
the UK Treasury and Executive Director of the IMF, and Cyrus Rustomjee,
Director of the Economic Affairs Division at the Commonwealth Secretariat
and also a former Executive Director of the IME

This was the second external evaluation of the IEO, the first evaluation,
chaired by Karin Lissakers, was published in 2006.

Executive Board Assessment

Executive Directors welcomed the External Evaluation Panel’s report to assess
the effectiveness of the Independent Evaluation Office (IEO) in the seven
years since the last assessment. They thanked the Panel for its efforts, and
acknowledged its extensive consultations, interviews, and other interactions
with key stakeholders that underlie the Panel’s analysis and recommendations.
Directors welcomed many of the recommendations for further enhancing the
effectiveness of the IEO, including with regard to evaluation topics, follow-up
processes, and interactions with the Board, management, and staff, which will
be discussed further by the Evaluation Committee and the Board.

Directors welcomed the Panel’s assessment that the IEO has played an
important role in supporting the Fund’s governance and transparency and
enhancing its learning culture. They also welcomed the finding that the IEO’s
independence has been widely recognized and, as such, has strengthened the
external perception of the Fund. Most Directors concurred with the Panel’s
assessment that the IEO’s objective of promoting greater understanding of the
Fund’s work throughout the membership has become less important with the
increased transparency of the Fund over the past decade, and therefore could
be dropped as an element of the IEO’s mandate.
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Directors agreed that the focus of the IEO reports should be on long-term
cross-cutting issues and drawing out lessons of wider relevance and applicabil-
ity for the advance of Fund policy and culture. They noted that the IEO
Director should continue to have full freedom in choosing the subjects for
evaluation, consistent with the IEO’s Terms of Reference. Most Directors
considered that the current process for selecting evaluation topics is appropri-
ate. A number of Directors saw scope for relaxing somewhat the current
constraint that limits the choice of topics, and a number of Directors favored
the Panel’s proposal to define that boundary as “current lending programs.”
However, a few other Directors preferred not to modify the current Terms of
Reference, which state that the IEO should avoid interfering with operational
activities, including programs. Directors generally agreed that, in framing its
recommendations, the IEO should focus on policy issues for the Fund, rather
than on processes, which are the responsibility and comparative advantage of
management, although they acknowledged the practical difficulties in sepa-
rating substance from process, depending on the subject of evaluation. Many
Directors also considered it useful for the IEO to undertake, subject to
resource availability, periodic evaluations of ex post assessments and ex post
evaluations of selected country programs.

Directors agreed on the need to improve the follow-up process to Board-
endorsed IEO recommendations. They underscored the importance of strong
ownership and active engagement by the Board, especially through its
Evaluation Committee. In particular, Directors saw a role for the Evaluation
Committee in reviewing and monitoring Management Implementation Plans
(MIPs) and ensuring their timeliness, including by setting time limits for
preparation and submission of the MIPs. Most Directors saw merit in regular
IEO reviews of implementation of previous Board-endorsed recommenda-
tions, possibly every two years; however, a few others found it inappropriate
for the IEO to conduct such reviews, which should be the responsibility of
the Board. While many Directors were open to the idea that the Office of
Internal Audit should prepare reports on the periodic monitoring of IEO
recommendations, they noted that any decision to proceed in this direction
would require confirmation by the External Audit Committee. Other
Directors were not in favor of this recommendation.

Noting that interaction between the IEO and the membership is an essen-
tial part of the follow-up process, most Directors were open to considering an
appropriate forum for the IEO to present its recent work during the Fund’s
Annual Meetings. A number of Directors favored the idea of the IEO present-
ing a report in a meeting of the IMFC, while a number of others doubted its
usefulness.

