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Finance: Regulatory and Funding Strategies for Chmate Change and Gf bal Development, NYU Press (2009).

O g L= U= e, - o R BEATRRD TEREEY T AT, (World Bank's Carbon Finance Unit ) /5 ﬁg B
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ENVIRONMENT/EXTCARBONFINANCE/0,,menuPK:4125909~page
PK:64168427~piPK:64168435~theSitePK:4125853,00.html (last visited: 2010/10/1)

7 Ballesteros, A. et al, Power, responsibility, and accountability: re-thinking the legitimacy of institutions for climate finance,
figure 1 at p.7 (November 2009).
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TOMF R a3

FLA

22.1.% £

FUMBBHATREDPIZ BT EIRRY ¥ R L AEOAE S FiERE LB HT R
B R M TR B RRE S L I R R TS A
5 2. E%zl»{## TPz PR A #’#ﬁf (EU emissions trading scheme > 12 ™ f§ - EU ETS ) Ji& /3t $4 24
# "f%"g‘~/)€\ S GO FIZP AL R P L0 R R F MR E 'Z‘Jb%*’“' R
2007 # =g H ~ ¢ PR Mra\”mr,#zgéﬁj (AF) Rl» o ges g I%%}%Lfﬁ:j#ﬁ*& p#nm;tﬂ
P41 @ F et dE i UNFCCC 2 M3t 410 GEF > 5 2 o0 F 002 § G RB2 B EH % - w7
WESEL N FHF ERBAEH e AN G AR F LRI R Bk UNFCCC * 2001
EH - FGRA TR o DR B3 R 7 £ | (Least Developed Countries Fund ) £ T ##7k § iz
%1% A& £ , (Special Climate Change Fund ) » & H *+ 2001 & <X 3] %k g UNFCCC % -~ st % R~ ¢ 2_3p

IE I*%:]E:KEEFA2OO9#4FJ23E[Qrtfﬁ EHED ;,J,ﬁru»%’« I/ElsrT FF&Q‘HE J?F[ | [%& [g;qlgr;fj\ IEA?EIEIIWQE
TWHEHIE F' E ['_’H\Lv['lﬂ IFU B {EIE H[ l/ﬁﬁ = F[{ﬂkﬁfl}“[ T ey TS TH H [)’th_l Lﬂﬂfj:k IFU Bl H H| 3 J%:JF"[
ViR Yt #ﬁr 45 CHTIERRE] 2 f-TREoi] [F‘[EEE@%—TU H?‘F | ARSI RS AR S

’ Decision 1/CMP.3 “Adaptation Fund”, FCCC/KP/CMP/2007/9/Add.1.
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2.2.2. 8.4

FORPRATS AT T2 T SN RE S TRE R A RE/ L EMBRE - BB EMRSG] - R
PAARSH] ~ 22 B8/ 5 4] o bldoerF 22 UNFCCC 2 3 *rs;; T E 2 T AT 2 hpdar ] o B
B/ 5 822 AR 4] 0 R 2 BRI T ¢ 3247 0% BUETS » & 8- i T B 4207 91 &
F AL P E (F P AR 4] B4 “?ﬂ%@ﬁmTW€@£»#m;*‘#@g%% e cripd 724
FIPAAKZD 3- AP (EF 5 e BERNFO RE-LF & BB R E 2 M (¥ 2 B
FPRFO R F "'f“’ie*’gfﬁ\ FAR g V‘HWE}WJ?U’T‘“ 2008 & #rF et A 2 T R iE IE K

( International Chmate Initiative ) ~ 12’”’12&]1}4:}{14? 2008 & & > 0 T BB # 4] X £ | (Environmental
Transformation Fund) P % % ; H /% 6 cpd 7484 T 22 AP &8 5 13 B R40T% 5 2 (A
Fo blde® &3 2008 ETRK R ~d T F BFLFE FFEa " ® & & kA £ ) (Brazil Amazon Fund)
4 g err FRT 2009 £ rk 2 en D e o g iz %38 232 A £ ) (Indonesia Climate Change Trust Fund ) 15
£

223.F & kiR

FUMBEHI?P DT EARRTLAFZ AR T LLIFTEGRRD DINF PAIREE] U B T £ KR
Bpanmm e itsal o T RE R B 2 NPT ARRT R 45 G FEA S g B
(Overseas Development Aid ) ~ 4- ¥+ B % # R %F{ i%2_ 1 7438 & 2 (concessional debt ) ~ B 37 4% i -
PHESTEE a0 L RRP 2 2WFF & RRRT ¢ HBrE Y (blaopf) ~ #2523 (6]
WL FAAPHE) B FA KRGS 2mm v’ﬂrah’tfw AR R 3 5 2 7 0 BldeTf 3 UNFCCC 1
2R ANREE T MY LR R o PR LT A RRRIG T s;%s‘@#ﬁi%ﬁi‘ 2~ i
%%ﬂ~&ﬂﬂ&&?§*;w%?;’w%ﬂw@&mﬁﬁ% R O R ]
e kA SMPEFINPNFT L > bldod ¥ R AFAFR2 REIRA L2 - o F}ﬁi]m&ﬁJ
( Prototype Carbon Fund » PCF) » 174 FTENORRIE T FFANTNE 2 BTN LT £ o

S

2.2.4. 74 7548 41 50 F 24 2 2]

' http://www.thegef.org/gef/adaptation (last visited: 2010/10/4).
1 ﬁ%‘%jﬁé * http://www.adb.org/Climate-Change/funds.asp ~ (last visited: 2010/10/4)
12 ﬁ%;«ﬂ : http://www.bmu-klimaschutzinitiative.de/en/home i (last visited: 2010/10/4)

1 ‘4’*4?‘ http://www.decc.gov.uk/en/content/cms/what we do/change energy/tackling clima/intl_strat/ietf/ietf.aspx (last
visited: 2P)10/10/4)

14 ﬁ%%ﬁf : http://www.amazonfund.org/ (last visited: 2010/10/4)
15 ﬁ%iﬁé : http://www.icctf.org/site/ (last visited: 2010/10/4)

1 Stewart, R.B., Kingsbury, B. & Rudyk, B., Climate Finance: Key Concepts and Ways Forward (December 2, 2009),
Harvard Project on International Climate Agreements, available from: http://belfercenter.ksg.harvard.edu/files/Stewart%20Final.pdf
(last visited: 2010/10/4).

17 J‘iﬁ‘:% .
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ENVIRONMENT/EXTCARBONFINANCE/0,,contentMDK:21630008
~menuPK:5216148~pagePK:64168445~piPK:64168309~theSitePK:4125853,00.html (last visited: 2010/10/4)
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RYR IR F B 2 E AR A T A 5 3 F 3 F Al (project lending )~ 5o /24| % 47 4] (program
or policy lending ) ~ 14 2 # 3 4] (investment) 2 PA7R48 4] o i T H A Rdp MR EF - &
W2 BxIE (GwBEABELFTR) T &2 TE LR B TR FOR /B S Z 5T s l’f‘#ﬂ P4
s pleTLei g o A 2LE - B FHEFVE N GREFRRERAR T A2 #pﬁ%;zg\ s Y
eph B RARGIE 2 G R AR e e B Al g M £ Fi‘é LREEF

WRrEr et d A2 283 f WA EH & bldei e B 4] (Clean Development Mechanism > 1/
THACDM) FHgREL ER G TS 2 B R H = (certified emissions reductions > ™1 T f§ £
CERs)< % %3 % ¥ 7 CDM % 5 £ % m:};»ﬁ‘“ A2 p4 745 4] » GEF 7 e > 12 GEF ** 2008 # B 45
PN i\ﬁT uwz /AR R HF A hF et > %k (programmatic approach ) » 454t - kA2 Bk F Ao
o RE A R end B o5 LRt F A 8 A R R . 18 = WF LN RAUT IR LB RS
B4 T orineh § g 2L £ > Glded i S PCF > T 5 307 A R4 7348 41

3. ERZRFEFRSBMIBIIN A

WAL F 3RS Mﬁ%$%i%’Bﬁ%ﬁ*F”WLLMﬁ%%i’%wwaxuiﬁﬁ
HAF TG e BT B TR RRELT A Z A A A B MR 2
CAD S B TR T 2R o F i B2 A Aoy LV msifii‘aﬂ BRI B
Bof FRE2BBERAL i B A 4ot TS e s HA R nF & kR T EAR

BF R F IS o 1T M4 Z 5 8732 Mg 4] (GEF CDM EUETS) &7 ff 4 -

3.1. GEF

GEF Z RZ M~ F A XA 0P s AL PR e EAPEREZ P T HAPMIPH] - 2 F R
Fr 1991 &5d RELF § 5 915 SUAREER R - #yp T eh T 23083005 | (pilot phase » 1177
BAGEF-P)> 2> - T2k BB s pd X ARF) TR0 - A exfForp o333 (9
i rggas) ¥d 48 GEFP"”% RBRR- U bHRFLAE [T 580E R
Flie 7 2SR enmh B b1 (€993 enfgus o gt ob » UNEP f # 4% % GEF-P %+ 2 & m:fpfﬁi%fa}m%
1> UNDPRIf F8FHRF P27 M2 BFL 41 1% o GEF-P & = F R 408 (Fenh [ >
UNFCCC 2 2 T4 % % # 4+ 2 %, (Convention on Biological Diversity » 4 & # # CBD) i&fitaf é’nﬁﬁ
B (1990-1992) > @ A B2 Nenif> P 3598 455 MAAEHIGRE > Flt > C BERRE T AR A E R
3 pAIRF R en ) 4B 9% ¥ GEF-P ¥ 113 52 ;; GBI R S B E Y B R Y
't Bd > GEF-P &+ R 4Fentf 424 % > a BA ¢ B hud RE 2 4 ol L0 ALl
PEESAER L F I BE Y RTIOF E A B X2 b hp s o B R % LS
33— : % UNFCCC 12 2 CBD ¥ - 35 GEF 7| % 1§ & # 14 7248 4] (interim mechanism ) » &
GEF-Pie 7€ BB & 2 Mot & (bldeE P 2 2Tl Tk ) (8> Ld S OM* 42
HEFF e i o qanpd 14840 23004 > GEF »F 1994 # & {7 rl’g')i&ﬁ@“ff’ PR REED B Ik
d %8 hi ¢ f RMies - FROFEE M4 T ‘t"}%;}c\mm 2k ﬂh{éll& ARARSE 0 A - RS

'8 Z£50¢ : GEF, Adding Value and Promoting Higher Impact through the GEF’s Programmatic Approach, available from:
http://www.thegef.org/gef/sites/thegef.org/files/publication/Programmatic_ Approach.pdf (last visited: 2010/10/4)
" ffi® % « FCCCH21 {513l | 7 CDBAI39f%
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e GEF 2 & ;82 5 FCCC ~ CBD ~ 1994 # 8 & R+t 2 % (Convention to Combat
Desertification » 12 f§ L CCD) ep4 7441 > b pF» 82001 & TE4CEC P B#E AT 544 29
( Stockholm Convention on Persistent Organic Pollutants » 12 ™ f§ £ POPs 2 %)) «fu@ R I 44841 o
GEF ¥ 7 &.7% & R enfd 5 %}34{# BB E Wb iy 2 AcB BE R REDM Rk o Pk 176
i %22 B (Participants)) » £ S hGEF 7 H 2 FFenie ik 4g » ¢ 45— ~ ¢ (Assembly) ~ 2F ¢
(Council ) ~ 11 2 #42 ke (Secretariat ) o g = GEF mﬁms A-KE > d GEF 7% l—"ﬁf@ﬁf’ﬁli& % ma
FoFeERE- 0 f FHRAGEFE Feh- SR~ ZHET R/ 2FL KA LT GEF 2
Fit~% 4 GEF eng A JEAp M RAEL~ 1 2 Bl £ FF 2 GEF & = < # | (Instrument for the Establishment
of the Restructured Global Environment Facility ) ; 32 % g RIEd < g4pin32 B g s HY 16k
pREFYRFo4 kg e BERFo2 2k SAEIR T (5 &ML frm z ¢ @wi@@ﬂﬁ)
5“’:3: €18 FF GEF p ¥ @ iv, e R F R F a5 A IR (bldedr F 0% P~ Wi~ 376
E) R FREXENEIET ERE DR &é‘ﬁkﬂéﬁ d 2 RAAFHREFRR hidE R HiF
F
I,

TR 22 ReF o A €A LE ¢ N E A NF RSl B ey Ak 0 ek R a3k

FEISFREEI LR T RN r%f‘!ﬁ SHiA- — &5 iu@ﬂ&\’ F ey Sy

FAGER A2 P OREMBTEE A Eh i o — D M ER E R AR D - AR R 8
%

B AR AN E RERRE G TR R KRR X2 ARESREIRAL
gRTHMANE R AT LN - A B k- {ARA 0 A F 0§ 4 UNFCCC % 29 & £ G
IR TGP Tt LR E ok 1\

GEF 4 43 24 50 T 22k 3 | anF 303 0aFes > £ 3 £ 2 Bk B R4 (Gldoip
FARRE) S A T 2k fi’k%ii& JRledE T L F B R RBLRE 2P ﬁ*”i'l““
T ~ BB RBEE s HIVET SN EEFAR BT LAF 2T o O P AR RERE O
P R4 PF #Eﬁs,@m;?a“k"aiaﬂ D ERFEREAF SRS I ARG5S 1:g;
3 > GEF enip £ %3 d M2 1 v P AR L PR AAPM 2 g QR * § 97484 m#ﬂ:r_@#ﬂ;g;»
g+ o gt 7h > GEF F B4 .'ri’ﬁiﬁ A A Raak »Ff"
AWE ALY GRAARER
TR R T EFD %mp’aﬁfwu/ﬁ%ﬁ’ Fd ‘} A
GEF P #% f G Rliu T L8t ¢ LF G RARENAFLRFTREPLGFS 4 00 8
ek p UNFCCC @ 9B+ ¢ end3e24pm > f §4£ & LDCF 1 2 SCCF 7 i 2 97 = 2 A & e
A A - 2

odm A et g enl 4 g;‘ + A | (incremental cost) »
ARG R TREE A 20 b AT 2ok
MenZ 3Ea A > Td GEF 2353 14T R o

-9
zm**

3.2. CDM

CDM : R~ FA& KM F30F - LR 0 e BRF P REL LT H U rM B4 > 2 53
22 FREREATREE R DA B REE G R g ord B Ap Mk o CDM P e}
e R Y etk @gsk 3@5%}‘&."1 3R A D PR LR B e g QR S H

e;% THLMFEIR ST LT 2 CODM P E BB E R o3 CDM 2 7 » 2bigd— B R E
4}_ *#-% 1 CERs 2. CDM 3+ &/ M oNeR- G ORRIER* 5d CDM % #72& 4 e CERs s
*HERRRETE TR EMEE B2 - 34 - CDMd CDM # {74 f ¢ (Executive Board » 1
## CDMEB) { E’%"’*“’\“ﬁ#&%iaéﬁiaa%ﬁ*% iﬁ'FT'ﬁ"‘fﬁé o 5d CDM % 7%
TR PR R 0 v F D g R % g 7dp T2 187 M (designated operational entities, 14 T f#j £

f”'\ \a&
Sy

L | (ﬁ* Wa

0 ¢ JE@GEF"’\ ESaR e frAaBL IV Y ﬁ%‘if%‘ : http://www.thegef.org/gef/climate_change (last visited: 2010/10/5)
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S i aRB a2 FEn s FRIR N DEYMESIE B = s PR 2 e 2t
3 (i) FRt st heR ST AL L png ,iﬁzﬁaaﬁf+ﬁ#ﬂu.CDMéi%MJEi%
:m&i&ﬂﬁ“”ﬁ”gﬁ § 7 B4R M ik AT S AT AL R CDM 3 R AR % L
- g k. o £ CDM P E Y e AR T A B R A2 E’Jﬁ
i@f? HEL T A 2 By o CDM T2 %81 > ¢ 453-F b et i 2 CERs 9B~ {7 » 351 &
FROAILE & 2N F 4 (private and/or public entities) 2. %2 > @ %% F #W+ < f £ 7 CDM EB
ST 2 A0 RS Sd o 454 CDM 3+ % 8 (e amiin it 112 24 0 SR RE A A kw0 Tl 2
Nt2001 £z RS G ARA PEEE LS BART AR $ LD FRALFAEE R
ﬂi@ﬁﬁﬁﬁﬁﬁyﬂf%WE(%ME)ﬁ%W”M*fTDPﬁﬁﬁ¥:4—%wﬁr”%ﬁ
EPHREEE §2 8RR, ”wa%,&#ﬁ{DM EICRP RS LA DL S A
4 @As g e CDM 42 &5 W4 — P A& 4 /b 22 0 *aiﬁi&%*2W5&W%%i*
CEE R G R Z R N k0 R A A Rk
(DMéiiﬁﬁfﬂﬁﬁﬁfﬁmiﬁﬁﬂﬂid—%%MW@dW?}@wwifﬁ‘:%g
Fhes e B BRI~ CERs % £ 3R €3 7 2 B & &% o 4ol GEF > CDM #7412 T il Jf 83%
HFHH2 LA A 0 CDM e B BRE b~ > S 5 4% £ PIPRD ch (AT L 95 P - 28 CDM 2
Eitr CDMEB#ififpg £ & chd d - Hixire &1 £ 5 CDM B F2 T A2/ > 11 2 EB 2
AE RN RS SR ERCEE LR PR ERRE B L T
R 237 (accreditation) T o € A < € 4841 DOEs 22223k % > P e #303007 § i8R 2 e
FHarte g i~ §RNSRE - fFH2 ] 2 COMPEAAMLFTRIBEA - { F2 8 £k
CDM % e/t 2 CDM 3+ 42 FHRE S E o 50 A A chlfjR2 & » EB @4 S8 i igfg § § o0
PERIP RS ERE RS L ERESLBY LA L 6 B § Ak (decisions ) e 5V i
i e O] R CDM & B ir%a‘#“xéﬁi” PERVRATLAET x5 o 4R EB
BIpvh 22 P A RB TR 2RERL FAAE - FR AR TR E R EE R M

’%0

EBd kpmETH W2+ 4L A (members) &= »

DOEs) i&45 T 7= 38 Ju Pli2 (7 20% (certified) ! % - ~ 52 222 3 GRP R (F8) 2 f FF 22 ~
¥

m
ﬂ..
)
o
§

Rt

“\4—
.

