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Ramén Lohmar Sen Foundation
The International Financial | nstitutions, Human Rights and Private

Capture
How Greater Commitment towards Human Rights Can Contribute to Global

Economic Sability

1. Introduction
The financial crisis that erupted 2008 in the United Statpsead all across the globe and spilled
over into the real economy, has unveiled the extreme vityatihd interconnectedness of today's
global economy. Since then, economic experts, accompliahthors and university professors alike
have furthered their arguments as to the causes of this :etheit analyses range from liquidity
floods (Chandrasekhar 2011) to global imbalances (Hale011b), from excessive risk-taking
behaviour of bankers (Lane and Maeland 2011) to ever-gwicome inequality (Stiglitz 2012).
Together, they paint a complete picture of the state of tadggbal economy. At its core, it is one in
which private profits and social returns have beeamereasingly misaligned.
In the words of Stiglitz, “when markets work well [...] it isebause private returns and social
benefits are well aligned” (2012, 33). Tasked with achigvitihis balance are national and
international regulatory institutions. At the heart of thbal economy are the International
Financial Institutions (IFIs) IMF and World Bank. Created 1944 with the experiences of the
Great Depression and WWII guiding its creators, it is thesmahate to “assure global financial and
economic stability” (Stiglitz et al. 2009, 91) and to promaustainable development and inclusive
growth (ibid., 92). Yet not only have they failed to prevehe tcrisis and to shore up those most
vulnerable to it, but they have promoted “policies that anemecognized to have contributed to
the creation and amplification of the crisis and to its regpdead from the U.S., where it originated,
to other countries around the world” (ibid., 87). The IFIsvé@aactively contributed to the
misalignment of private profits and social returns becaisy have been captured by private
interests (Underhill and Zhang 2008, 536).
This has proven to be particularly harmful to their Membeat& in which the IFIs operate, for they
directly impact the well-being of their citizens. Econonféctors and social realities are closely
intertwined, a fact recognized by the 1993 United NationsnWia Declaration and Programme of

Action on Human Rights. However, the IFls are guided in thagcisions only by economic
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considerations (Bradlow 1996, 54). The meaning and scopecohomic considerations” is up for
interpretation, and while the World Bank pays closer cosisition to the human rights implications
of its operations than the IMF, they both lack clear deforis and operating standards when it
comes to human rights. This is problematic because theiratipas have over the last decades
expanded more and more into the social and political spAera.result, the IFIs have come under
criticism for not only disregarding human rights situasan the Member States, but exacerbating
them (Abouharb and Cingranelli 2009, 48).

Private capture has caused the IFIs to prize special insepgsr the public good. The highest public
good is respect for human rights. Since economic and sa&bs are closely intertwined, greater
responsibility by the IFIs towards the promotion and protecof human rights will increase their
capacity to fulfil their mandate-dow can the IFIs be reformed in order to prevent private capture

and better promote human rights?

2. Methodology and Oper ationalization

| will seek to analyse this question by undertaking a lit@r@atreview on how the international
financial institutions should be reformed.
Underlying this research question are two hypotiese
H1: If the IFIs prevent private capture, they wilktee promote human rights.
H2: If the IFIs manage to prevent private capture and better ptenhuman rights, they will
contribute to a more stable economy.
Private capture shall be defined as the efforts of private financial actarsnfluence decision-
making processes in their favour. As Stiglitz states ragfmemically, “[...] private financial firms
work to ensure that markets don't work well. [...] Their objeetis simply to make markets work
for them, to make them more profitable” (2012, 33)ey do this by means of:

* lobbying

* intellectual capture

* revolving doors

« structural power
Only the transnational arena shall be of interest, meartiegefforts of private actors in directly
influencing international organizations. While the fig&l industry has made efforts in lobbying

the IFIs, they have not been very successful in doing so (Y&012, 665). This research will thus
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mainly focus on more indirect ways in which financial actbesse captured the IFIs: intellectual
capture, revolving doors and structural power.
Intellectual capture refers to the isolation of knowledge production and assitioih of
interpretative options caused by idealogical homoger{@gingou 2014, 4). This is facilitated by a
phenomenon referred to ageVvolving doors’. The IFIs and private financial actors have
established a close link which has led to IFI officials andikes moving from one professional
ecology to the other (Seabrooke and Tsingou 2009, 3). Theferaof skills is viewed as positive by
the IFls, for they rely on the technical expertise and knogkeof the bankers. In the complex and
constantly innovating financial sector, private actoes@amiquely positioned to provide IFIs with the
technical knowledge and information needed to regulatanfiral markets. Regulation requires
expertise, and that is most easily found among people frenmitiustry (Admati and Hellwig 2013,
204). They wittingly exploit theistructural power.
The efforts of private interests have led the IFIs to disrégheir mandate of balancing private
profits and social returns. In so doing, their operationgehaften worsened human right situations
in member countries. The IFIs have, within the scope of theandate, two ways of furthering
human rights:

e promotion of human rights in their Member States

* protection of human rights
The first involves efforts to improve human rights condigoin their Member States, the latter
concerns “the obligations of the IFIs to help stop humantsgtbuses perpetrated by their Member
States” (Bradlow 1996, 51). Since “sustainable develogmannot occur without both economic
growth and the promotion of human rights” (ibid., 48), itmsthe interest of fulfilling their mandate
that the IFls increase their commitment to pronawté protect human rights.
In order to support this argument, the paper will first expldhe theory underpinning the
interconnection of social and economic factors, followadtlre consequences that a particular
economic dogma, neoliberalism, has had on the stabilitthefglobal economy. Afterwards, the
responsibility and legal obligations of the IFIs towardsran rights will be scrutinized, as well as
their actual commitment to human rights promotion and mtaia. The next section will analyse
whether this is affected by private capture and study the Héinan rights record. Finally,
recommendations for reform will be forwarded, with the goélenhancing the efforts of IFls

towards the promotion and protection of human rights, ov@néion of private capture, and to
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increase their capacity to fulfil their mandate.

3. Theory
3.1 The Interrelatedness of Human Right and Soalifes

Human rights are the highest social good. Every human idlemhtio a set of inalienable rights
contained in the Universal Declaration of Human Rights o8 %he International Covenant on
Economic, Social and Cultural Rights , and the Internati@uvenant on Civil and Political Rights
(the latter two adopted by the UN General Assembly in 1968)thkee constitute the International
Bill of Human Rights, which took on the force of internatidheaw as of 1976 (Council on Foreign
Relations). As noted in the 1993 Vienna Declaration on HurRaghts, “all human rights are
universal, indivisible and interdependent and intereslat(Article | 5.) It thus recognizes that
human rights are affected by the economic, socidlcltural context of each society.

Sen takes this argument further when he says that develdpsneot just about economic progress,
but about the expansion of freedoms and capabilities of lpg&en 2009, 234). Economic growth
is thus not merely an end in itself, but a means to new freedbatsvere previously unattainable.
For example, higher income might make it possible to gairesedo (better) education or health
care. In that sense, freedoms are defined as the capabittyoose between different ways of living
your life within your reach (ibid., 237). However, econonpoogress does no only preclude an
expansion of freedoms, but it is rather a process in which faattors go hand in hand and reinforce
each other. Human rights are the most basic set of freedoerg person should enjoy (ibid., 366).
For example, Article 5 of the Universal Declaration of HunfRghts states that “no one shall be
subjected to torture or to cruel, inhuman or degrading tneat or punishment”. In other words,
every person has the right to freedom from torture.

From this follows that economic factors alter the sociallitgaSecond, development-oriented
economic interventions should not be measured merely lipgact on economic growth. Since the
Bill of Human Rights is universally accepted, developmenowdd enhance the freedoms and
capabilities of any given society. Conversely, if e.g. depment aid in the form of purely monetary
transactions fails to achieve an increase in capabilitidhe persons in need in the recipient area,
then this transaction can be seen as irrelevant. “Developmsefundamentally an empowering
process” (ibid., 249) that “cannot occur without both eaoimogrowth and the promotion of human
rights” (Bradlow 1996, 48).
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Through their economic operations the IFls impact humahtsign recipient countries. This became
obvious with the global financial and economic crisis thatpged in 2008, and to which the IFls

have contributed by advancing an economic docthiaehas misaligned private and social returns.

3.2 Market Failures and Requlation: The Currentesththe Global Economy as a

Misalignment of Private Profits and Social Returns

The decade before the outbreak of the financial crisis wasacherized by steady global economic
growth (Joyce 2013, 155). This growth was driven by traderibzation, the global integration of
financial markets, and deregulation. Yet today we find tiatst profits from this era of economic
bonanza were produced by a strong financial system thastrdmlited wealth to the top income
percentiles and significantly increased the volatilitytted global economy (Stiglitz 2012, 6). This is
the result of the predominant economic doctrineestie 1980s: neoliberalism.