With regard to Board discussions of IEO evaluation reports, most Directors
did not see a need for a major change in the current governance structure
whereby management functions as chair of the Board, and thus the Secretary’s
Department has a responsibility, under the direction of management, for final-
izing the record of Board meetings. These Directors, therefore, did not favor
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the Panel’s suggestion that the Chair of the Evaluation Committee be respon-
sible for drafting the record of Board discussions of IEO reports, although
some saw merit in such an approach. Many Directors supported, or were open
to, the suggestion by the IEO that it should prepare draft summings up for
Board discussions of its reports and work with the Secretary’s Department in
preparing the final version, in line with standard procedures for all other sum-
mings up. Many Directors noted a lack of understanding on how Directors’
silence on specific IEO recommendations is interpreted in recording the out-
come of the Board discussion, with a number of them suggesting that the same
treatment of silence should apply as in other Board meetings.

Directors noted the Panel’s recommendations for raising the profile of the
IEO within the Fund, thus increasing its effectiveness. They emphasized the
need for enhanced dialogue between the IEO and Fund staff without com-
promising the IEO’s independence, including through ‘in-reach’ activities
such as internal seminars and discussions of recommendations. Directors
welcomed management’s intention to consider measures to facilitate mobility
of high-performing staff to and from the IEO.

A number of Directors were open to considering the Panel’s recommenda-
tion to increase the budget for the IEO to take on the additional activities as
proposed. A number of others, however, did not see a clear case for a budget
increase.

The recommendations of the Panel that have received broad support and
outstanding issues that warrant further consideration will be followed up by
the appropriate parties—the Evaluation Committee, the IEO, staff, and man-
agement. Directors would have further opportunities to discuss concrete
proposals in the coming months.
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ANNEX 6

Terms of Reference for the
Independent Evaluation Office of
the International Monetary Fund

Revised September 3, 2015

Purpose

The Independent Evaluation Office (IEO) has been established to systemati-
cally conduct objective and independent evaluations on issues, and on the
basis of criteria, of relevance to the mandate of the Fund. It is intended to
serve as a means to enhance the learning culture within the Fund, strengthen
the Fund’s external credibility, and support the Executive Board’s institutional
governance and oversight 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 integrate 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
operation must protect its operational independence—both actual and
perceived.

The Director will be appointed by the Executive Board for a non-renewable
term of six years. In exceptional circumstances, the term may be extended by
the Executive Board by no more than one year. The Director will be an official
of the Fund, but not a staff member. The Director’s appointment may be
terminated at any time with the approval 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 respon-
sible for the selection of IEO personnel (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
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importance to the Fund’s membership and of relevance to the mandate of the
Fund. It should take into account current institutional priorities, and be
prepared in light of consultations with Executive Directors and management,
as well as with informed and interested parties outside the Fund. The
Director will present IEQ’s Work Program 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 findings
of IEO.

With respect to individual evaluations, staff, management and—when
appropriate—the relevant country authorities, will be given an opportunity
to comment on the assessments being presented to the Executive Board.

The Director of IEO, in consultation with Executive Directors, will pre-
pare 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 author-
ity, but its implementation will be subject to the Fund’s budgeting and expen-
diture control procedures. IEQ’s budget will be appended to that of the
Executive Board within the Fund’s Administrative Budget.

If requested by the Executive Board, IEO will provide technical and
administrative support for any external evaluations launched directly by the
Executive Board.

Consultation, publication, and external relations

In carrying out its mandate, including in the preparation of its Work
Program, IEO will be free to consult with whomever and whichever groups
it deems necessary, 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 pre-
sumption 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 exceptional circumstances, the Executive
Board were to decide otherwise.

Publication of evaluations will be accompanied by comments from man-
agement, staff, and others, including 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 interfering with operational activi-
ties, including current programs.



Terms of Reference for the IEO of the IMF

Review of experience with IEO

Within three years of the launch of IEO operations, the Executive Board
should initiate an external evaluation of IEO to assess its effectiveness and to
consider possible improvements to its structure, mandate, operational modal-
ities, or Terms of Reference. Without prejudging 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.
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