N

é?’ﬁwﬁéﬁbﬂTf?%%ﬁ@

%8 (regional groups) ~ @ & Kk f 'itdk— W R & & iﬁﬂ‘ﬁ{rz‘ R R - R %E«]%L%
SRR BERTA RS S AMERR L Pl kT L2 6 R+ ga; iﬁﬁﬂ—g
5§’i§?ﬁﬁ%ﬁﬁﬁ’-ﬁpﬁigﬂﬁﬁ@ﬁﬁ%w°EB@B5§$'ﬁfﬂlﬁ’9J
B LR e RIREE - L kop 2 W%—‘éﬁ#l—TfﬁEBF’“gE&f@;ﬁ%ﬁ'&\;:Liﬁ s
'LA;E’:}Lflé%\»%é“’q‘ﬁ%—ﬁfm‘:sf@\?]%&':&ﬁuzz;bx,ﬁy BORS LR A S HESZLNA A
B BEB2Z AT eV o NEFAG L FRBARZESER AT #'lq’f@iﬁlk\‘iiﬁti—
iE’EB~§é%ﬁWﬁk* 18 - b?ﬁf?%m e R R

I Decision 17/CP.7 Modalities and procedures for a clean development mechanism as defined in Article 12 of the Kyoto
Protocol, FCCC/CP/2001/13/Add.2 -

2 Decision 21/CP.8 Guidance to the Executive Board of the clean development mechanism, FCCC/CP/2002/7/Add.3 -

» Decision 3/CMP.1, Modalities and procedures for a clean development mechanism as defined in Article 12 of the Kyoto
Protocol, FCCC/KP/CMP/2005/8/Add. 1 (7 BEHGEE 2591 57 Gl @ 274 - SEHGE | fL EE .{fJ) Decision
4/CMP.1, Guidance relating to the clean development mechanism, FCCC/CP/20 2/7/Add 3 (AP A ; S BN SN

AANABS G I A - BETGEL R - PR T;JCDM%LI*%ZHFQ&TCDM%%T = EIPTR BIT[5F§

MTHERIET ¢ ) 0SS BT BT A T SRR 1Y COMB ISR 25
I'[E{ SN _({[?EI?IK/Ti— ,lJo
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o R AEBARA 2BA GR BB AF AR 4 A T e R E T
CDM {8 % ps 22+ zﬁﬁﬂﬁii%$4:uwzawwv-ngLi%ﬂ»ﬁM“\ﬁ$~ﬁmﬁﬁW*
éb’ﬂif@ﬁvaﬂ SRR T R - BORBREAL Y PR ErE2 2 CERs T 5 A A
MRET FZFEZRERB LR ;ziy]“,}_mr;‘ iRt e B rEZF (land
use, land-use change and forestry project actlvmes » WA LULUCF) > 4p B ~ € AR PR T W5 dRE £
@ik (A/R) = @ik ™ e CDM 344 » ¥ 7 5% — = KM F R (2008-2012) » ** CDM = %] LULUCF
PEA S (BE) I8 R4 TP (assigned amount ) » F FAZEZ W2 AR E P P A 2
ST o AL 2 KM AN fhom @ * LULUCE 24 » B B 2 1275 o
> CDM pt — 5384138 iv42 5 ¢ > “f *T 32 . ¢ B~ g% CDMEB ¢ » # X $4 rH P L B
WEERNEd > Fu L w2 Y EFH (DOEs) Fli# % § CDM* % +» CDMEB #
L LA o (Validation) 1 0% *r3%3tF & CDMEB % & (registration) {5 ~ B4a3 (715 > 7 f §
E 2 217 & (verification ) % F,upp_(certlﬁcatlon)’ i CDM EB ¥ 3~ CERs 2 #%% (issuance) °
%@5’%@¢;E§;24 (legal entity ) » 32— BP i A AR B > T B EPM2ZRT > ¢ £
st 4 EERRL Y AEA ;&;ﬁé‘rj} P AR LR o T R FH SRS 2
e XL AP B A EF T p IR 2 #9309 IR CDM 2 42 5 22 50

uﬁf—ga%fié
FERZEE ORISR I FEE lesbéa’i;am?ﬁ"*E*« S ,T*uif'- % — 1 DOE 2 #
BT HAY Y 5 £74F % (malpractice) s (T E R AL B E > B L P EFH 2 AV » EB

o ;;Lf@ > DOE .u»ziﬁ.rm;? P R Z»bt%iﬂl'mﬂg e E A B2 B2 o - B DOE
AEREBEEA URVAAEINRE H T2 0 F- B CDMPFEERLED 1
DOE { # CDM 3 & Z 87 2 307 M2 F 8t ~ P H R B T2 AR S RE D [P 1% .
13- CDMg g ¥ 3 2 0w g ¥ ) R R
- EP- 7 FenCDM 2 E _glf*ig EEahl (prqectdemgndocument’ " T f§# PDD)> PDD
PAREERF RS - R PR % B R HEA LR F B & 5 #ASRTH
(baseline scenario ) » #* % % %f ** I“*Jﬁ e Tl CDM 4 % 7 5 1—19éi %3 % R AR 2 GHG
P o 522 L THE AR evy g ‘/%i A & | (project boundary and any adjustments for
eakage) 17 9 i 7 5k BT LT L GH k03 %2 W Bt
CDM 2z 3+ % 58 » - AR RTET ;;i PElE | = Rk dr g 4 2 Pac s R F3 8
7 i >tz CDM L“%i’éiﬁﬁ —& TR - PPD ¥ #rig * chgf bt 234 (additionality
methodology ) <& /f 5 i EB i i e 255 (¢ 452 i 2 f 323 FTATHR N PP EB 8 )
% FEOILE E kg2 b o PDD P Y &R E HEEmantF £ 8> % (monitoringplan) 0 A FF &
S H 2 Egh e G EB AT R F RS A NE AR fi#‘ﬁ’f‘i*%@fé*ﬁ*@ﬁ

@
e/
|
H
O
U
' \«

T

I

~
v
Ty

B

AR (¢ #éfr%‘ﬁi%—"%“éﬁfé ) éf'—f:i m:;l:%a 2 E 5| % PDD ¥ o gt — PDD & JE30 8 1 RPN 2
LU R E 2 A1 B A T g - CDM 3 13 -

- ~EEFCDM s A EJ«]W’JDNAﬂ?j’ B -2 FE RN AR ¥R ARG B
BRI EAR & ’tb (O mu;pﬁg,gxamf,;;w K’Tfﬁa:‘— ﬁ%ﬂl}:] ;; K ;z CDM 2+ & il » 2. £ & ¥ 28

% = ~ - PDD i % X s@ EB :%¥ 2. DOE > DOE ¢ i—:—’f“iﬁ _g._*“ CDM 2 =k b > tery 2 13 M i

3 Afforestation refers to direct human-induced conversion of land that has not been forested for a period of at least 50 years
to forested land through planning, seeding and/or the human-induced promotion of natural seed sources. Reforestation means direct
human-induced conversion of non-forested land to forested land through planning, seeding or human-induced promotion of natural
seed sources, on land that was forested but that has been converted to non-forested land. For the first commitment period,
reforestation activities will be limited to reforestation occurring on those lands that did not contain forest on 31 December 1989.
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A3 30 X P FHERLEFAIT 4w R DOE» b — PR A & 2 BAPM AR 7> § i (validate)

% CDM 3 -
B 4ok @t ¢ & EBi i 2% 0 DOE 7 & £:E (73 & gwr ik (validation ) £2 % 4 (registration ) »
4r% DOE 3% : W H ARt 27en E 3 0 B DOE & JE i F E ez 0 AR 2 HER T

BN

EB>d Hpu s » > @ign o2

s 32 FEILEE 4 01 %2 PDD I EB 2 {7 % 4+ (registration) » ** DOE || &8 £ 5 &2 p 42~ k(s 4
ﬁ’%#*?CDM’ﬁ*@*f*iqu&EBfiﬁEﬁ€%%§mew’ﬂwﬁ@ﬁﬁﬁ
Fho BT M 2 FHEL SRS (public comments )
FANRSEEE CDMP RRFTHF IR LEFREEFTE01 FERFI R TR pEFER -4 7
4353t 4 % mEinz DOE § f 4% (verification » :J DOE %3 4-4+3% CDM 2+ 4 % T ipl2 % it
GHGs * i 3§ ohE (4355 ) 2230 (certification > ¢ DOE #2% eh3 & P » et F e gl p
AriE 2 P RAr AR S Pl d ) ha e
Fo N0 e PR R g pAeL T X 4 ko “,fzik»%ﬁ@l;‘i’ Rt 1 "=2>FEBz24 &2 ReFE37% 4 F
Al d CDM EB 3% CERs -
T 5 CDM 3 3 2 38 (742

CDM project activity cycle

Accreditations
designation

Design I
Validation/registration |

Monitoring

Yerification/certification

Issuance |

=] |LF@F} @ UNITED NATIONS FRAMEWORK CONVENTION ON CLIMATE CHANGE

3.3. EU ETSY

zﬁmﬂﬁ}%%wWﬁbwﬁFﬁM%wﬂﬁw SRR | VBRI R TR )

[Jﬁiﬁ
7 ) Eﬂﬁff PHRED Ebﬁ&fﬁﬂ %xjﬁl DhgY H(2008.10) o (P BAHTA 1 irii TEETE Frfg EHE Ebﬁfu@“’f’WTO
‘l/g;s ((p‘f*iigﬁ*—]ﬁ ’ lOSEi 121 0 F1140-148 5 hgv 21 (201098 < {J) CFIBEG]) 7 i3 7 iy e
LI PR RIS PR ) (PR -
[
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EUETS 53 %33~ T & KRB HI0 ~ L& P ARG 1200 § i FBF 80 2 007 e -
FT BT BREL MR IR RS e § P TN £ PR b IR R
IFROM I R E_EUETS p 2005 & & sV fad (s drig o 2 B B { WiFF 577 7% bk’?.j)»
%ﬁ%ﬁﬁ%t%w—%$w@&oﬁﬁﬁu%ﬂ&fu%t%ﬁwmﬁwsﬁﬁﬁﬁ’it i
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' DIRECTIVE 2008/101/EC OF THE EUROPEAN PARILAMENT AND OF THE COUNCIL of 10 November 2008
amending Directive 2003/87/EC so as to include aviation activities in the scheme for greenhouse gas emission allowance trading
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** DIRECTIVE 2004/101/EC OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 27 October 2004
amending Directive 2003/87/EC establishing a scheme for greenhouse gas emission allowance trading within the Community, in
respect of the Kyoto Protocol’s project mechanisms.
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Title: Financial mechanisms for climate change: what lessons can be learned from the reform experiences of

the IMF?*

1. Introduction

Financial mechanism has always been an important, yet controversial institutional pillar under the
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international climate change regime. The negotiation leading up to the United Nation Framework Convention
on Climate Change (UNFCCC) has already demonstrated the controversies surrounding the design and
governance structure of the financial mechanism under the Convention.*® Article 11 of the UNFCCC requires
that the financial mechanism “‘shall function under the guidance of and be accountable to the Conference of
the Parties...”, and “shall have an equitable and balanced representation of all Parties within a transparent
system of governance”. When developed country parties (Annex I parties) undertook concrete legal
obligations to reduce six types of greenhouse gases (GHGs) under the Kyoto Protocol, the concept of
‘financial mechanism’ broadened and the types of such mechanism became extremely diversified. In the
current post-2012 climate change negotiation, financial mechanism again became one of the crucial
negotiation agenda. The “Copenhagen Accord” issued after COP 15 to the UN FCCC, albeit not unanimously
adopted, is nevertheless an important decision relating to further development of the climate change regime.
In this 12—paragraph document, there are seven paragraphs that touch upon issues relating to financial
resource and financial mechanism. Furthermore, COP 16 to the UNFCCC adopted the so-called “Cancun
Agreements”. The Cancun Agreements also lay down various significant provisions on financial mechanisms,
including the newly-created Green Climate Fund. This illustrates the importance of financial mechanisms in
adopting and implementing policies on climate change mitigation and adaptation. Amongst the mostly
debated issues concerning the design of financial mechanism, the governance structure has always been a
crucial one. The design and effectiveness of such financial mechanisms, especially their governance structure
in ensuring the democratic quality of producing a fair and equitable resources generating and allocation
process will determine whether any financial mechanism can achieve its goal of assisting developing
countries to implement climate change mitigation and adaptation policies.

Meanwhile, international financial mechanisms for development assistance have been in operation
since the establishment of the Bretton Woods institutions —the International Monetary Fund (IMF) and the
World Bank Group in 1947. The governance structure of the IMF has been under constant scrutiny for the past
five decades and has finally resulted in a series of governance reforms starting in 2008. Can the reform
experiences in the IMF provide valuable lessons on the design of governance structure of the existing or new
financial mechanisms for climate change mitigation and adaptation? This will be the main research question
this article seeks to answer. This article begins with an introduction on financial mechanisms for climate
change, followed by an overview of the IMF governance reformed. With the experiences of the IMF reform in
mind, Part IV provide an analysis on how the IMF reform experiences can provide some lessons for the

financial mechanism for climate change, with particular focus on the governance structure.

II. Financial mechanism for climate change
1. Definition and functions of financial mechanisms for climate change

Financial mechanism can be defined as: “Method or source through which funding is made available,

29547

such as bank loans, bond or share issue, reserves or savings, sales revenue.””’ In the “Glossary of climate

% This refers to the debate and negotiation on whether the then-World Bank operated Global Environmental Facility (GEF)
at its pilot phase should be designated as the financial mechanism under the Convention. The ultimate result was to designate the
GEF as the ‘interim’ financial mechanism, with the condition that the GEF “should be appropriately restructured and its
membership made universal to enable it to fulfil the requirements of Article 11”. UNFCCC, Article 21.3.

7 “Method or source through which funding is made available, such as bank loans, bond or share issue, reserves or savings,
sales revenue.” Available from: http://www.businessdictionary.com/definition/financial-mechanism.html (last visited: 2011/5/21).
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change acronyms” from the UNFCCC website, financial mechanism is defined as “Developed country Parties
(Annex II Parties) are required to provide financial resources to assist developing country Parties implement
the Convention. To facilitate this, the Convention established a financial mechanism to provide funds to
developing country Parties. The Parties to the Convention assigned operation of the financial mechanism to
the Global Environment Facility (GEF) on an on-going basis, subject to review every four years. The financial
mechanism is accountable to the COP.”*® From these two definitions, financial mechanisms for climate
change will be defined in this article as follows: “A pre-determined standards and procedures set by an
institution through which funding is mobilized and disbursed for the purpose of climate change mitigation and

49 50 .
” ” 7Y are also used in the

adaptation.” Noted that, similar terms such as “climate finance or “carbon finance
relevant literature.

The main function of the financial mechanisms for climate change is to assist countries to adopt and
implement policies for climate change adaptation and mitigation. According to the World Resources Institute,
the typical functions of such mechanisms include: oversight, resource mobilization, resource allocation,
project cycle management, standard setting, scientific and technical advice, and accountability. The

corresponding roles for such mechanisms are illustrated in Table 1.%!

Table 1: Functions and roles of financial mechanisms for climate change

Function Roles
Oversight ® Setting policies, program priorities and eligibility criteria
Resource ® Replenishment of trust fund
mobilization ® [ everaging of additional sources of funding from Implementing Agencies, private
sector
Resource ® Allocation of resources between multiple focal areas (e.g. mitigation, adaptation,
allocation forestry)
® Prioritization between eligible recipients
Project cycle ® Preparation and approval of projects
management ® Financial management of loan and grant agreements
Standard setting | ® Development and approval of performance metrics
® Development and approval of environmental and social safeguards
Scientific and ® Advice on appropriate policies and best available technologies
technical advice | ® Advice on scientific trends ad risk assessment

* “Developed country Parties (Annex II Parties) are required to provide financial resources to assist developing country
Parties implement the Convention. To facilitate this, the Convention established a financial mechanism to provide funds to
developing country Parties. The Parties to the Convention assigned operation of the financial mechanism to the Global Environment
Facility (GEF) on an on-going basis, subject to review every four years. The financial mechanism is accountable to the COP.” From
the Glossary of climate change acronyms, available from: http://unfcce.int/essential background/glossary/items/3666.php#F (last
visited: 2011/5/21).

¥ For example, Steward, R.B., Kingsbury, B. & Rudyk, B., 2009, Climate Finance: Regulatory and Funding Strategies for
Climate Change and Global Development, NYU Press.

*% This term is used by the World Bank Group, for example, its “Carbon Finance Unit™:
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ENVIRONMENT/EXTCARBONFINANCE/0,,menuPK:4125909~page
PK:64168427~piPK:64168435~theSitePK:4125853,00.html (last visited: 2011/5/21)

>! Ballesteros, A. et al, November 2009, Power, responsibility, and accountability: re-thinking the legitimacy of institutions
for climate finance, figure 1 at p.7.
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Accountability | ® Monitoring and evaluation of project and portfolio performance

® Review and inspection of problematic projects

From: Ballesteros, A. et al

Five out of the seven functions of the financial mechanisms for climate change relate to the governance
of the mechanisms. This clearly illustrates the importance of institutional design and governance structure of

any financial mechanism for climate change.