According to Stiglitz, a stable economy is one in which piévarofits and social returns are aligned
(ibid., 33). A stable economy is beneficial and prosperoesabse it “creates a more favourable
environment for savers and investors to make intertempmatracts, enhances the efficiency of
financial intermediation, and helps improve allocationredl resources” (Crockett 1997, in Joyce
2013). Yet markets are not inherently stable, they do notigeothis balance by themselves. On the
contrary, they are beset by market failures, such as imgtedempetition and information
asymmetries, that prevent markets from being efficienig(i®& 2012, 34). Neoliberalism simply
ignores these market failures.

The theory underlying neoliberalism is the neoclassichbset; which establishes a specific set of
conditions under which markets are efficient (Stiglitz @0242-248): that market actors make
decisions based on all information available; that theyraeh environment of perfect competition;
that there is no unemployment, for the demand for labour lsgts&asupply; and that workers get
paid according to their marginal contribution to societynddr these conditions, markets are
efficient and thus require only minimum government intei@n. Neoliberalism takes these
conditions as a given. It trumpets the benefits of free ntarkeho are taken to be, in and of
themselves, efficient, self-correcting and thus welfangancing. “Neoliberalism embraced the
ideas of classical liberal economics that emphasise madgtalism and free trade, but added a
social and moral aspect, which included the reificationhaf imarket, a focus on private property,

and decreasing government regulation with zealug¢Nér 2011, 389-390).
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Private market actors do not seek to enhance social retub$y increase their own profits. Market
regulations decrease their profits, because regulatieneeatrictions. “[...] profits where firms are
restricted in what they can do will appear to be less than Wayld be if they were not restricted”
(Stiglitz 2010, 265). More so, private actors thrive on timpéerfections of the market. “[...] Private
financial firms work to ensure that markets don't work wgll.] Their objective is simply to make
markets work for them, to make them more profitable” (StigR012, 35). They exploit the market
failures to their advantage and they try to make sure thes@aatr corrected. It is mainly financial
actors that have pushed for deregulated markets. With aeased focus on capital due to cheaper
labour costs in the emerging economies and rising prodtictive to technological innovations, the
US became increasingly reliant on their financial sectorotder to maximize their competitive
advantage, the government actively supported and subdidiz(ibid., 82). Neoliberalism plays
squarely into the hands of the financial industry becaussderplays the role of labour (since
unemployment is non-existent) and argues for a market shiatoist welfare-enhancing if left to its
own devices. Furthermore, capital knows no national boueslaBy benefiting special interests,
neoliberalism became the driving force of a globalized watonomy based on the maxims of
privatization, free trade and free capital moversent

Deregulated financial markets increase the volatility bé tglobal economy. They encourage
decision-making focused on short-term gains and placega laonus on risk. The rewards for this
behaviour are immense. Financial markets only benefit dlsmaority. In the United States, the
principal advocate of neoliberalism, the top 0.1% has aarme“220 times larger than the average
of the bottom 90%” (ibid., 2). While the compensation of ex&es and managers has
exponentially increased, income of the average full-tim@enworker has stagnated in the last 30
years (ibid., 3). As inequality increases at the expenséh@fwtorking middle class, so does the
volatility of the economy because it comes to rely increglgion debt to fuel consumer demand
(ibid., xii). Internationally, reliance on capital flowsd lack of regulating mechanisms has made
countries vulnerable to negative externalities. An ecaosahock originating in a foreign country
can rapidly expand to other countries, creating a so calkemtagion effect” (ibid., 60). Capital
movements are mostly pro-cyclical, meaning that while streents abound during economic
booms, the opposite occurs during crises. Countries areftidy retrenchment of private capital,
exacerbating economic downturns (Ocampo 2011, 321). Taesgust some of the reasons why

capital market liberalization “does not lead to economimvgh; it does, however, lead to increased
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instability and inequality” (Stiglitz 2012, 140).

The volatility of today's economy can, on the one hand, belsst to the zeal of private financial
actors to maximize their profits. The other side of the canthe failure of public regulatory
institutions to provide limits to that zeal. Private actabvays seek to circumvent existing
regulations and exploit unregulated niches to maximizé hefits. Public institutions are tasked
with designing policies that balance private profits wititial returns and limit socially damaging
behaviour. They shape market forces by “setting the ruleshef game” and by altering the
distribution of wealth and the distribution of financialdhhuman capital (ibid., 30-31). Markets by
themselves do not lead to an alignment of private profits ancial benefits, but it is up to
regulatory bodies to correct the “market failur@bid., 34).