2. Different types of climate change financial mechanisms by different yardsticks

There are a variety of financial mechanisms for climate change. Different types of financial mechanisms
for climate change can be categorised by using different yardsticks such as the purpose of the mechanisms, the
scale of the mechanisms, sources of funding, and the types of activities funded by the mechanisms. The
following will briefly introduce the broad range of financial mechanisms for climate change by using these

four different yardsticks.

2.1 purpose of the financial mechanisms

Depending on the purpose of setting up such a mechanism, financial mechanisms for climate change can
be categorised as: financial mechanisms for climate change adaptation, for climate change adaptation, and for
both purposes. The Emissions Trading Scheme of the European Union (EU ETS) is a type of financial
mechanism for mitigation, as the main purpose of the scheme is to reduce the emissions of GHGs within the
EU.” Under the international climate change regime, the Adaptation Fund set up under the Kyoto Protocol at
its third meetings of the parties™ is a financial mechanism for climate change adaptation. The GEF mainly
funded projects for mitigation purposes, although adaptation projects are funded as well from the “Least
Developed Countries Fund” and the “Special Climate Change Fund”, both of which are established at COP 7
of the UNFCCC and are administered by the GEF. At the same COP, on the other hand, Parties to the
UNFCCC also instructed the GEF to support pilot and demonstration projects for certain adaptation

54
programmes.

2.2 scale

Depending on the scale or platform where a financial mechanism operates, there are
international/multilateral, regional, bilateral and unilateral financial mechanisms for climate change. For
example, all of the financial mechanisms under the international climate change regime are
international/multilateral financial mechanisms. The EU ETS, as well as certain financial mechanisms

supported or administered by regional development banks (e.g. the Asian Development Bank operates three

%2 However, the revised EU ETS will become a type of financial mechanism for both climate change mitigation and
adaptation. According to the revised ETS Directive adopted on 23 April 2009, member states can determine how to use the proceeds
from the auction of allowances. Nevertheless, 50% of the proceeds must be used according to Article 10.3 of the revised Directive,
which include funding for both mitigation and adaptation measures.

> Decision 1/CMP.3 “Adaptation Fund”, FCCC/KP/CMP/2007/9/Add.1.
> http://www.thegef.org/gef/adaptation (last visited: 2011/5/21).
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different types of carbon finance mechanisms®’) are regional financial mechanisms. Bilateral financial
mechanisms often involve funding provided by one country (usually developed countries) that supports a
particular types of projects or activities for climate change mitigation or adaptation undertaken by eligible
country (usually developing countries). For example, the “International Climate Initiative” set up by
Germany™° in 2008 and the “Environmental Transformation Fund” set up by the UK’ in 2008 are two such
type of bilateral financial mechanisms. Unilateral financial mechanisms are mostly established domestically,
such as the “Brazil Amazon Fund” set up by Brazil in 2008>® and the “Indonesia Climate Change Trust Fund”
set up by Indonesia™ in 2009.

2.3 sources of fund

The sources of funding for a financial mechanism can come from the pubic sector and the private
sector.” At the international scale, public sources can come from the traditional Overseas Development Aid
(ODA), concessional debt, loan guarantee, or technology transfer arrangements. At the domestic level,
funding from the public sources might include government budgets (for example, carbon tax), special levy
(for example, or air pollution control fee. Funding from the private sector might include credit offsets in
developed countries (for example, the EU ETS), insurance, or foreign direct investment. Currently, most of
the financial mechanisms for climate change have their funding sources from the public sectors, including all
of the financial mechanisms under the international climate change regime. However, some financial
mechanisms have their funding sources from both the public and the private sectors, such as most of the
carbon funds administered by the World Bank Group. For example, the “Prototype Carbon Fund” raises its

. . . 61
fund from seven private companies and six governments.

2.4 types of activities funded by financial mechanisms

Financial mechanisms for climate change can support a wide range of activities, including project
lending, program or policy lending, and for investment only. Financial mechanisms for project lending refer to
providing funding and/or technologies for a specific project (for example, a solar power plant). Financial
mechanisms for program or policy lending support a program of action or a set of policies (for example, a set
of subsidy programs to support renewable energy sector). Financial mechanisms for investment only use their

fund to purchase offsets generated from emissions reduction projects, such as the certified emissions

> http://www.adb.org/Climate-Change/funds.asp  (last visited: 2011/5/21)
6 http://www.bmu-klimaschutzinitiative.de/en/home_i (last visited: 2011/5/21)

7 http://www.decc.gov.uk/en/content/cms/what_we do/change energy/tackling clima/intl_strat/ietf/ietf.aspx (last visited:
2011/5/21)

¥ http://www.amazonfund.org/ (last visited: 2011/5/21)
> http://www.icctf.org/site/ (last visited: 2011/5/21)

8 Stewart, R.B., Kingsbury, B. & Rudyk, B., December 2, 2009, Climate Finance: Key Concepts and Ways Forward,
Harvard Project on International Climate Agreements, available from: http://belfercenter.ksg.harvard.edu/files/Stewart%20Final.pdf
(last visited: 2011/5/21).
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http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ENVIRONMENT/EXTCARBONFINANCE/0,,contentMDK:21630008
~menuPK:5216148~pagePK:64168445~piPK:64168309~theSitePK:4125853,00.html (last visited: 2011/5/21)
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reductions (CERs) generated from the Clean Development Mechanism (CDM) projects). The CDM under the
Kyoto Protocol is a typical financial mechanism for project lending. The GEF started as a financial
mechanism for project lending as well. However, the GEF picked up the practices of program/policy lending
in 2008 when it began to provide “a long-term and strategic arrangement of individual yet interlinked projects
that aim at achieving large-scale impacts on the global environment.”®® Some of the carbon funds

administered by the World Bank Group are the type of financial mechanism for investment purposes.

3. Design elements and guiding principles of financial mechanism for climate change, with particular
focus on the governance structure
Based on the definition given to financial mechanisms for climate change previously, as well as drawing
from some research works in the relevant field,”” a financial mechanism for climate change should comprise
the following three key elements: resource mobilization (generation), resource disbursement (delivery), and
governance of institutional arrangements (administration). The guiding principles in each element will be

briefly introduced as follows.

3.1 Generation: resource mobilization

This element refers to how the resources/funding of a financial mechanism are generated. As the previous
section indicated, the sources of funding can derived broadly from the public and the private sectors.
According to Article 4.3 of the UNFCCC and paragraph 1(e) of the so-called Bali Action Plan adopted at the
13™ Conferences of the Parties, the following five principles are crucial for resources mobilisation: adequacy,
predictability, sustainability, equity and common but differentiated responsibilities and respective capabilities,
and, measurability.**

These five guiding principles are equally important when designing the method of how resources will be
generated under the financial mechanism for climate change. However, depending on the time-frame, sources
of funding, and objective and purpose, the importance and roles of each of these guiding principles will be
different. For example, if the source of funding comes from the ODA through the governments’ annual
budgets, this can satisfy the principles of measurability and predictability in that particular year when the
budget is approved. But from a long-term perspective, such a source of funding might be incompatible with
precisely these two principles as each government’s annual budget is hard to predict in advance. Furthermore,
Article 4.3 of the UNFCCC requests the Annex II Parties to provide “new and additional” financial resources,
which means that an Annex II Party cannot rely on its existing ODA to meet this financial obligation under the
UNFCCC. On the other hand, when the source of funding comes from the private sector, for example, private
investment, such type of funding might be more “adequate”. Nevertheless, it might also be more difficult to
be “measurable” and “predictable”, as the availability of such type of funding largely depend on the

willingness and capacities of those private investors to provide the necessary resources.

62 GEF, Adding Value and Promoting Higher Impact through the GEF’s Programmatic Approach, available from:
http://www.thegef.org/gef/sites/thegef.org/files/publication/Programmatic Approach.pdf (last visited: 2011/5/21)

8 For example: Bird, N. & Brown, J., March 2009, International Climate Finance: Principles for European Support to
Developing Countries; Global Canopy Programme, 2009, The Little Climate Finance Book: A guide to financing options for forests
and climate change.

% Global Canopy Programme, 2009, supra note 18, p. 31.
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3.2 Delivery: resources distribution

This element refers to how resources of the financial mechanisms are delivered. It can refer to, first, the
modes of distribution: the fund can be delivered by grants, concessional loans, or investment channel (for
example, for a CDM project). Second, it can refer to the types of activities that the resources will fund:
projects or programmes/policies. Third, it can also refer to the channel through which funding reach their
target recipients: whether the recipients can have direct access to the fund, or they have to apply for the use of
fund via an appropriation or review mechanism. According to Article 11 of the UNFCCC, paragraph 1(e) of
the Bali Action Plan and the Paris Declaration on Aid Effectiveness, the following five principles are crucial
in the delivery of resources: effectiveness, efficiency, equity, appropriateness,”” and, national ownership.®

These five guiding principles are equally important when designing the distribution channel of resources
in the financial mechanism for climate change. However, depending on the modes of resource disbursement,
funding activities and channels of disbursement, the importance and roles of each of these guiding principles
will be different. For example, when funding is provided in the form of a loan to support certain types of
programmes or policies, conditions might be imposed to ensure that the recipient country can use such
funding effectively. But this is very likely to run counter to the principle of “national ownership”. When the
resources come from the private sector that want to deliver the funding in the most effective and efficient
manner, such funding might focus on one particular type of activities, a particular sector, or even in a

particular region or country. Under this circumstance, the principle of equity might be compromised.®’

3.3 Administration: governance of institutional arrangement

The governance structure of a financial mechanism is crucial to ensure that the generation and delivery
of resources can be designed and implemented in according with the above-mentioned guiding principles. It is,
thus, not surprising that most of the research on climate change financial mechanism focus on the institutional
arrangement and governance. Analyses have been done on the legitimacy of a financial mechanism from the
perspective of their governance in the following three dimensions: power, responsibility, and accountability.*®
Power refers to the formal and informal distribution of the capacity to determine outcomes between and
amongst Parties, and between Parties and the institutions they crease. This includes membership,
decision-making rules, governing body, and its administrative and management staff.®* Responsibility refers
to the exercise of power for its intended purpose, specifically to ensure that the resources entrusted to a
financial mechanism are programmed effective and equitably. This includes responsibility exercised in
allocating resources and in leading the design and implementation of projects and programmes, as well as

ensuring country ownership in the host country.”’ Accountability refers to the standards and systems for

5 Global Canopy Programme, 2009, supra note 18, p. 84.

5 National ownership refers to the extent to which recipients exercise leadership over their climate change policies and
strategies. Bird, N. & Brown, J., March 2010, supra note 18, p. 9.

57 For example, the uneven distribution of the current CDM projects is one such example: there are more than 70% of the
registered CDM projects in only three countries: China, India and Brazil, and China alone has attracted more than 40% of the CDM
projects.

8 Ballesteros, A. et al, November 2009, supra note 6, pp.8-9.
% 1d, p. 8.
1d, p. 9, 27-34.
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ensuring that power is exercised responsibly. This is the key element in gauging the degree of legitimacy in a
financial mechanism: institutions entrusted with climate finance must be accountable both to contributors and
recipients » Accountability begins with a determination of an institution’s precise goals and objectives, as well
as agreement on measurable indicators of successful performance. It also includes fiduciary standards:
specific duties attributable to the trustee of a trust fund holding money for the beneficiary of that fund.
Furthermore, environmental and social risks and impacts of projects and programmes supported by the

. . . 71
financial mechanism must also be managed responsibly.

As to the guiding principles for the governance structure, the following four guiding principles are crucial
according to Article 7 of the UNFCCC: transparency, efficiency, effectiveness, and balanced representation of
all parties.”” Such principles will determine whether the financial mechanisms can be perceived as legitimate
and impartial. These four guiding principles are equally important when designing the governance structure of
the financial mechanism for climate change. Depending on the scale of the financial mechanism
(international, regional, bilateral, or unilateral) as well as the types of activities supported (projects,
programmes and policies, investment) , there can be a variety of institutional arrangements for different types
of financial mechanisms. Thus, the importance and roles of each of these guiding principles will be different.
For example, for financial mechanism operating at the international level, such as the GEF, the principle of
“balanced representation of all parties” will have a bigger role in the design of its governance structure. But
the principle of efficiency might be compromised should such a financial mechanism, in responding to have a
balanced representation of all parties, adopts a large decision-making body or a set of complex
decision-making mechanism. On the other hand, in the case of the Prototype Carbon Fund where the World
Bank is entrusted as the trustee who bears the fiduciary duties toward all the investors, transparency of its

governance structure might come second comparing to the principles of effectiveness and efficiency.

As can be seen from this Part, financial mechanisms for climate change can take a variety of forms. In
addition, each of the three design features, i.e. generation, delivery, and administration, of a financial
mechanism for climate change has its own set of guiding principles. The effectiveness of such mechanisms in
achieving their objectives depend mostly on whether their governance structure can ensure the democratic
quality of producing a fair and equitable resources generation and allocation process. Some of the financial
mechanisms for climate change, such as the GEF, have already adopted novel governance structure different
from the traditional international financial mechanisms for development assistance, which began their
operations since 1940s. After more than five decades of recalling for reform, the leading international
financial mechanism for development assistance, the IMF, finally began a process of governance reform in
2008. Whether this reform will be effective in addressing all of the concerns behind the need and call for
reform cannot be evaluated just yet, as the reform process is still undergoing. Nevertheless, there might be
valuable lessons to be learned from this process to guide many of the emerging financial mechanisms for
climate change that are still in the process of “under construction”. The next Part will introduce the

governance reform of the IMF and the lessons learned.

T 1d, p. 8, 34-42.
2 Global Canopy Programme, 2009, supra note 18, p. 123.
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III. Governance reform of the IMF and lessons learned

1. What needs to be reformed

The governance structures of the IMF, in particular the weighted voting system, have long been criticised
by many since the 1970s. Developing countries have campaigned rigorously for a new international economic
order within the UN system that called for reforms of the governance structure of international economic
organisations since the early 1970s.” Such an early and repeated call for reform was only taken up by the
members after more than 30 years when the IMF began a series of reform programmes targeting its
governance structure in early 2000. ~ Comprehensive reform of the IMF governance encompasses issues
relating to quota, ministerial engagement and oversight, the size and composition of the Executive Board,
voting rules, management selection, and staff diversity.”* The most criticised aspect of the Fund’s governance
focused on its decision-making rules, in particular with regard to how votes are distributed (the “quota”
system) and the voting rules, and its organisational arrangement, in particular the role of the Executive

Directors.

1.1 decision-making

According to Article XII, Section 5(a) of the Articles of Agreement of the IMF (hereinafter IMF
Agreement), each member has 250 votes “plus one additional vote for each part of its quota equivalent to
one hundred thousand special drawing rights” . The former is the basic votes of each IMF member.
According to J. Gold, the purpose of designing the basic votes was to serve the function of recognising the
doctrine of the equality of states, as well as to avoid too close an adherence to the concept of a private
business corporation. Furthermore, some members might have such a small quota that, without having basic
votes, they would have virtually no sense of participation in the affairs of the Fund.” The basic votes
accounted for 11.26% of the total votes in 1994 when the IMF was created. However, the IMF Agreement
does not specify the ratio of basic votes to total votes. As a result, the proportion of basic votes to the total
votes decreased significantly during the last five decades as the membership of the IMF expanded and the
regular quota increase took place since 1965. The basic votes accounted for only 2% of the total votes in
2005.7° This erosion of basic votes means that members with small quota have decreasing influences within
the decision-making process within the Fund, which undoubtedly rose controversies regarding the legitimacy
of the decisions of the Fund.

In addition to basic votes, the quota system raises more concerns within the reform agenda. As Article
XII, Section 5 stipulates, the more quota a member is allocated, the more votes that member can have.
According to Article III, Section 1 of the IMF Agreement, the original members of the IMF have their quota

stipulated in Annex A. As for other members, the quotas shall be determined by the Board of Governors. The

* Developing countries have tried to push through s series of declarations/resolutions under the UN Assembly to achieve
such a goal. Two such examples are the “Programme of Action on the Establishment of a New International Economic Order”
adopted by the UN Assembly in 1974, and the “Charter of Economic Rights and Duties of States” adopted in 1975.

™ IMF, April 21, 2010, Executive Board Progress Report to the IMFC: The reform of Fund governance, para. 1.
™ Gold, J., 1972, Voting and Decisions in the International Monetary Fund, pp. 18-19.

76 Kelkar, V.L. et al., 2005, “Reforming the International Monetary Fund: towards enhanced accountability and legitimacy”,
in: Buira, A. (ed), Reforming the Governance of the IMF and the World Bank, ch. 3, p.62.
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subscription of each member shall be equal to its quota and shall be paid in full to the Fund. Section 2 sets
down rules for quotas adjustment, including a regular five-year general review and an ad hoc review at the
request of any member. An 85% majority of the total voting power is required for any change in quotas. The
quota of an IMF member not only determines the voting power, but also the extent to which a member can use
the resources of the Fund without any conditions, as well as how many special drawing rights (SDRs) can be
allocated to it. In order words, quota will determine the rights and obligations of an IMF member. Quotas are
designed to represent the relative economic power of each member globally, so the quota formula should
reflect the economic status of each member. However, the initial quota formula was designed with a political
objective: to give the US the highest quota share.”” This so-called Bretton Woods formula was revised several
times, but only with minor changes and has remained unchanged since 1983.”* Both developing and
developed members have criticised that this quota formula no longer reflects the real economic power and
status of members globally. The revision of quota formula is, thus, called for in the reform programme.
Voting rules are another contentious issue within the reform programme. According to Article XII,
Section 5(c) of the IMF Agreement: “Except as otherwise specifically provided, all decisions of the Fund
shall be made by a majority of the votes cast.” The “otherwise specifically provided” is understood to refer to
those provisions of the IMF Agreement that require special majorities for certain decisions. There are two
types of special majorities (70% and 85%) and both are calculated in terms of the total voting power within
the Fund.” Another type of special majorities rule is the double-majority rule that apply to only one type
decision of the Fund: amendments to the IMF Agreement. According to Article XXVIII, an amendment to
the IMF Agreement requires the acceptance of three-fifths of the members, having 85% of the total voting
power. An abstention or a vote not cast has the same effect as a negative vote.** The types of decisions
requiring special majorities have increased significantly since the Second Amendment to the IMF
Agreement,” resulting in giving greater veto power to those Members having, collectively or individually,
25% or 15% of the total voting power. For example, having 17.023% or the total voting power,** the US
alone holds the power to veto any type of decision that requires an 85% majority votes. Despite having these
formal voting rules in the IMF Agreement, decisions within the IMF are often adopted by consensus without
formal votes. According to Rule C-10 of the Rules and Regulations, the Chairman shall “ordinarily ascertain
the sense of the meeting in lieu of a formal vote”, unless a member of the Executive Board requests for a
formal vote. The “sense of the meeting” is defined as “a position supported by executive directors having
sufficient votes to carry the question if a vote were taken.” The Chair has significant discretion as to how to
interpret the silence of an executive director when there is no explicit decision to be taken, and a range of

. . . 83 . . .
views have been expressed on a particular issue.” Formal votes are rare in the meetings of the Executive

77 Mikesell, R.F., March 1994, “The Bretton Woods Debates: a memoir”, Essay in International Finance, p.22

® Mirakhor, A & Zaidi, 1., December 2006, Rethinking the Governance of the International Monetary Fund, IMF Working
Paper WP/06/273, pp.8-9.

" Gianviti, F., 1999, “Decision-Making in the International Monetary Fund”, in: IMF (ed.), Current Developments in
Monetary and Financial Law, Ch.2A, pp.51—52.

% Mountford, A., March 2008, The Formal Governance Structure of the International Monetary Fund, IEO Background
Paper BP/08/01, p.19.

81 Van Houtven, L., 2002, Governance of the IMF: Decision-making, institutional oversight, transparency, and
accountability, IMF Pamphlet Sries No. 53, p. 73.

%2 This is the US quota before 2006.

% Chelsky, I., March 2008, Summarizing the Views of the IMF Executive Board, IEO Background Paper BP/08/05, p.8.
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Board. However, the formal procedures as stipulated in the IMF Agreement may profoundly affect the de
facto decision-making process. Even where decisions are often taken informally, the resort to formal voting
procedures remains a possibility and may have a significant effect on the willingness of members to arrive at
a consensus.™ Consequently, the voting rules, coupled with the imbalance of votes (both the basic votes and
the weighted votes based on quotas) distributions, are another aspect of IMF decision-making that requires

reform.

1.2 organisational arrangement

According to Article XII, Section 1 of the IMF Agreement, the IMF shall have a Board of Governors, an
Executive Board, a Managing Director, and a staff, and a Council if the Board of Governors decides by an
85% majority of voting power. In addition to these formal governing bodies, the Board of Governors can also
set up various committees for specific tasks or advisory purposes, such as the Interim Committee (set up in
1974 and renamed as the International Monetary and Financial Committee in 1999). Other informal alliances,
such as G-7, G-20 or G-24, formed by different IMF members also interact with the IMF. The IMF

governance is illustrated in the following chart.

i ,
Stylized view of IMF Governance
S -  Boardo!
£ Advises informally Govemors Aepresentation

Adivises

Delegates power bo Representation

G-T
G210
G-24

£ Informally provides
quidance o

i Advises informalty
Formally selects,
OWETSEEE. NEVIEWS
dectsions of

Conducts

Appaint
o elect
surveillance

"""""""""""""" authorities

Infarms, advises, Appoints

reports 1o damisnan, Meanages
Staft -_T&iu-ﬂllmm

discussions,
palicy advica,
Souwrce: Marlines-Diaz, 3008. lechmical assislants

. -

Source: http://www.imf.org/external/about/govstruct.htm

According to Article XII, Section 2(a), all power under the IMF Agreement not conferred directly on the
Board of Governors, the Executive Board, or the Managing Director shall be vested in the Board of Governors.
Although the Board of Governors is the highest decision-making organ, most of its power has been delegated
to the Executive Board as early as in 1946.% As a result, the Executive Board is the most important organ in
the daily operations and decisions of the Fund, and has been the centre of focus in the call for governance
reform.

According to Article XII, Section 3(a), the Executive Board is responsible for conducting the business of

the Fund and for this purpose shall exercise all the powers delegated to it by the Board of Governors. The

$ Zamora, S., July 1980, “Voting in International Economic Organizations”, 74:3 American Journal of International Law
566, p.568.

% Mountford, A., March 2008, supra note 35, p.7.
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Executive Board consists of Executive Directors with the Managing Director as chairman. Five of the
Executive Directors shall be appointed by the five members having the largest quotas (appointed Directors)
and fifteen shall be elected by the other members (elected Directors). The number of elected Directors can be
changed by the Board of Governors using an 85% majority of the total voting power. The Executive Board
shall function in continuous session at the principal office of the Fund, i.e. its Headquarter in Washington D.C.
Regarding voting, appointed Directors are to cast the number of votes allotted to the member appointing him,
whilst elected Directors have to cast the number of votes which counted towards his election. In order words,
split voting is not permitted for elected Directors to cast their votes. Two major reform issues relating to the
Executive Board are the electoral system and the role of the Executive Directors under the IMF.

Currently there are 24 Executive Directors, including 5 appointed (the US, Japan, Germany, France, and
the UK) and 19 elected Directors. Elected Directors are elected for the terms of two years. As 3 elected
Directors come from constituency that have only one member (China, Saudi Arabia,*® and Russia), only 16
elected Directors come from multi-member constituencies. Comparing to those constituencies that only have
one member, two Directors elected by most of the African members come from constituencies of 21 and 24
members, respectively.®’ As not all members have an appointed Director representing them at the meeting of
the Executive Board, Article XII, Section 3(j) provides that, when a member that is not entitled to appoint an
Executive Director, that member can send a representative to attend any meeting of the Executive Board
when a request made by, or a matter particularly affecting, that member ins under consideration. The IMF
Agreement does not specify how the constituencies are formed. Thus, constituencies may be based on
informal arrangements or on a written agreement amongst the participating members.*®® There are diverging
views regarding the role of mixed multi-country constituencies, as well as a related issue of whether
constituencies having a dominant country allow for proper representation of the small countries.* The
Executive Board began as a compact body where the multi-country constituencies represented, on average,
around 5.6 members in 1945. As the membership of the Fund enlarges, the average size of a multi-country
constituency grew to 10.8 members today. The problem of crowded constituencies was compounded by the
increase in the number of single-country constituencies from 5 to 8, which is a third of the Board’s seat.”
How to ensure that elected Director that comes from constituency of members with divergent interests (for
example, creditor v.s. member using the Fund’s resources) reflect the positions of all the members within the
same constituency have been a controversial issue. Directors representing an individual member can be held
directly to account by their authorities and in effect dismissed and replaced at will. On the other hand, elected
Director, once elected, serves a two-year term with little incentive to be accountable to his or her

constituency.”’ In fact, the fact that a Director has been selected by certain members does not create any

% According to Article XII, Section 3(c), Saudi Arabia became entitle to appoint its own Director in 1978 when its currency
became widely used by the members.

87 Mountford, A., March 2008, supra note 35, p.10.

% Portugal, M., 2005, “Improving IMF Governance and Increasing the Influence of Developing Countries in IMF
Decision-making”, in: Buira, A. (ed), Reforming the Governance of the IMF and the World Bank, ch. 4, p.94

% |bid, p.95

% Martinez-Diaz, L., May 2008, Executive Boards in International Organizations: Lessons for Strengthening IMF
Governance, IEO Background Paper BP/08/08, p.18.

! Woods, N. & Lombardi, D., August 2006, “Uneven patterns of governance: how developing countries are represented in
the IMF”, 13:3 Review of International Political Economy 480, p 483.
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obligation for him or her to defer to their views or to cast his or her votes in accordance with their
instructions. His or her votes are valid even if they are inconsistent with any instructions he or she may have
received from his or her constituents.”> Another criticism relating to the electoral system is that, two
multi-country constituencies representing African countries are too large with 21 and 24 members each,
whereas the average size of multi-country constituencies is 11 members. This increases the burden of these
two Directors, especially considering that they represent members that usually engage in long term
borrowing, which are quite demanding in terms of workload.”

As has been stated previously, the Board of Governors have delegated most of the powers to the
Executive Directors. Therefore, the Executive Directors possess great power, whose duties include approval
of relevant policies of the Fund, discussion on bilateral surveillance under Article IV as well as multilateral
surveillance on the international monetary system, approval of all decisions relating to the use of Fund’ s
resources, approval of the selection of the Managing Director, approval of the decisions on the IMF budget
and personnel etc. In order words, the Executive Directors carry most, if not all of the important day-to-day
operational decisions of the Fund. The second reform issue relating to the Executive Board concerns the role
and character of the Executive Directors: are they officials of the IMF or member governments’
representatives? This is a crucial question as it will determine to whom Executive Directors should be held
accountable. During the drafting of the IMF Agreement, the UK was primarily of the view that Executive
Directors are international officials whilst the US preferred to grant more political power to the Executive
Directors. The US view seemed to prevail, as the result was a resident, 12-member board based in the IMF
Headquarter that meets in continuous sessions.”* Nevertheless, the IMF Agreement does not specify whether
the Executive Directors should be fully or partially accountable to their appointed or elected members. After
analysing the functions and duties of the Executive Directors, Grancois Gianviti, the former General Counsel
of the IMF, concludes that “an Executive Director of the IMF is an official of the organisation, legally
accountable to the IMF for the discharge of his duties.” *’However, in the case of appointed Directors, they
can be recalled at will by their capitals. And in the case of both appointed and elected Directors, the impact
on their future careers in their home countries provide an incentive to listen to their authorities’ guidance.”
It is, thus, impossible that Executive Directors ignore instructions or guidance from members and act as
independent officials of the IMF.  As a result, the character of the Executive Directors remains controversial.
This problem became even more serious by the fact that the Executive Board itself has no self-evaluation
process, nor is its performance evaluated by any other body other than the extent to which members evaluate

the performance of the Directors which represent them.””’

2.  The reform programme
The call for reform has not stopped after the 1970s. The Group of Twenty-Four, composed of

representatives of developing countries, issued a communiqué in 1983 stating that the “current monetary and

%2 Gianviti, F., 1999, supra note 34, p.48.
% Portugal, M., 2005, supra note 43, p.96
Martinez-Diaz, L., May 2008, supra note 45, pp.15-16.
% Gianviti, F., 1999, supra note 34, pp.45—48.
% 1EO of the IMF, 2008, Governance of the IMF: An evaluation, p. 16.
Martinez-Diaz, L., May 2008, supra note 45, p.20.
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financial system suffers from many shortcomings and inequities, notable, the inadequate share of developing

.. .. . 08
countries in decision-making...”

The “International Conference on Financing for Development” conveyed
by the UN in March 2002 adopted the “Monterrey Consensus” regarding development finance. The
delegates to this Conference stressed “the need to broaden and strengthen the participation of developing
countries and countries with economies in transition in international economic decision-making and
norm-setting’.., and encouraged the IMF and World Bank to “enhance participation of all developing
countries and countries with economies in transition in their decision-making.”” In the spring of 2003, the
Development Committee repeated this recommendation. But no action was taken to reform the allocation of
voting power within both the IMF and the World Bank by the fall of 2004. The Ministers of the G24 declared
that “enhancing the representation of developing countries requires a new quota formula to reflect the relative
size of developing country economies” in October 2004. The Chari of the Deputies of G24 also asked that the
G24 Secretariat centre to focus its research efforts over the coming months on governance issues.'” These
are the background leading up to the series of reform programme finally taken up by the IMF starting in 2006,
which will be briefly introduced as follow.

The IMF governance reform kicked up in 2006 when the Executive Board recommended to the Board of

101

Governors a package of reforms on quotas and voice. ~ The recommendation was adopted by the Board of

Governors on September 18, 2006. Members representing 90.6% of the total voting power case votes in

102

favour of Resolution 61—5: “Resolution on Quota and Voice Reform” (also called the “Singapore

.y 103
Resolution™ ).

104

The reform programme was designed as an integrated two-year programme, which include
the following. ™ First, an ad hoc quota increases for a group of the most clearly underrepresented countries:
China, South Korea, Mexico and Turkey. This ad hoc quota increases represent 1.8% of the total quota.
Second, the Executive Board was requested to reach agreement on a new quota formula by 2007. Such a
formula should provide a simpler and more transparent means of capturing members’ relative positions in
the world economy. Third, the Executive Board is also requested to propose an amendment of the IMF
Agreement to provide for at least a doubling of the basic votes that each member possesses, so as to ensure
adequate voice for low-income countries. In addition, the amendment should also safeguard the proportion of
basic votes in total voting power. Fourth, the Resolution called on the Executive Board to act expeditiously to
increase the staffing resources available to those Executive Directors elected by a large number of mostly
African members whose workload is particularly heavy. Furthermore, the Executive Board will consider the
merits of an amendment of the IMF Agreement that would enable such Executive Directors to appoint more

than one Alternate Executive Directors. The first reform agenda can be implemented immediately as long as

% Gold, J., September 1984, “Public International Law in the International Monetary System”, 38 Southwestern Law Journal
799, pp.835-836.

% UN, 2003, Monterrey Consensus of the International Conference on Financing for Development, paras. 62 & 63.
1% Beltran, G.S. for The G24 Research Program, 2005, Governance in Bretton Woods Institutions, pp. 3-4.

"' IMF, September 1, 2006, IMF Executive Board Recommends Quota and Related Governance Reforms, Press Release No.
06/189.

192 IMF, September 18, 2006, IMF Board of Governors Approves Quota and Related Governance Reform, Press Release No.
06/205.

195 The text of Resolution 61-5 can be found in: IMF, December 22, 2006, Proposed Amendment of the Articles of Agreement
Regarding Basic Votes—Preliminary considerations, Appendix I

1% IMF, September 1, 2006, supra note 56, IMF, September 18, 2006, supra note 57.
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the four members that receive the ad hoc quota increases complete the legal requirement in Article 111, Section
2(d) of the IMF Agreement. As for the third reform agenda, the Executive Board approved an increase in the
staffing resources for the two African Executive Directors’ offices through the allocation of an additional
advisor position in May 2007.'” As for other reform issues, the Executive Directors are requested to
complete all these reform issues as a package deal by 2008.

After starting the first step of reform in Singapore, the Executive Board continued to implement the
reform programme as instructed by the Board of Governors. It is to be noted that, at the IMFC Meeting in
September 2006, the US has declared that it does not seek an increase in its voting share even if the new quota
formula points in that direction, and the US has called upon other industrial members to join it in this

. 106
commitment.

The Executive Directors adopted the reform package on quota and voice and recommended
the programme to the Board of Governors on March 28, 2008."” The Board of Governors, with 175 members
representing 92.93% of the total voting power voted in favour of this package, adopted Resolution 63-2:
“Resolution on Reform of Quota and Voice in the International Monetary Fund” on April 28, 2008.'% As the
2008-reform programme involved the amendment of the IMF Agreement, a double-majority is required, i.e. it
requires the approval of three-fifths of the members having 85% of the total voting power. After almost three
years, this 2008 reform package came into force on March 3, 2011 after 117 members representing more than
85% of total voting power have accepted the amendment proposal. This 2008 reform include the following
main elements.'” First, on quota: a new quota formula is adopted, and the second round of ad hoc quota
increases would be allocated on the basis that members that are underrepresented under the new quota
formula are eligible for increases. This second round of ad hoc quota increases would be approximately 9.55%
of the total quotas to enhance representation for dynamic economies. Several underrepresented industrial
members (Germany, Ireland, Italy, Japan, Luxembourg, and the US) have agreed to forgo part of the quota
increase for which they are eligible. Furthermore, underrepresented emerging market and developing
economies, whose shares in global PPP GDP are more than 75% greater than their actual pre-Singapore quota
share, can receive a minimum nominal quota increase of 40% from their pre-Singapore level. In addition,
considering that the four members that received quota increases in the first round of ad hoc increases in 2006
remain substantially underrepresented, these four members will receive a minimum nominal second round
increase of 15%. Second, on basic votes: the Resolution approved the proposed amendment of the IMF
Agreement to triple the basic votes—the first such increase since the establishment of the Fund in 1944. The
amended Article XII, Section 5(a)(i) provides that: “the basic votes of each member shall be the number of
votes that results from the equal distribution among all the members of 5.502 percent of the aggregate sum of
the total voting power of all the members, provided that there shall be no fractional basic votes.” This is the
first time where basic votes will be determined by a fixed proportion to the total votes, so that basic votes for

members receiving fewer quotas will not have their basic votes “diluted” in the future round of regular or ad

195 IMF, March 28a, 2008, Reform of Quota and Voice in the International Monetary Fund—Report of the Executive Board
to the Board of Governors, note 5.

1% Copper, R.N. & Truman, E.M., February 2007, The IMF Quota Formula: Linchpin of Fund Reform, Policy Briefs in
International Economics Number PB07-1, Peter G Peterson Institute for International Economics, note 10 & p.7.

197 IMF, March 28b, 2008, IMF Executive Board Recommends Reforms to Overhaul Quota and Voice, Press Release No.
08/64.

1% TMF, April 29, 2008, IMF Board of Governors Adopts Quota and Voice Reforms by Large Margin, Press Release No. 08/93.