The financial and economic crisis from which the world idl stecovering is proof that these
institutions failed to harness and regulate the destredtivces of unfettered financial markets. By
infiltrating the economics profession and public reguigtastitutions, neoliberalism rose to be the
undisputed economic dogma of the past decades and hugeffitbdra small financial elite to the
detriment of the rest. At the heart of international finaace the IMF and the World Bank. These
international financial institutions (IFIs) were createal assure global economic and financial
stability and to foster economic development. The IFIs Haaen permeated by the same neoliberal
agenda that brought about the crisis and have long activelin@ted deregulation, privatization,

and trade liberalization (Stiglitz 2010, 220). Thas come at the expense of human rights.

4. Thelnternational Financial | nstitutions and their Responsibility towards Human

Rights
The IFls impact the human rights situation of its member toes by providing credit to and

financing projects in developing countries and those witidabce of payment deficits. As
established before, the economy and societal factors tawmned. Both institutions recognize this
interrelation and promote institutional and policy refermm recipient countries by attaching
conditionalities to their loans. The quality of the impadtiBl loans on human rights is hotly
debated. Yet what stands out is that, despite the recogrbidoth institutions that their operations
affect the human rights situation in recipient countriégyt lack any formal commitment to the
promotion or protection of human rights. The following sectwill assess the responsibilities of

the IFIs regarding human rights, as derived froeirtmandate, lending operations and legal status.
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4.1 IMF: Mandate and Lending Operations

The IMF has the mandate “to assure global financial and enanetability” (Joyce 2013, 22). It
oversees the exchange rate policies of its member coultribe have the obligation to provide the
Fund with the information necessary to promote a stablesysif exchange rates (IMF Articles of
Agreement, Article IV Section 3). Furthermore, it providegiidity to members with a maladjusted
balance of payments, thus functioning as a sort of lendeastf desort (ibid., Article | (v)). Its
primary mechanism for monitoring member states' exchaageand balance of payment policies
are regular consultations with the state.

During crises, troubled countries often have difficultiegccessing private capital markets because
they cannot pay the high interest rates charged to offsetased investment risks. This capital is
vital for troubled countries in order to prevent default dwit debt obligations. In addition, a
restructuring of the economy in order to correct their bedaof payment is often inevitable. To this
end, governments can borrow IMF resources in order to keeptifrg their obligations while
implementing the proper adjustment policies to adslithe crisis (Joyce 2013, 10).

To mitigate the risk of these loans and ensure that the estigiountry engages in the correction of
its balance of payment deficit, IMF loans are disbursed umeetain conditions. As stated in the
Articles of Agreement (AA), “the Fund shall adopt policies the use of its general resources, [...]
and may adopt special policies for special balance of paym@blems, that will assist members to
solve their balance of payments problems [...]” (ibid.,iélg V Section 3). These policies are
discussed in Article IV consultations between the IMF arglrégcipient government and laid out in
a letter of intent (Bradlow 1996, 69). The IMF disburses thedit depending on the fulfilment of
the performance criteria established in that letter

At first sight, the IMF fulfils a purely macroeconomic fummb. While it is certainly the case that the
IMF touches on human rights more indirectly, the IMF has aber years interpreted its mandate
more broadly to include poverty reduction and the promotiérgrowth. This entailed a greater
involvement with developing countries. Moreover, undeg floating exchange rate regime that
characterizes today's global economy, social variablels as labour, health and education all affect
the value of a country's currency and are themselves affdayeadjustments in the balance of
payments (ibid., 70). Consequently, the IMF needs to takeéhake factors into account when

prescribing policy conditionalities. The macroecononmeseriptions of the IMF invariably alter the

1 The IMF has 188 member countries.
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social fabric of the recipient countries.