1% IMF, March 28b, 2008, supra note 62; Resolution 63-2.
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hoc quota increases. Third, on Executive Directors: the Resolution recommended that Executive Directors
representing constituencies having more than 19 members would be entitled to appoint an additional
Alternative Director to the one position granted to all Executive Directors. This would enhance the capacity of
the two Executive Directors’ offices representing African constituencies. In sum, 54 members will see their

quota shares increase from pre-Singapore levels by between 12 to 106%,' "

and the aggregate shift in quota
shares for these 54 members is 4.9% points. If the increase in basic votes is included, a total of 135 members
have seen their voting shares increase. Although this 2008 reform has provided for a fixed proportion of basic
votes to the total voting power, the percentage is less than 6%: far behind the 11.26% when the IMF was set
up in 1944

The Communiqué of the IMFC issued on October 4, 2009 states that, IMF is and should remain a
quota-based institution. It also emphasised that quota reform is crucial for increasing the legitimacy and
effectiveness of the Fund, and supported a shift in quota share to dynamic emerging market and developing
countries of at least 5% from over-represented countries to under-represented countries.''” Accordingly, the
Executive Directors adopted a third reform programme on quotas and governance on November 5, 2010 and

recommended the reform package to the Board of Governor.'"

Governors representing 95.32% of the total
voting power had case votes in favour of this recommendation and adopted the “Resolution on Quota and
Reform of the Executive Board” on December 16, 2010."'* In this 2010 reform programme, the 14™ General
Review of Quotas was proposed with an unprecedented doubling of quotas and a major realignment of quota
shares amongst members. This will result in a shift of more than 6% of quotas shares to dynamic emerging
market and developing countries and more than 6% from over-represented to under-represented members.' "
One-half of the shifts come from advanced economies and one third comes from oil producers. 110 out of the
current 185 members, including 102 emerging or developing members, will see their quota share increased or
maintained."'® It will also protect the quota shares and voting power of the poorest members: members
eligible for borrowing from the low-income Poverty Reduction and Growth Trust and whose per capital
income is below the IDA threshold (US$1,135 in 2008) will have their voting shares preserved.''’
Furthermore, the Board also agreed that a new quota formula should be decided by January 2013, and that the
next quota review should be completed by January 2014, two years ahead of schedule.'"® In addition to the
quota reform, the 2010 reform programme also proposed another amendment to the IMF Agreement to change

the system of the Executive Directors: the Executive Directors will remain its current size of 24 members, the

"% For example, Korea will see its quota increase by 106%, Singapore by 63%, Turkey by 51%, China by 50%, India, Brazil
and Mexico all by 40%. IMF, April 2008, Reform of IMF Quotas and Voice: Responding to Changes in the Global Economy.

"1 For example, G4 has suggested that the percentage of basic votes to the total voting power should be fixed at the level of
1944 when the IMF was established. Beltran, G.S. for The G24 Research Program, 2005, supra note 55, p. 21.

"2 IMF, October 4, 2009, Communique of the International Monetary and Financial Committee of the Board of Governors of
the International Monetary Fund

'3 IMF, November 5a, 2010, IMF Executive Board Approves Major Overhaul of Quotas and Governance, Press Release No.
10/418.
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10/477.
' Ibid.
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IMF, December 16, 2010, IMF Board of Governors Arrpvoes Major Quota and Governance Reforms, Press Release No.

IMF, November 5b, 2010, IMF Board Approves Far-reaching Governance Reforms, IMF Survey online
"7 IMF, November 5a, 2010, supra note 68.

"8 IMF, November 5b, 2010, supra note 71.
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Executive Directors will consist only of elected Executive Directors, ending the category of appointed
Directors, and, there will be further scope for appointing second Alternate Executive Directors to enhance
representation of multi-country constituencies.'”” The reform on the Executive Directors was made possible
when the EU agreed to give up two seats.'” And the composition of the Board will be reviewed every 8 years,

starting when the quota reform takes effect.'?!

For this third reform package to take effect, two procedures
must be completed. First, the amendment to the IMF Agreement regarding the composition of the Executive
Directors needs to be accepted by at least three-fifths of the members representing 85% of the total voting
power. Second, the 14™ general quota review must be accepted by members representing at least 79% of the
total quotas on November 5, 2010 to give their consent in writing to their quota increases.'”> When both the
2008 and 2010 reform packages take effect, the top 10 shareholders of the IMF will represent the top 10
countries in the world, namely the US, Japan, the four main European countries, and the four

“BRICs” —Brazil, Russia, India, and China.'*

IV. Lessons learned

1. Anote of caution

Before conducting the analyses on whether the governance reform of the IMF can offer some lessons for
the financial mechanisms for climate change, it is to be noted that these two types of financial mechanisms
exhibit differences in many ways. This might render some of the IMF reform experiences inapplicable or
inappropriate in the case of climate change financial mechanisms.

First, the IMF is an international organisation possessing full juridical personality, as stated in Article X,
Sec 1 of the IMF Agreement. Financial mechanisms for climate change, on the other hand, have very
diversified organisational structures and legal forms, ranging from a trust-fund type to a full-scale
organisation such as the GEF. Second, the IMF has full capacity to make its own policies and decisions
regarding, for example, how the members can use its resources. Financial mechanisms, especially those under
the international climate change regime, have to “function under the guidance of and be accountable to” the
COP. Third, the IMF operates at the international level, whilst many of the climate change financial
mechanisms operate at the regional or even domestic level. Fourth, the IMF only supports programmes rather
than projects, whilst most, if not all of the climate change financial mechanisms support mainly project
activities and only a few (for example, the GEF) begins to support programmes and policies just recently.
Fifth, as an international organisation, the membership of the IMF opens only to sovereign states. Some of the
climate change financial mechanisms, for example, most of the carbon funds administered by the World Bank,
permit private sectors and non-governmental entities to take part. Last, in terms of resource mobilisation, the
IMF has all of its resources from the public sector, i.e. the paid-in subscriptions of its members. The climate
change financial mechanisms, on the other hand, have a variety of channel to generate its resources.

Despite these differences, the IMF and climate change financial mechanism all serve as a funding

channel to support activities for specific purposes. In addition, they all have a set of institutional arrangements

"9 IMF, November 5a, 2010, supra note 68.
129 IMF, March 3a, 2011, Important Milestone Reached to Reinforce IMF Legitimacy, IMF Survey online.
2l IMF, November 5b, 2010, supra note 71.

122 IMF, March 3b, 2011, IMF Quota and Governance Publications: June 2006-March 2011.

'23 IMF, March 3a, 2011, supra note 75.
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through which standards and procedures are laid out on how to generate and deliver resources. Moreover,
whether the mechanism itself can be perceived as legitimate and effective will be determined, to a large extent,
on how its governance structure is arranged. In this aspect, i.e. governance structure, the above-mentioned
differences between the IMF and the climate change financial mechanisms do not seem to be as stark as they

appear to be.

2. Lessons learned

Ironically, the current governance structure of one of the climate change financial mechanism, the GEF,
was designed with an aim of reforming its governance structure when the GEF pilot phase (GEF—P) was
operated by the World Bank in 1991. As mentioned in Part III, developing countries have long felt dissatisfied
toward the governance structure of the two Bretton Woods institutions. When the UNFCCC was negotiated
between 1990—1992, developed countries would prefer to designate the GEF—P as the Convention’s
financial mechanism. Notably, this ran into strong opposition from the developing countries because of the
close relationship of the GEF—P with the World Bank. As a result, the GEF—P started the restructure process
in 1992 and ended in 1994, with a clear instruction from the UNFCCC that its financial mechanism “‘shall
have an equitable and balance representation of all Parties within a transparent system of governance” in
mind."** The decision-making mechanism of the GEF does not contain the IMF quota-type weighted votes,
and adopts a novel double-majority voting rules in the Council where decisions need to be approved by both a
60% majority of the total member of participants and a 60% majority of the total contributions. The
organisational arrangement also sets out a more balanced structure that is able to represent the interests of
both donor and recipient participants. The Council, very similar to the Board of Executive Directors of the
IMF functional-wise, consists also of constituency groupings, 16 of which are from developing countries, 14
from developed countries, and 2 from the countries of central and eastern Europe and the former Soviet
Union.'*

In the process of calling for reform, some commentators have called for the IMF to adopt the GEF—Iike
double majority voting rules so that decisions can represent the interests of both donor and recipient

members. '

But the reform programmes have not taken up this proposal. Within the issues that are called for
reform, as presented in Part II.1, the distribution of votes, including basic votes and quota, and the
composition of the Executive Directors are the main reform programmes, with particular focus on the
distribution of votes. What lessons can be drawn?

First, as most, if not all of the focus of criticism pointed to the how votes are distributed. The mixture of
having basic votes and quota—based weighted votes are to balance the principle of sovereign equality of
states and the effective function of a financial institution. However, when the proportion of basic votes to the
total voting power diminished, the sovereign equality of states faltered. In addition, when quota formula no

longer reflects the real economic status of each member, the effectiveness of the institution also suffered. Both

124 For more on the GEF, see, for example: Silard, S.A., 1995, “The Global Environment Facility: A new development in
international law and organization”, 28 George Washington Journal of International Law and Economics 607; Werksman, J., 1995,
“Consolidating Governance of the Global Commons: Insights from the Global Environment Facility”, 6 Yearbook of International
Environmental Law 27

125 Paragraph 16 and Annex E to the “Instrument for the Establishment of the Restructure Global Environment Facility”.

126 For example: Woods, N. & Lombardi, D., August 2006, supra note 46, p. 495; Stiglitz, J. & others, 2009, Report of the
Commission of Experts of the President of the United Nationsl General Assembly on Reforms of International Monetary and
Financial System, New York, p.94.
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of these discontents affect how the IMF can be perceived as legitimate and effective by its members. This is a
powerful driving force behind the determination to push for reform in the distribution and design of votes.
The reform on basic votes might be somehow disappointing, as the fixed proportion (5.502%) is less than half
of the percentage when the IMF was established (11.26%). Nevertheless, the distribution of total voting power
between advanced economies (donors) and emerging market and developing countries (potential recipients)
has improved. Before the 2006 reform (pre-Singapore), the advanced economies possess 60.6% of voting
shares whilst emerging market and developing economies have 39.4%, with Asian countries only 10.4%.
When the 2010 reform program takes effect, this proportion will be changed into 55.3% v.s. 44.7% (with
Asian countries possessing 16.1%). This illustrates that, even if a balanced representation of all individual
member cannot be achieved, at least the distribution of power between donor members, as a group, and
recipient members, as a group must be maintained.

Second, a commentator noted that, proposal for quota reform within the IMF should follow three basic
principles. First, reform must be simple and transparent. Second, as a financial institution, creditors need to
have a decisive voice in policy making so as to ensure that creditors remain confident in the institution’s
lending decisions. Third, any proposed reform must not seek to remove the veto power of the largest
individual creditor, the US.'*” These principles also apply to other reform programmes of the IMF. As Sir J.
Gold also noted, the international monetary system has been fashioned, developed, and changed primarily
under the influence of the US. The prospect of worldwide change in the system or in the international
governing it will be negligible or nonexistent unless the US sponsors or supports a change.'® These
principles can all be observed in the IMF governance reform process. First, the reform has been discussed
extensively amongst members. Second, creditors maintain a majority in the total voting power. Third, the US
still maintains a crucial veto power even after the 2010 reform takes effect: the US voting share is 17.0%
pre-Singapore, the shares will remain 16.5% post-2010. This voting share enables the US to have a veto
power in those decisions that require an 85% majority of total voting power. This illustrates that, any
discussion and decisions on governance issues need to be transparent, and that major donors must remain
confidence in how the institution reaches its decisions by maintaining a decisive voice.

Last, as commented by Zamora, “international economic organisations are consequences of the world
economic system; they are not determinants of that system. With few exceptions, these organisations react to,
rather than initiate, economic changes...To reform the world economic system, the developing countries must
alter economic realities, and then see to it that international organisations reflect those new realities.”'*’ The
called for reform of the Bretton Woods institutions began as early as in the 1970s. Why is it that only as recent
as in the early 21 century that such a call for reform has finally been taken up? This might be explained by
the changing global economic landscape since the 21* century where the gap between advanced economies
and emerging economies in decreasing rapidly. This illustrates that, instead of hoping others to change the
governance structures of any financial mechanism to their own benefits, potential recipient countries need to
transform themselves first and foremost, and be well-prepared so as to possess enough bargaining chips in the

process of negotiation.

127 Kelkar, V.L. et al., 2005, supra note 31, p.56.
128 Gold, J., September 1984, supra note 53, pp.841-842.
129" Zamora, S., July 1980, supra note 39, pp. 602-603.
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V. Conclusion

How can the design of the governance structure of the financial mechanism for climate change learn
from these lessons, in particular in light of the four guiding principles as identified in Part 11.3?

First, the distribution of power between donor members, as a group, and recipient members, as a group
must be maintained. This seems to be a slightly modified principle of “balanced representation of all parties”.
But this will be particular useful to those climate change financial mechanisms operating at the international
scale that has a very large membership.

Second, any discussion and decisions on governance issues need to be transparent, and that major
donors must remain confidence in how the institution reaches its decisions by maintaining a decisive voice.
This echoes the principles of transparency and effectiveness. In the discussion of designing the governance
structure of any climate change financial mechanism, the process must involve all the stakeholders, in
particular the donors and recipients. In addition, any decision-making rules and/or organisational arrangement
must allow certain rooms for donors to exercise their power so that they will be willing to continue support
the operations of the mechanism they believe is effective.

Third, potential recipient countries need to transform themselves first and foremost, and be
well-prepared so as to possess enough bargaining chips in the process of negotiation. This definitely falls
outside of the four guiding principles! Nevertheless, when it comes to climate change mitigation and
adaptation policies, no country should expect others to support such activities without undertaking and
demonstrating their own efforts to contribute equally to such a daunting task. When a country demonstrates its
own matching determination to design and implement climate change mitigation and adaptation policies, it is
more likely that such a country will be invited to participate in any climate change financial mechanisms and,
as a result, to gain the opportunities to take part in and influence the operations of such mechanism. This
might be particular important in those financial mechanisms that operate on a smaller scale, for example at the
bilateral or regional level. It also might apply to those financial mechanisms that generate their resources from
the private sectors where investors are more willing to invest in activities that have a demonstrating positive
effect on climate change mitigation or adaptation, which can only take place in a country that provide a

supportive environment for such types of activities.
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Title: Financial mechanisms for climate change: what lessons can be learned from the reform experiences of
the IMF?

Abstract: The “Copenhagen Accord” issued after COP 15 to the UN FCCC, albeit not unanimously
adopted, is nevertheless an important decision relating to further development of the climate change regime.
In this 12—paragraph document, there are seven paragraphs that touch upon issues relating to financial
resource and financial mechanism. Furthermore, COP 16 to the UNFCCC adopted the so-called “Cancun
Agreements”. The Cancun Agreement also lays down various significant provisions on financial mechanisms,
including the newly-created Green Climate Fund. This illustrates the importance of financial mechanisms in
adopting and implementing policies on climate change mitigation and adaptation. The design and
effectiveness of such financial mechanisms, especially their governance structure in ensuring the democratic
quality of producing a fair and equitable resources generation and allocation process will determine whether
any financial mechanism can achieve its goal of assisting developing countries to implement climate change
mitigation and adaptation policies.

International financial mechanisms for development assistance have been in operation since the
establishment of the Bretton Woods institutions —the International Monetary Fund (IMF) and the World Bank
Group in 1947. The governance structure of the IMF has been under constant scrutiny for the past five
decades and has finally resulted in a series of governance reforms in the IMF starting in 2008.

Can the reform experiences in the IMF provide valuable input on the design of governance structure of
the existing or new financial mechanisms for climate change mitigation and adaptation? This will be the main
research question this article seeks to answer.

Key words: financial mechanisms, governance reform, IMF, climate change



I.  Introduction

Financial mechanism has always been an important, yet controversial institutional pillar under the
international climate change regime. The negotiation leading up to the United Nation Framework Convention
on Climate Change (UNFCCC) has already demonstrated the controversies surrounding the design and
governance structure of the financial mechanism under the Convention.> Article 11 of the UNFCCC requires
that the financial mechanism “shall function under the guidance of and be accountable to the Conference of
the Parties...”, and “shall have an equitable and balanced representation of all Parties within a transparent
system of governance”. When developed country parties (Annex | parties) undertook concrete legal
obligations to reduce six types of greenhouse gases (GHGs) under the Kyoto Protocol, the concept of
‘financial mechanism’ broadened and the types of such mechanism became extremely diversified. In the
current post-2012 climate change negotiation, financial mechanism again became one of the crucial
negotiation agenda. The “Copenhagen Accord” issued after COP 15 to the UN FCCC, albeit not unanimously
adopted, is nevertheless an important decision relating to further development of the climate change regime.
In this 12—paragraph document, there are seven paragraphs that touch upon issues relating to financial
resource and financial mechanism. Furthermore, COP 16 to the UNFCCC adopted the so-called “Cancun
Agreements”. The Cancun Agreements also lay down various significant provisions on financial mechanisms,
including the newly-created Green Climate Fund. This illustrates the importance of financial mechanisms in
adopting and implementing policies on climate change mitigation and adaptation. Amongst the mostly
debated issues concerning the design of financial mechanism, the governance structure has always been a
crucial one. The design and effectiveness of such financial mechanisms, especially their governance structure
in ensuring the democratic quality of producing a fair and equitable resources generating and allocation
process will determine whether any financial mechanism can achieve its goal of assisting developing
countries to implement climate change mitigation and adaptation policies.

Meanwhile, international financial mechanisms for development assistance have been in operation
since the establishment of the Bretton Woods institutions —the International Monetary Fund (IMF) and the
World Bank Group in 1947. The governance structure of the IMF has been under constant scrutiny for the past
five decades and has finally resulted in a series of governance reforms starting in 2008. Can the reform
experiences in the IMF provide valuable lessons on the design of governance structure of the existing or new
financial mechanisms for climate change mitigation and adaptation? This will be the main research question
this article seeks to answer. This article begins with an introduction on financial mechanisms for climate
change, followed by an overview of the IMF governance reformed. With the experiences of the IMF reform in
mind, Part IV provide an analysis on how the IMF reform experiences can provide some lessons for the
financial mechanism for climate change, with particular focus on the governance structure.

Il.  Financial mechanism for climate change
1. Definition and functions of financial mechanisms for climate change
Financial mechanism can be defined as: “Method or source through which funding is made available,

! This refers to the debate and negotiation on whether the then-World Bank operated Global Environmental Facility (GEF) at its
pilot phase should be designated as the financial mechanism under the Convention. The ultimate result was to designate the GEF as
the “interim’ financial mechanism, with the condition that the GEF “should be appropriately restructured and its membership made
universal to enable it to fulfil the requirements of Article 11”. UNFCCC, Article 21.3.
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such as bank loans, bond or share issue, reserves or savings, sales revenue.” In the “Glossary of climate
change acronyms” from the UNFCCC website, financial mechanism is defined as “Developed country Parties
(Annex Il Parties) are required to provide financial resources to assist developing country Parties implement
the Convention. To facilitate this, the Convention established a financial mechanism to provide funds to
developing country Parties. The Parties to the Convention assigned operation of the financial mechanism to
the Global Environment Facility (GEF) on an on-going basis, subject to review every four years. The financial
mechanism is accountable to the COP.”® From these two definitions, financial mechanisms for climate change
will be defined in this article as follows: “A pre-determined standards and procedures set by an institution
through which funding is mobilized and disbursed for the purpose of climate change mitigation and

n4 " 5 are also used in the

adaptation.” Noted that, similar terms such as “climate finance” * or “carbon finance
relevant literature.

The main function of the financial mechanisms for climate change is to assist countries to adopt and
implement policies for climate change adaptation and mitigation. According to the World Resources Institute,
the typical functions of such mechanisms include: oversight, resource mobilization, resource allocation,
project cycle management, standard setting, scientific and technical advice, and accountability. The

corresponding roles for such mechanisms are illustrated in Table 1.°

Table 1: Functions and roles of financial mechanisms for climate change

Function Roles
Oversight ®  Setting policies, program priorities and eligibility criteria
Resource ® Replenishment of trust fund
mobilization ® Leveraging of additional sources of funding from Implementing Agencies, private
sector
Resource ® Allocation of resources between multiple focal areas (e.g. mitigation, adaptation,
allocation forestry)
® Prioritization between eligible recipients
Project cycle ® Preparation and approval of projects
management ® Financial management of loan and grant agreements
Standard setting | ® Development and approval of performance metrics
® Development and approval of environmental and social safeguards
Scientific and ® Advice on appropriate policies and best available technologies

2 “Method or source through which funding is made available, such as bank loans, bond or share issue, reserves or savings, sales
revenue.” Available from: http://www.businessdictionary.com/definition/financial-mechanism.html (last visited: 2011/5/21).

® “Developed country Parties (Annex Il Parties) are required to provide financial resources to assist developing country Parties
implement the Convention. To facilitate this, the Convention established a financial mechanism to provide funds to developing
country Parties. The Parties to the Convention assigned operation of the financial mechanism to the Global Environment Facility
(GEF) on an on-going basis, subject to review every four years. The financial mechanism is accountable to the COP.” From the
Glossary of climate change acronyms, available from: http://unfccc.int/essential _background/glossary/items/3666.php#F (last
visited: 2011/5/21).

* For example, Steward, R.B., Kingsbury, B. & Rudyk, B., 2009, Climate Finance: Regulatory and Funding Strategies for Climate
Change and Global Development, NYU Press.

> This term is used by the World Bank Group, for example, its “Carbon Finance Unit”:
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ENVIRONMENT/EXTCARBONFINANCE/0,,menuPK:4125909~page
PK:64168427~piPK:64168435~theSitePK:4125853,00.html (last visited: 2011/5/21)

® Ballesteros, A. et al, November 2009, Power, responsibility, and accountability: re-thinking the legitimacy of institutions for
climate finance, figure 1 at p.7.
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technical advice | ® Advice on scientific trends ad risk assessment

Accountability | ®  Monitoring and evaluation of project and portfolio performance
® Review and inspection of problematic projects

From: Ballesteros, A. et al

Five out of the seven functions of the financial mechanisms for climate change relate to the governance
of the mechanisms. This clearly illustrates the importance of institutional design and governance structure of
any financial mechanism for climate change.

2. Different types of climate change financial mechanisms by different yardsticks

There are a variety of financial mechanisms for climate change. Different types of financial mechanisms
for climate change can be categorised by using different yardsticks such as the purpose of the mechanisms, the
scale of the mechanisms, sources of funding, and the types of activities funded by the mechanisms. The
following will briefly introduce the broad range of financial mechanisms for climate change by using these
four different yardsticks.

2.1 purpose of the financial mechanisms

Depending on the purpose of setting up such a mechanism, financial mechanisms for climate change can
be categorised as: financial mechanisms for climate change adaptation, for climate change adaptation, and for
both purposes. The Emissions Trading Scheme of the European Union (EU ETS) is a type of financial
mechanism for mitigation, as the main purpose of the scheme is to reduce the emissions of GHGs within the
EU.” Under the international climate change regime, the Adaptation Fund set up under the Kyoto Protocol at
its third meetings of the parties® is a financial mechanism for climate change adaptation. The GEF mainly
funded projects for mitigation purposes, although adaptation projects are funded as well from the “Least
Developed Countries Fund” and the “Special Climate Change Fund”, both of which are established at COP 7
of the UNFCCC and are administered by the GEF. At the same COP, on the other hand, Parties to the
UNFCCC also instructed the GEF to support pilot and demonstration projects for certain adaptation
programmes.’

2.2 scale

Depending on the scale or platform where a financial mechanism operates, there are
international/multilateral, regional, bilateral and unilateral financial mechanisms for climate change. For
example, all of the financial mechanisms under the international climate change regime are
international/multilateral financial mechanisms. The EU ETS, as well as certain financial mechanisms
supported or administered by regional development banks (e.g. the Asian Development Bank operates three

" However, the revised EU ETS will become a type of financial mechanism for both climate change mitigation and adaptation.
According to the revised ETS Directive adopted on 23 April 2009, member states can determine how to use the proceeds from the
auction of allowances. Nevertheless, 50% of the proceeds must be used according to Article 10.3 of the revised Directive, which
include funding for both mitigation and adaptation measures.

¢ Decision 1/CMP.3 “Adaptation Fund”, FCCC/KP/CMP/2007/9/Add.1.

° http://www.thegef.org/gef/adaptation (last visited: 2011/5/21).
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different types of carbon finance mechanisms®®) are regional financial mechanisms. Bilateral financial
mechanisms often involve funding provided by one country (usually developed countries) that supports a
particular types of projects or activities for climate change mitigation or adaptation undertaken by eligible
country (usually developing countries). For example, the “International Climate Initiative” set up by
Germany™ in 2008 and the “Environmental Transformation Fund” set up by the UK in 2008 are two such
type of bilateral financial mechanisms. Unilateral financial mechanisms are mostly established domestically,
such as the “Brazil Amazon Fund” set up by Brazil in 2008" and the “Indonesia Climate Change Trust Fund”
set up by Indonesia'® in 2009.

2.3 sources of fund

The sources of funding for a financial mechanism can come from the pubic sector and the private
sector.” At the international scale, public sources can come from the traditional Overseas Development Aid
(ODA), concessional debt, loan guarantee, or technology transfer arrangements. At the domestic level,
funding from the public sources might include government budgets (for example, carbon tax), special levy
(for example, or air pollution control fee. Funding from the private sector might include credit offsets in
developed countries (for example, the EU ETS), insurance, or foreign direct investment. Currently, most of
the financial mechanisms for climate change have their funding sources from the public sectors, including all
of the financial mechanisms under the international climate change regime. However, some financial
mechanisms have their funding sources from both the public and the private sectors, such as most of the
carbon funds administered by the World Bank Group. For example, the “Prototype Carbon Fund” raises its
fund from seven private companies and six governments.*

2.4 types of activities funded by financial mechanisms

Financial mechanisms for climate change can support a wide range of activities, including project
lending, program or policy lending, and for investment only. Financial mechanisms for project lending refer to
providing funding and/or technologies for a specific project (for example, a solar power plant). Financial
mechanisms for program or policy lending support a program of action or a set of policies (for example, a set
of subsidy programs to support renewable energy sector). Financial mechanisms for investment only use their
fund to purchase offsets generated from emissions reduction projects, such as the certified emissions
reductions (CERs) generated from the Clean Development Mechanism (CDM) projects). The CDM under the
Kyoto Protocol is a typical financial mechanism for project lending. The GEF started as a financial
mechanism for project lending as well. However, the GEF picked up the practices of program/policy lending

19 http://www.adb.org/Climate-Change/funds.asp ~ (last visited: 2011/5/21)

1 http://www.bmu-klimaschutzinitiative.de/en/nome_i (last visited: 2011/5/21)

12 http://www.decc.gov.uk/en/content/cms/what_we_do/change_energy/tackling_clima/intl_strat/ietf/ietf.aspx (last visited:
2011/5/21)

B3 http://www.amazonfund.org/ (last visited: 2011/5/21)

Y http://www.icctf.org/site/ (last visited: 2011/5/21)

> Stewart, R.B., Kingsbury, B. & Rudyk, B., December 2, 200, Climate Finance: Key Concepts and Ways Forward, Harvard
Project on International Climate Agreements, available from: http://belfercenter.ksg.harvard.edu/files/Stewart%20Final.pdf (last
Yeisited: 2011/5/21).

http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ENVIRONMENT/EXTCARBONFINANCE/0,,contentMDK:21630008
~menuPK:5216148~pagePK:64168445~piPK:64168309~theSitePK:4125853,00.html (last visited: 2011/5/21)
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in 2008 when it began to provide “a long-term and strategic arrangement of individual yet interlinked projects
that aim at achieving large-scale impacts on the global environment.”'” Some of the carbon funds
administered by the World Bank Group are the type of financial mechanism for investment purposes.

3. Design elements and guiding principles of financial mechanism for climate change, with particular
focus on the governance structure
Based on the definition given to financial mechanisms for climate change previously, as well as drawing
from some research works in the relevant field,*® a financial mechanism for climate change should comprise
the following three key elements: resource mobilization (generation), resource disbursement (delivery), and
governance of institutional arrangements (administration). The guiding principles in each element will be
briefly introduced as follows.

3.1 Generation: resource mobilization

This element refers to how the resources/funding of a financial mechanism are generated. As the previous
section indicated, the sources of funding can derived broadly from the public and the private sectors.
According to Article 4.3 of the UNFCCC and paragraph 1(e) of the so-called Bali Action Plan adopted at the
13" Conferences of the Parties, the following five principles are crucial for resources mobilisation: adequacy,
predictability, sustainability, equity and common but differentiated responsibilities and respective capabilities,
and, measurability.™

These five guiding principles are equally important when designing the method of how resources will be
generated under the financial mechanism for climate change. However, depending on the time-frame, sources
of funding, and objective and purpose, the importance and roles of each of these guiding principles will be
different. For example, if the source of funding comes from the ODA through the governments’ annual
budgets, this can satisfy the principles of measurability and predictability in that particular year when the
budget is approved. But from a long-term perspective, such a source of funding might be incompatible with
precisely these two principles as each government’s annual budget is hard to predict in advance. Furthermore,
Acrticle 4.3 of the UNFCCC requests the Annex Il Parties to provide “new and additional” financial resources,
which means that an Annex Il Party cannot rely on its existing ODA to meet this financial obligation under the
UNFCCC. On the other hand, when the source of funding comes from the private sector, for example, private
investment, such type of funding might be more “adequate”. Nevertheless, it might also be more difficult to
be “measurable” and “predictable”, as the availability of such type of funding largely depend on the
willingness and capacities of those private investors to provide the necessary resources.

3.2 Delivery: resources distribution
This element refers to how resources of the financial mechanisms are delivered. It can refer to, first, the
modes of distribution: the fund can be delivered by grants, concessional loans, or investment channel (for

7 GEF, Adding Value and Promoting Higher Impact through the GEF’s Programmatic Approach, available from:
http://www.thegef.org/gef/sites/thegef.org/files/publication/Programmatic_Approach.pdf (last visited: 2011/5/21)

8 For example: Bird, N. & Brown, J., March 2009, International Climate Finance: Principles for European Support to Developing
Countries; Global Canopy Programme, 2009, The Little Climate Finance Book: A guide to financing options for forests and climate
change.

1% Global Canopy Programme, 2009, supra note 18, p. 31.




example, for a CDM project). Second, it can refer to the types of activities that the resources will fund:
projects or programmes/policies. Third, it can also refer to the channel through which funding reach their
target recipients: whether the recipients can have direct access to the fund, or they have to apply for the use of
fund via an appropriation or review mechanism. According to Article 11 of the UNFCCC, paragraph 1(e) of
the Bali Action Plan and the Paris Declaration on Aid Effectiveness, the following five principles are crucial
in the delivery of resources: effectiveness, efficiency, equity, appropriateness,® and, national ownership.?
These five guiding principles are equally important when designing the distribution channel of resources
in the financial mechanism for climate change. However, depending on the modes of resource disbursement,
funding activities and channels of disbursement, the importance and roles of each of these guiding principles
will be different. For example, when funding is provided in the form of a loan to support certain types of
programmes or policies, conditions might be imposed to ensure that the recipient country can use such
funding effectively. But this is very likely to run counter to the principle of “national ownership”. When the
resources come from the private sector that want to deliver the funding in the most effective and efficient
manner, such funding might focus on one particular type of activities, a particular sector, or even in a
particular region or country. Under this circumstance, the principle of equity might be compromised.?

3.3 Administration: governance of institutional arrangement

The governance structure of a financial mechanism is crucial to ensure that the generation and delivery
of resources can be designed and implemented in according with the above-mentioned guiding principles. It is,
thus, not surprising that most of the research on climate change financial mechanism focus on the institutional
arrangement and governance. Analyses have been done on the legitimacy of a financial mechanism from the
perspective of their governance in the following three dimensions: power, responsibility, and accountability.?
Power refers to the formal and informal distribution of the capacity to determine outcomes between and
amongst Parties, and between Parties and the institutions they crease. This includes membership,
decision-making rules, governing body, and its administrative and management staff.?* Responsibility refers
to the exercise of power for its intended purpose, specifically to ensure that the resources entrusted to a
financial mechanism are programmed effective and equitably. This includes responsibility exercised in
allocating resources and in leading the design and implementation of projects and programmes, as well as
ensuring country ownership in the host country.”® Accountability refers to the standards and systems for
ensuring that power is exercised responsibly. This is the key element in gauging the degree of legitimacy in a
financial mechanism: institutions entrusted with climate finance must be accountable both to contributors and
recipients » Accountability begins with a determination of an institution’s precise goals and objectives, as well
as agreement on measurable indicators of successful performance. It also includes fiduciary standards:
specific duties attributable to the trustee of a trust fund holding money for the beneficiary of that fund.
Furthermore, environmental and social risks and impacts of projects and programmes supported by the

% Global Canopy Programme, 2009, supra note 18, p. 84.
21 National ownership refers to the extent to which recipients exercise leadership over their climate change policies and strategies.
Bird, N. & Brown, J., March 2010, supra note 18, p. 9.
22 For example, the uneven distribution of the current CDM projects is one such example: there are more than 70% of the registered
CDM projects in only three countries: China, India and Brazil, and China alone has attracted more than 40% of the CDM projects.
2% Ballesteros, A. et al, November 2009, supra note 6, pp.8-9.
2 1d, p. 8.
% 1d, p. 9, 27-34.
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financial mechanism must also be managed responsibly.?

As to the guiding principles for the governance structure, the following four guiding principles are crucial
according to Article 7 of the UNFCCC: transparency, efficiency, effectiveness, and balanced representation of
all parties.?” Such principles will determine whether the financial mechanisms can be perceived as legitimate
and impartial. These four guiding principles are equally important when designing the governance structure of
the financial mechanism for climate change. Depending on the scale of the financial mechanism
(international, regional, bilateral, or unilateral) as well as the types of activities supported (projects,
programmes and policies, investment) , there can be a variety of institutional arrangements for different types
of financial mechanisms. Thus, the importance and roles of each of these guiding principles will be different.
For example, for financial mechanism operating at the international level, such as the GEF, the principle of
“balanced representation of all parties” will have a bigger role in the design of its governance structure. But
the principle of efficiency might be compromised should such a financial mechanism, in responding to have a
balanced representation of all parties, adopts a large decision-making body or a set of complex
decision-making mechanism. On the other hand, in the case of the Prototype Carbon Fund where the World
Bank is entrusted as the trustee who bears the fiduciary duties toward all the investors, transparency of its
governance structure might come second comparing to the principles of effectiveness and efficiency.

As can be seen from this Part, financial mechanisms for climate change can take a variety of forms. In
addition, each of the three design features, i.e. generation, delivery, and administration, of a financial
mechanism for climate change has its own set of guiding principles. The effectiveness of such mechanisms in
achieving their objectives depend mostly on whether their governance structure can ensure the democratic
quality of producing a fair and equitable resources generation and allocation process. Some of the financial
mechanisms for climate change, such as the GEF, have already adopted novel governance structure different
from the traditional international financial mechanisms for development assistance, which began their
operations since 1940s. After more than five decades of recalling for reform, the leading international
financial mechanism for development assistance, the IMF, finally began a process of governance reform in
2008. Whether this reform will be effective in addressing all of the concerns behind the need and call for
reform cannot be evaluated just yet, as the reform process is still undergoing. Nevertheless, there might be
valuable lessons to be learned from this process to guide many of the emerging financial mechanisms for
climate change that are still in the process of “under construction”. The next Part will introduce the
governance reform of the IMF and the lessons learned.

I1l. Governance reform of the IMF and lessons learned

1.  What needs to be reformed

The governance structures of the IMF, in particular the weighted voting system, have long been criticised
by many since the 1970s. Developing countries have campaigned rigorously for a new international economic
order within the UN system that called for reforms of the governance structure of international economic

% 1d, p. 8, 34-42.
2" Global Canopy Programme, 2009, supra note 18, p. 123.
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organisations since the early 1970s.% Such an early and repeated call for reform was only taken up by the
members after more than 30 years when the IMF began a series of reform programmes targeting its
governance structure in early 2000.  Comprehensive reform of the IMF governance encompasses issues
relating to quota, ministerial engagement and oversight, the size and composition of the Executive Board,
voting rules, management selection, and staff diversity.”® The most criticised aspect of the Fund’s governance
focused on its decision-making rules, in particular with regard to how votes are distributed (the “quota”
system) and the voting rules, and its organisational arrangement, in particular the role of the Executive
Directors.

1.1 decision-making

According to Article XII, Section 5(a) of the Articles of Agreement of the IMF (hereinafter IMF
Agreement), each member has 250 votes “plus one additional vote for each part of its quota equivalent to
one hundred thousand special drawing rights” . The former is the basic votes of each IMF member.
According to J. Gold, the purpose of designing the basic votes was to serve the function of recognising the
doctrine of the equality of states, as well as to avoid too close an adherence to the concept of a private
business corporation. Furthermore, some members might have such a small quota that, without having basic
votes, they would have virtually no sense of participation in the affairs of the Fund.** The basic votes
accounted for 11.26% of the total votes in 1994 when the IMF was created. However, the IMF Agreement
does not specify the ratio of basic votes to total votes. As a result, the proportion of basic votes to the total
votes decreased significantly during the last five decades as the membership of the IMF expanded and the
regular quota increase took place since 1965. The basic votes accounted for only 2% of the total votes in
2005.%' This erosion of basic votes means that members with small quota have decreasing influences within
the decision-making process within the Fund, which undoubtedly rose controversies regarding the legitimacy
of the decisions of the Fund.

In addition to basic votes, the quota system raises more concerns within the reform agenda. As Article
XI1, Section 5 stipulates, the more quota a member is allocated, the more votes that member can have.
According to Article 111, Section 1 of the IMF Agreement, the original members of the IMF have their quota
stipulated in Annex A. As for other members, the quotas shall be determined by the Board of Governors. The
subscription of each member shall be equal to its quota and shall be paid in full to the Fund. Section 2 sets
down rules for quotas adjustment, including a regular five-year general review and an ad hoc review at the
request of any member. An 85% majority of the total voting power is required for any change in quotas. The
quota of an IMF member not only determines the voting power, but also the extent to which a member can use
the resources of the Fund without any conditions, as well as how many special drawing rights (SDRs) can be
allocated to it. In order words, quota will determine the rights and obligations of an IMF member. Quotas are
designed to represent the relative economic power of each member globally, so the quota formula should
reflect the economic status of each member. However, the initial quota formula was designed with a political

%8 Developing countries have tried to push through s series of declarations/resolutions under the UN Assembly to achieve such a
goal. Two such examples are the “Programme of Action on the Establishment of a New International Economic Order” adopted by
the UN Assembly in 1974, and the “Charter of Economic Rights and Duties of States” adopted in 1975.
2 IMF, April 21, 2010, Executive Board Progress Report to the IMFC: The reform of Fund governance, para. 1.
* Gold, J., 1972, Voting and Decisions in the International Monetary Fund, pp. 18-19.
1 Kelkar, V.L. et al., 2005, “Reforming the International Monetary Fund: towards enhanced accountability and legitimacy”, in:
Buira, A. (ed), Reforming the Governance of the IMF and the World Bank, ch. 3, p.62.

12



objective: to give the US the highest quota share.** This so-called Bretton Woods formula was revised several

times, but only with minor changes and has remained unchanged since 1983.% Both developing and

developed members have criticised that this quota formula no longer reflects the real economic power and

status of members globally. The revision of quota formula is, thus, called for in the reform programme.

\oting rules are another contentious issue within the reform programme. According to Article XIl,

Section 5(c) of the IMF Agreement: “Except as otherwise specifically provided, all decisions of the Fund
shall be made by a majority of the votes cast.” The “otherwise specifically provided” is understood to refer to
those provisions of the IMF Agreement that require special majorities for certain decisions. There are two
types of special majorities (70% and 85%) and both are calculated in terms of the total voting power within
the Fund.>* Another type of special majorities rule is the double-majority rule that apply to only one type
decision of the Fund: amendments to the IMF Agreement. According to Article XXVIII, an amendment to
the IMF Agreement requires the acceptance of three-fifths of the members, having 85% of the total voting
power. An abstention or a vote not cast has the same effect as a negative vote.*® The types of decisions
requiring special majorities have increased significantly since the Second Amendment to the IMF
Agreement,® resulting in giving greater veto power to those Members having, collectively or individually,
25% or 15% of the total voting power. For example, having 17.023% or the total voting power,* the US
alone holds the power to veto any type of decision that requires an 85% majority votes. Despite having these
formal voting rules in the IMF Agreement, decisions within the IMF are often adopted by consensus without
formal votes. According to Rule C-10 of the Rules and Regulations, the Chairman shall “ordinarily ascertain
the sense of the meeting in lieu of a formal vote”, unless a member of the Executive Board requests for a
formal vote. The “sense of the meeting” is defined as “a position supported by executive directors having
sufficient votes to carry the question if a vote were taken.” The Chair has significant discretion as to how to
interpret the silence of an executive director when there is no explicit decision to be taken, and a range of
views have been expressed on a particular issue.*® Formal votes are rare in the meetings of the Executive
Board. However, the formal procedures as stipulated in the IMF Agreement may profoundly affect the de
facto decision-making process. Even where decisions are often taken informally, the resort to formal voting
procedures remains a possibility and may have a significant effect on the willingness of members to arrive at
a consensus.*® Consequently, the voting rules, coupled with the imbalance of votes (both the basic votes and
the weighted votes based on quotas) distributions, are another aspect of IMF decision-making that requires
reform.

1.2 organisational arrangement

* Mikesell, R.F., March 1994, “The Bretton Woods Debates: a memoir”, Essay in International Finance, p.22
¥ Mirakhor, A & Zaidi, |., December 2006, Rethinking the Governance of the International Monetary Fund, IMF Working Paper
WP/06/273, pp.8-9.
¥ Gianviti, F., 1999, “Decision-Making in the International Monetary Fund”, in: IMF (ed.), Current Developments in Monetary
and Financial Law, Ch.2A, pp.51—52.
¥ Mountford, A., March 2008, The Formal Governance Structure of the International Monetary Fund, IEO Background Paper
BP/08/01, p.19.
% \an Houtven, L., 2002, Governance of the IMF: Decision-making, institutional oversight, transparency, and accountability, IMF
Pamphlet Sries No. 53, p. 73.
¥ This is the US quota before 2006.
% Chelsky, J., March 2008, Summarizing the Views of the IMF Executive Board, IEO Background Paper BP/08/05, p.8.
% zamora, S., July 1980, “Voting in International Economic Organizations”, 74:3 American Journal of International Law 566,
p.568.
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According to Article XII, Section 1 of the IMF Agreement, the IMF shall have a Board of Governors, an
Executive Board, a Managing Director, and a staff, and a Council if the Board of Governors decides by an
85% majority of voting power. In addition to these formal governing bodies, the Board of Governors can also
set up various committees for specific tasks or advisory purposes, such as the Interim Committee (set up in
1974 and renamed as the International Monetary and Financial Committee in 1999). Other informal alliances,
such as G-7, G-20 or G-24, formed by different IMF members also interact with the IMF. The IMF
governance is illustrated in the following chart.

Stylized view of IMF Governance
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According to Article XII, Section 2(a), all power under the IMF Agreement not conferred directly on the
Board of Governors, the Executive Board, or the Managing Director shall be vested in the Board of Governors.
Although the Board of Governors is the highest decision-making organ, most of its power has been delegated
to the Executive Board as early as in 1946.*° As a result, the Executive Board is the most important organ in
the daily operations and decisions of the Fund, and has been the centre of focus in the call for governance
reform.

According to Article XII, Section 3(a), the Executive Board is responsible for conducting the business of
the Fund and for this purpose shall exercise all the powers delegated to it by the Board of Governors. The
Executive Board consists of Executive Directors with the Managing Director as chairman. Five of the
Executive Directors shall be appointed by the five members having the largest quotas (appointed Directors)
and fifteen shall be elected by the other members (elected Directors). The number of elected Directors can be
changed by the Board of Governors using an 85% majority of the total voting power. The Executive Board
shall function in continuous session at the principal office of the Fund, i.e. its Headquarter in Washington D.C.
Regarding voting, appointed Directors are to cast the number of votes allotted to the member appointing him,
whilst elected Directors have to cast the number of votes which counted towards his election. In order words,
split voting is not permitted for elected Directors to cast their votes. Two major reform issues relating to the
Executive Board are the electoral system and the role of the Executive Directors under the IMF.

Currently there are 24 Executive Directors, including 5 appointed (the US, Japan, Germany, France, and

0 Mountford, A., March 2008, supra note 35, p.7.
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the UK) and 19 elected Directors. Elected Directors are elected for the terms of two years. As 3 elected
Directors come from constituency that have only one member (China, Saudi Arabia,** and Russia), only 16
elected Directors come from multi-member constituencies. Comparing to those constituencies that only have
one member, two Directors elected by most of the African members come from constituencies of 21 and 24
members, respectively.*? As not all members have an appointed Director representing them at the meeting of
the Executive Board, Article XII, Section 3(j) provides that, when a member that is not entitled to appoint an
Executive Director, that member can send a representative to attend any meeting of the Executive Board
when a request made by, or a matter particularly affecting, that member ins under consideration. The IMF
Agreement does not specify how the constituencies are formed. Thus, constituencies may be based on
informal arrangements or on a written agreement amongst the participating members.”* There are diverging
views regarding the role of mixed multi-country constituencies, as well as a related issue of whether
constituencies having a dominant country allow for proper representation of the small countries.** The
Executive Board began as a compact body where the multi-country constituencies represented, on average,
around 5.6 members in 1945. As the membership of the Fund enlarges, the average size of a multi-country
constituency grew to 10.8 members today. The problem of crowded constituencies was compounded by the
increase in the number of single-country constituencies from 5 to 8, which is a third of the Board’s seat.*
How to ensure that elected Director that comes from constituency of members with divergent interests (for
example, creditor v.s. member using the Fund’s resources) reflect the positions of all the members within the
same constituency have been a controversial issue. Directors representing an individual member can be held
directly to account by their authorities and in effect dismissed and replaced at will. On the other hand, elected
Director, once elected, serves a two-year term with little incentive to be accountable to his or her
constituency.®® In fact, the fact that a Director has been selected by certain members does not create any
obligation for him or her to defer to their views or to cast his or her votes in accordance with their
instructions. His or her votes are valid even if they are inconsistent with any instructions he or she may have
received from his or her constituents.*” Another criticism relating to the electoral system is that, two
multi-country constituencies representing African countries are too large with 21 and 24 members each,
whereas the average size of multi-country constituencies is 11 members. This increases the burden of these
two Directors, especially considering that they represent members that usually engage in long term
borrowing, which are quite demanding in terms of workload.*®

As has been stated previously, the Board of Governors have delegated most of the powers to the
Executive Directors. Therefore, the Executive Directors possess great power, whose duties include approval
of relevant policies of the Fund, discussion on bilateral surveillance under Article 1V as well as multilateral
surveillance on the international monetary system, approval of all decisions relating to the use of Fund’ s

1 According to Article XII, Section 3(c), Saudi Arabia became entitle to appoint its own Director in 1978 when its currency
became widely used by the members.
2 Mountford, A., March 2008, supra note 35, p.10.
** Portugal, M., 2005, “Improving IMF Governance and Increasing the Influence of Developing Countries in IMF
Becision-making”, in: Buira, A. (ed), Reforming the Governance of the IMF and the World Bank, ch. 4, p.94

Ibid, p.95
* Martinez-Diaz, L., May 2008, Executive Boards in International Organizations: Lessons for Strengthening IMF Governance,
IEO Background Paper BP/08/08, p.18.
“ Woods, N. & Lombardi, D., August 2006, “Uneven patterns of governance: how developing countries are represented in the
IMF”, 13:3 Review of International Political Economy 480, p 483.
4 Gianviti, F., 1999, supra note 34, p.48.
“8 Portugal, M., 2005, supra note 43, p.96
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resources, approval of the selection of the Managing Director, approval of the decisions on the IMF budget
and personnel etc. In order words, the Executive Directors carry most, if not all of the important day-to-day
operational decisions of the Fund. The second reform issue relating to the Executive Board concerns the role
and character of the Executive Directors: are they officials of the IMF or member governments’
representatives? This is a crucial question as it will determine to whom Executive Directors should be held
accountable. During the drafting of the IMF Agreement, the UK was primarily of the view that Executive
Directors are international officials whilst the US preferred to grant more political power to the Executive
Directors. The US view seemed to prevail, as the result was a resident, 12-member board based in the IMF
Headquarter that meets in continuous sessions.*® Nevertheless, the IMF Agreement does not specify whether
the Executive Directors should be fully or partially accountable to their appointed or elected members. After
analysing the functions and duties of the Executive Directors, Grancois Gianviti, the former General Counsel
of the IMF, concludes that “an Executive Director of the IMF is an official of the organisation, legally
accountable to the IMF for the discharge of his duties.” *°However, in the case of appointed Directors, they
can be recalled at will by their capitals. And in the case of both appointed and elected Directors, the impact
on their future careers in their home countries provide an incentive to listen to their authorities’ guidance.™
It is, thus, impossible that Executive Directors ignore instructions or guidance from members and act as
independent officials of the IMF.  As a result, the character of the Executive Directors remains controversial.
This problem became even more serious by the fact that the Executive Board itself has no self-evaluation
process, nor is its performance evaluated by any other body other than the extent to which members evaluate
the performance of the Directors which represent them.>

2.  The reform programme

The call for reform has not stopped after the 1970s. The Group of Twenty-Four, composed of
representatives of developing countries, issued a communiqué in 1983 stating that the “current monetary and
financial system suffers from many shortcomings and inequities, notable, the inadequate share of developing
countries in decision-making...”*® The “International Conference on Financing for Development” conveyed
by the UN in March 2002 adopted the “Monterrey Consensus” regarding development finance. The
delegates to this Conference stressed “the need to broaden and strengthen the participation of developing
countries and countries with economies in transition in international economic decision-making and
norm-setting’.., and encouraged the IMF and World Bank to “enhance participation of all developing
countries and countries with economies in transition in their decision-making.”** In the spring of 2003, the
Development Committee repeated this recommendation. But no action was taken to reform the allocation of
voting power within both the IMF and the World Bank by the fall of 2004. The Ministers of the G24 declared
that “enhancing the representation of developing countries requires a new guota formula to reflect the relative
size of developing country economies” in October 2004. The Chari of the Deputies of G24 also asked that the

* Martinez-Diaz, L., May 2008, supra note 45, pp.15-16.
%0 Gianviti, F., 1999, supra note 34, pp.45—48.
>L 1EQ of the IMF, 2008, Governance of the IMF: An evaluation, p. 16.
52 Martinez-Diaz, L., May 2008, supra note 45, p.20.
%% Gold, J., September 1984, “Public International Law in the International Monetary System”, 38 Southwestern Law Journal 799,
pp.835-836.
>* UN, 2003, Monterrey Consensus of the International Conference on Financing for Development, paras. 62 & 63.
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G24 Secretariat centre to focus its research efforts over the coming months on governance issues.> These are
the background leading up to the series of reform programme finally taken up by the IMF starting in 20086,
which will be briefly introduced as follow.

The IMF governance reform kicked up in 2006 when the Executive Board recommended to the Board of
Governors a package of reforms on quotas and voice.*® The recommendation was adopted by the Board of
Governors on September 18, 2006. Members representing 90.6% of the total voting power case votes in
favour of Resolution 61—5: >’ “Resolution on Quota and Voice Reform” (also called the “Singapore
Resolution” ).>® The reform programme was designed as an integrated two-year programme, which include
the following.>® First, an ad hoc quota increases for a group of the most clearly underrepresented countries:
China, South Korea, Mexico and Turkey. This ad hoc quota increases represent 1.8% of the total quota.
Second, the Executive Board was requested to reach agreement on a new quota formula by 2007. Such a
formula should provide a simpler and more transparent means of capturing members’ relative positions in
the world economy. Third, the Executive Board is also requested to propose an amendment of the IMF
Agreement to provide for at least a doubling of the basic votes that each member possesses, so as to ensure
adequate voice for low-income countries. In addition, the amendment should also safeguard the proportion of
basic votes in total voting power. Fourth, the Resolution called on the Executive Board to act expeditiously to
increase the staffing resources available to those Executive Directors elected by a large number of mostly
African members whose workload is particularly heavy. Furthermore, the Executive Board will consider the
merits of an amendment of the IMF Agreement that would enable such Executive Directors to appoint more
than one Alternate Executive Directors. The first reform agenda can be implemented immediately as long as
the four members that receive the ad hoc quota increases complete the legal requirement in Article 111, Section
2(d) of the IMF Agreement.  As for the third reform agenda, the Executive Board approved an increase in the
staffing resources for the two African Executive Directors’  offices through the allocation of an additional
advisor position in May 2007.%° As for other reform issues, the Executive Directors are requested to complete
all these reform issues as a package deal by 2008.

After starting the first step of reform in Singapore, the Executive Board continued to implement the
reform programme as instructed by the Board of Governors. It is to be noted that, at the IMFC Meeting in
September 2006, the US has declared that it does not seek an increase in its voting share even if the new quota
formula points in that direction, and the US has called upon other industrial members to join it in this
commitment." The Executive Directors adopted the reform package on quota and voice and recommended
the programme to the Board of Governors on March 28, 2008.> The Board of Governors, with 175 members
representing 92.93% of the total voting power voted in favour of this package, adopted Resolution 63-2:

% Beltran, G.S. for The G24 Research Program, 2005, Governance in Bretton Woods Institutions, pp. 3-4.

% |MF, September 1, 2006, IMF Executive Board Recommends Quota and Related Governance Reforms, Press Release No.

06/189.

" IMF, September 18, 2006, IMF Board of Governors Approves Quota and Related Governance Reform, Press Relase No. 06/205.

*® The text of Resolution 61-5 can be found in: IMF, December 22, 2006, Proposed Amendment of the Articles of Agreement

Regarding Basic Votes—Preliminary considerations, Appendix |

% IMF, September 1, 2006, supra note 56, IMF, September 18, 2006, supra note 57.

8 |MF, March 28a, 2008, Reform of Quota and Voice in the International Monetary Fund—Report of the Executive Board to the

Board of Governors, note 5.

81 Copper, R.N. & Truman, E.M., February 2007, The IMF Quota Formula: Linchpin of Fund Reform, Policy Briefs in

International Economics Number PB07-1, Peter G Peterson Institute for International Economics, not 10 & p.7.

82 |MF, March 28b, 2008, IMF Board of Governors Adopts Quota and Voice Reforms by Large Margin, Press Release No. 08/93.
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“Resolution on Reform of Quota and Voice in the International Monetary Fund” on April 28, 2008.2 As the
2008-reform programme involved the amendment of the IMF Agreement, a double-majority is required, i.e. it
requires the approval of three-fifths of the members having 85% of the total voting power. After almost three
years, this 2008 reform package came into force on March 3, 2011 after 117 members representing more than
85% of total voting power have accepted the amendment proposal. This 2008 reform include the following
main elements.%* First, on quota: a new quota formula is adopted, and the second round of ad hoc quota
increases would be allocated on the basis that members that are underrepresented under the new quota
formula are eligible for increases. This second round of ad hoc quota increases would be approximately 9.55%
of the total quotas to enhance representation for dynamic economies. Several underrepresented industrial
members (Germany, Ireland, Italy, Japan, Luxembourg, and the US) have agreed to forgo part of the quota
increase for which they are eligible. Furthermore, underrepresented emerging market and developing
economies, whose shares in global PPP GDP are more than 75% greater than their actual pre-Singapore guota
share, can receive a minimum nominal quota increase of 40% from their pre-Singapore level. In addition,
considering that the four members that received quota increases in the first round of ad hoc increases in 2006
remain substantially underrepresented, these four members will receive a minimum nominal second round
increase of 15%. Second, on basic votes: the Resolution approved the proposed amendment of the IMF
Agreement to triple the basic votes—the first such increase since the establishment of the Fund in 1944. The
amended Acrticle XII, Section 5(a)(i) provides that: “the basic votes of each member shall be the number of
votes that results from the equal distribution among all the members of 5.502 percent of the aggregate sum of
the total voting power of all the members, provided that there shall be no fractional basic votes.” This is the
first time where basic votes will be determined by a fixed proportion to the total votes, so that basic votes for
members receiving fewer quotas will not have their basic votes “diluted” in the future round of regular or ad
hoc quota increases. Third, on Executive Directors: the Resolution recommended that Executive Directors
representing constituencies having more than 19 members would be entitled to appoint an additional
Alternative Director to the one position granted to all Executive Directors. This would enhance the capacity of
the two Executive Directors’ offices representing African constituencies. In sum, 54 members will see their
quota shares increase from pre-Singapore levels by between 12 to 106%,% and the aggregate shift in quota
shares for these 54 members is 4.9% points. If the increase in basic votes is included, a total of 135 members
have seen their voting shares increase. Although this 2008 reform has provided for a fixed proportion of basic
votes to the total voting power, the percentage is less than 6%: far behind the 11.26% when the IMF was set
up in 1944.%

The Communiqué of the IMFC issued on October 4, 2009 states that, IMF is and should remain a
quota-based institution. It also emphasised that quota reform is crucial for increasing the legitimacy and
effectiveness of the Fund, and supported a shift in quota share to dynamic emerging market and developing
countries of at least 5% from over-represented countries to under-represented countries.®” Accordingly, the

8 IMF, April 29, 2008, IMF Board of Governors Adopts Quota and Voice Reforms by Large Margin, Press Release No. 08/93.

% IMF, March 28b, 2008, supra note 62; Resolution 63-2.
% For example, Korea will see its quota increase by 106%, Singapore by 63%, Turkey by 51%, China by 50%, India, Brazil and
Mexico all by 40%. IMF, April 2008, Reform of IMF Quotas and Voice: Responding to Changes in the Global Economy.
% For example, G4 has suggested that the percentage of basic votes to the total voting power should be fixed at the level of 1944
when the IMF was established. Beltran, G.S. for The G24 Research Program, 2005, supra note 55, p. 21.
7 IMF, October 4, 2009, Communique of the International Monetary and Financial Committee of the Board of Governors of the
International Monetary Fund
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Executive Directors adopted a third reform programme on quotas and governance on November 5, 2010 and
recommended the reform package to the Board of Governor.®® Governors representing 95.32% of the total
voting power had case votes in favour of this recommendation and adopted the “Resolution on Quota and
Reform of the Executive Board” on December 16, 2010.% In this 2010 reform programme, the 14™ General
Review of Quotas was proposed with an unprecedented doubling of quotas and a major realignment of quota
shares amongst members. This will result in a shift of more than 6% of quotas shares to dynamic emerging
market and developing countries and more than 6% from over-represented to under-represented members.™
One-half of the shifts come from advanced economies and one third comes from oil producers. 110 out of the
current 185 members, including 102 emerging or developing members, will see their quota share increased or
maintained.”* It will also protect the quota shares and voting power of the poorest members: members
eligible for borrowing from the low-income Poverty Reduction and Growth Trust and whose per capital
income is below the IDA threshold (US$1,135 in 2008) will have their voting shares preserved.’
Furthermore, the Board also agreed that a new quota formula should be decided by January 2013, and that the
next quota review should be completed by January 2014, two years ahead of schedule.” In addition to the
quota reform, the 2010 reform programme also proposed another amendment to the IMF Agreement to change
the system of the Executive Directors: the Executive Directors will remain its current size of 24 members, the
Executive Directors will consist only of elected Executive Directors, ending the category of appointed
Directors, and, there will be further scope for appointing second Alternate Executive Directors to enhance
representation of multi-country constituencies.”® The reform on the Executive Directors was made possible
when the EU agreed to give up two seats.” And the composition of the Board will be reviewed every 8 years,
starting when the quota reform takes effect.”® For this third reform package to take effect, two procedures
must be completed. First, the amendment to the IMF Agreement regarding the composition of the Executive
Directors needs to be accepted by at least three-fifths of the members representing 85% of the total voting
power. Second, the 14" general quota review must be accepted by members representing at least 79% of the
total quotas on November 5, 2010 to give their consent in writing to their quota increases.”” When both the
2008 and 2010 reform packages take effect, the top 10 shareholders of the IMF will represent the top 10
countries in the world, namely the US, Japan, the four main European countries, and the four

“BRICs” —Brazil, Russia, India, and China.”

IV. Lessons learned

1. Anote of caution

Before conducting the analyses on whether the governance reform of the IMF can offer some lessons for
the financial mechanisms for climate change, it is to be noted that these two types of financial mechanisms

% |MF, November 5a, 2010, IMF Executive Board Approves Major Overhaul of Quotas and Governance, Press Release No.
10/418.
jz IMF, December 16, 2010, IMF Board of Governors Arrpvoes Major Quota and Governance Reforms, Press Release No. 10/477.
Ibid.
. IMF, November 5b, 2010, IMF Board Approves Far-reaching Governance Reforms, IMF Survey online
2 IMF, November 5a, 2010, supra note 68.
™ IMF, November 5b, 2010, supra note 71.
™ IMF, November 5a, 2010, supra note 68.
> IMF, March 3a, 2011, Important Milestone Reached to Reinforce IMF Legitimacy, IMF Survey online.
® IMF, November 5b, 2010, supra note 71.
" IMF, March 3b, 2011, IMF Quota and Governance Publications: June 2006-March 2011.
® IMF, March 3a, 2011, supra note 75.
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exhibit differences in many ways. This might render some of the IMF reform experiences inapplicable or
inappropriate in the case of climate change financial mechanisms.

First, the IMF is an international organisation possessing full juridical personality, as stated in Article 1X,
Sec 1 of the IMF Agreement. Financial mechanisms for climate change, on the other hand, have very
diversified organisational structures and legal forms, ranging from a trust-fund type to a full-scale
organisation such as the GEF. Second, the IMF has full capacity to make its own policies and decisions
regarding, for example, how the members can use its resources. Financial mechanisms, especially those under
the international climate change regime, have to “function under the guidance of and be accountable to” the
CORP. Third, the IMF operates at the international level, whilst many of the climate change financial
mechanisms operate at the regional or even domestic level. Fourth, the IMF only supports programmes rather
than projects, whilst most, if not all of the climate change financial mechanisms support mainly project
activities and only a few (for example, the GEF) begins to support programmes and policies just recently.
Fifth, as an international organisation, the membership of the IMF opens only to sovereign states. Some of the
climate change financial mechanisms, for example, most of the carbon funds administered by the World Bank,
permit private sectors and non-governmental entities to take part. Last, in terms of resource mobilisation, the
IMF has all of its resources from the public sector, i.e. the paid-in subscriptions of its members. The climate
change financial mechanisms, on the other hand, have a variety of channel to generate its resources.

Despite these differences, the IMF and climate change financial mechanism all serve as a funding
channel to support activities for specific purposes. In addition, they all have a set of institutional arrangements
through which standards and procedures are laid out on how to generate and deliver resources. Moreover,
whether the mechanism itself can be perceived as legitimate and effective will be determined, to a large extent,
on how its governance structure is arranged. In this aspect, i.e. governance structure, the above-mentioned
differences between the IMF and the climate change financial mechanisms do not seem to be as stark as they
appear to be.

2. Lessons learned

Ironically, the current governance structure of one of the climate change financial mechanism, the GEF,
was designed with an aim of reforming its governance structure when the GEF pilot phase (GEF—P) was
operated by the World Bank in 1991. As mentioned in Part I11, developing countries have long felt dissatisfied
toward the governance structure of the two Bretton Woods institutions. When the UNFCCC was negotiated
between 1990—1992, developed countries would prefer to designate the GEF—P as the Convention’s
financial mechanism. Notably, this ran into strong opposition from the developing countries because of the
close relationship of the GEF—P with the World Bank. As a result, the GEF—P started the restructure process
in 1992 and ended in 1994, with a clear instruction from the UNFCCC that its financial mechanism “shall
have an equitable and balance representation of all Parties within a transparent system of governance” in
mind.”® The decision-making mechanism of the GEF does not contain the IMF quota-type weighted votes,
and adopts a novel double-majority voting rules in the Council where decisions need to be approved by both a
60% majority of the total member of participants and a 60% majority of the total contributions. The

™ For more on the GEF, see, for example: Silard, S.A., 1995, “The Global Environment Facility: A new development in
international law and organization”, 28 George Washington Journal of International Law and Economics 607; Werksman, J., 1995,
“Consolidating Governance of the Global Commons: Insights from the Global Environment Facility”, 6 Yearbook of International
Environmental Law 27
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organisational arrangement also sets out a more balanced structure that is able to represent the interests of
both donor and recipient participants. The Council, very similar to the Board of Executive Directors of the
IMF functional-wise, consists also of constituency groupings, 16 of which are from developing countries, 14
from developed countries, and 2 from the countries of central and eastern Europe and the former Soviet
Union.®

In the process of calling for reform, some commentators have called for the IMF to adopt the GEF—Iike
double majority voting rules so that decisions can represent the interests of both donor and recipient
members.®* But the reform programmes have not taken up this proposal. Within the issues that are called for
reform, as presented in Part 11.1, the distribution of votes, including basic votes and quota, and the
composition of the Executive Directors are the main reform programmes, with particular focus on the
distribution of votes. What lessons can be drawn?

First, as most, if not all of the focus of criticism pointed to the how votes are distributed. The mixture of
having basic votes and quota—based weighted votes are to balance the principle of sovereign equality of
states and the effective function of a financial institution. However, when the proportion of basic votes to the
total voting power diminished, the sovereign equality of states faltered. In addition, when quota formula no
longer reflects the real economic status of each member, the effectiveness of the institution also suffered. Both
of these discontents affect how the IMF can be perceived as legitimate and effective by its members. This is a
powerful driving force behind the determination to push for reform in the distribution and design of votes.
The reform on basic votes might be somehow disappointing, as the fixed proportion (5.502%) is less than half
of the percentage when the IMF was established (11.26%). Nevertheless, the distribution of total voting power
between advanced economies (donors) and emerging market and developing countries (potential recipients)
has improved. Before the 2006 reform (pre-Singapore), the advanced economies possess 60.6% of voting
shares whilst emerging market and developing economies have 39.4%, with Asian countries only 10.4%.
When the 2010 reform program takes effect, this proportion will be changed into 55.3% v.s. 44.7% (with
Asian countries possessing 16.1%). This illustrates that, even if a balanced representation of all individual
member cannot be achieved, at least the distribution of power between donor members, as a group, and
recipient members, as a group must be maintained.

Second, a commentator noted that, proposal for quota reform within the IMF should follow three basic
principles. First, reform must be simple and transparent. Second, as a financial institution, creditors need to
have a decisive voice in policy making so as to ensure that creditors remain confident in the institution’s
lending decisions. Third, any proposed reform must not seek to remove the veto power of the largest
individual creditor, the US.2? These principles also apply to other reform programmes of the IMF. As Sir J.
Gold also noted, the international monetary system has been fashioned, developed, and changed primarily
under the influence of the US. The prospect of worldwide change in the system or in the international
governing it will be negligible or nonexistent unless the US sponsors or supports a change.®®> These principles
can all be observed in the IMF governance reform process. First, the reform has been discussed extensively
amongst members. Second, creditors maintain a majority in the total voting power. Third, the US still

8 paragraph 16 and Annex E to the “Instrument for the Establishment of the Restructure Global Environment Facility”.
8 For example: Woods, N. & Lombardi, D., August 2006, supra note 46, p. 495; Stiglitz, J. & others, 2009, Report of the
Commission of Experts of the President of the United Nationsl General Assembly on Reforms of International Monetary and
Financial System, New York, p.94.
8 Kelkar, V.L. et al., 2005, supra note 31, p.56.
8 Gold, J., September 1984, supra note 53, pp.841-842.
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maintains a crucial veto power even after the 2010 reform takes effect: the US voting share is 17.0%
pre-Singapore, the shares will remain 16.5% post-2010. This voting share enables the US to have a veto
power in those decisions that require an 85% majority of total voting power. This illustrates that, any
discussion and decisions on governance issues need to be transparent, and that major donors must remain
confidence in how the institution reaches its decisions by maintaining a decisive voice.

Last, as commented by Zamora, “international economic organisations are consequences of the world
economic system; they are not determinants of that system. With few exceptions, these organisations react to,
rather than initiate, economic changes...To reform the world economic system, the developing countries must
alter economic realities, and then see to it that international organisations reflect those new realities.”®* The
called for reform of the Bretton Woods institutions began as early as in the 1970s. Why is it that only as recent
as in the early 21 century that such a call for reform has finally been taken up? This might be explained by
the changing global economic landscape since the 21% century where the gap between advanced economies
and emerging economies in decreasing rapidly. This illustrates that, instead of hoping others to change the
governance structures of any financial mechanism to their own benefits, potential recipient countries need to
transform themselves first and foremost, and be well-prepared so as to possess enough bargaining chips in the
process of negotiation.

V. Conclusion

How can the design of the governance structure of the financial mechanism for climate change learn
from these lessons, in particular in light of the four guiding principles as identified in Part 11.3?

First, the distribution of power between donor members, as a group, and recipient members, as a group
must be maintained. This seems to be a slightly modified principle of “balanced representation of all parties”.
But this will be particular useful to those climate change financial mechanisms operating at the international
scale that has a very large membership.

Second, any discussion and decisions on governance issues need to be transparent, and that major
donors must remain confidence in how the institution reaches its decisions by maintaining a decisive voice.
This echoes the principles of transparency and effectiveness. In the discussion of designing the governance
structure of any climate change financial mechanism, the process must involve all the stakeholders, in
particular the donors and recipients. In addition, any decision-making rules and/or organisational arrangement
must allow certain rooms for donors to exercise their power so that they will be willing to continue support
the operations of the mechanism they believe is effective.

Third, potential recipient countries need to transform themselves first and foremost, and be
well-prepared so as to possess enough bargaining chips in the process of negotiation. This definitely falls
outside of the four guiding principles! Nevertheless, when it comes to climate change mitigation and
adaptation policies, no country should expect others to support such activities without undertaking and
demonstrating their own efforts to contribute equally to such a daunting task. When a country demonstrates its
own matching determination to design and implement climate change mitigation and adaptation policies, it is
more likely that such a country will be invited to participate in any climate change financial mechanisms and,
as a result, to gain the opportunities to take part in and influence the operations of such mechanism. This
might be particular important in those financial mechanisms that operate on a smaller scale, for example at the

8 Zzamora, S., July 1980, supra note 39, pp. 602-603.
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bilateral or regional level. It also might apply to those financial mechanisms that generate their resources from
the private sectors where investors are more willing to invest in activities that have a demonstrating positive
effect on climate change mitigation or adaptation, which can only take place in a country that provide a
supportive environment for such types of activities.
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