4.2 World Bank: Mandate and Lending Operations

While the IMF has gradually expanded its role towards pgvalteviation, the World Bank has the
express mandate to promote sustainable development ahgsivec growth. It does this by
providing concessional loans and technical assistanceddlenincome and low income countrfes
The Bank defines poverty reduction as an increase of capedjlechoing Amartya Sen: “Poverty
encompasses lack of opportunities (including capatshfiéack of voice and representation, and
vulnerability to shocks. The Bank's support for povertyuettbn is focused on actions, consistent
with its mandate, to increase opportunity, enhance empuesmt, and strengthen security” (World
Bank 2014). The Bank thus takes a broad-based approach ¢étogewvent, using as a roadmap the
Millenium Development Goals (MDGs) (McGroarty 2011, 52hdns are made to finance projects
and institutional reforms that aim to reduce poyves defined by progress made in these areas.
As happens with the IMF, conditionalities are attached ®ltdans in order to make sure that they
fulfil their intended purpose. They are decided upon in dabarative process between the Bank
and the borrowing government. When applying for a loan, tredwer has to submit to the Bank's
Board a Poverty Reduction and Strategy Paper (PRSP) th&dinsra clear strategy on the use of
resources, priorities and poverty reduction targets. TéekBtaking into account the PRSP and their
own research, then issues a Country Assistance Strateg$)(@Athe borrower for approval. The
CAS contains verifiable targets and benchmarks, on whotenatent depends the continued
disbursement of the loan (McGroarty 2011, 88-89). It is therdwer that implements the program,
while the Bank evaluates and assesses its progress. If theefodoes not comply with its
contractual obligations, the Bank has the right to cancelftinding (World Bank Program-for-
Results Financing).

Regarding the themes and issues that guide World Bank spgenitliis pretty clear that they are
directly linked to human rights. Some of the Bank's areasooicern, such as a health, education
and adequate labour, are specifically mentioned rightshéen “Universal Declaration of Human
Rights” and the “International Covenant on Economic, Sp@ad Cultural Rights”. Also, good
governance reforms influence the relationship betweeregwrent and society, relating, among

others, to the right to freedom of expression and thougmil&ily, large infrastructure projects

2 Defined as GNP/Capita of $996-$12,195 and >$998&%respectively, as of April 2011 (McGroarty 2014,
16).
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funded by the Bank have implications for a large number oppeddowever, the Bank's mandate
does not mention a specific commitment towards human rigiesther does the mandate of the

IMF. So are the IFIs at all obliged to promote mrtpct human rights?

4.3 The Obligation of the IFIs towards Human Rights

The AA of the IFIs bear no mention to human rights. As Skoghuas, this forecloses any positive
obligation to promote human rights or to fulfil internatedrhuman rights standards (Darrow 2003,
134). More to the point, the AA specifically mention that ypeiconomic considerations should be
taken into account in the decision-making processes ofRtlse Article IV section 10 of the IBREs
AA posits that “the Bank and its officers shall not interfénethe political affairs of any member;
nor shall they be influenced in their decisions by the paditicharacter of the member or members
concerned. Only economic considerations shall be reletatiieir decisions” (International Bank
for Reconstruction and Development Articles of Agreemenhtle same is mentioned in the IDA's
AA under Article V. The IMF is to make its decisions respegtithe “the domestic social and
political policies of members” (IMF Articles of Agement, Article IV Section 3 (b)).

Nevertheless, the IFIs are legal entities and subject &snational law, consequently obliged to act
in conformity with it (Bradlow 1996, 82). However, from thdé¢rives no obligation to comply with
human rights conventions. For one, because the IFIs aragrateries to them. Second, it is very
difficult to make the IFIs directly responsible for humaghis violations. They do not engage in
systematic human rights violations. Rather, if violatiatzur, they are indirect consequences of
their operations. IFIs would only be directly responsildiehiey would coerce member states to
violate human rights, if the conditionalities would be fraginin such a way that it would leave the
recipient State no choice but to commit those acts (De Seh@, 255). IFIs affect policies through
conditionality clauses, “which are unlikely to imply intextional responsibility on the part of the
IMF or the World Bank for human rights violations committey the [receiving] States” (ibid.,
253).

It is with them that the primary responsibility lies condagn human rights. International
organizations such as the IFIs are bodies made up by theirberestates, and it is them who
ultimately control the IFIs through their representative#s highest governing bodies, the Boards

of Governors. As signatories to human rights conventiorss “@s a matter of international law,

3 The World Bank consists of two lending arms: thit€rnational Bank for Reconstruction and Developthe
(IBRD) and the “International Development Asso@ati (IDA).

12
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governments retain all their human rights obligations whbey become members of an
international organization and therefore cannot abandmmtin their capacity as governing
members of the Bank. In that capacity, governments are @ilig exercise due diligence with
respect to their human rights obligations” (Human RightddW&013a, 28). For example, member
states signatories to the “International Covenant on BEeonidSocial, and Cultural Rights” have the
obligation to prevent negative repercussions of IFl finagoperations and general actions on the
rights established by the Covenant (De Sena 2010, 259)dAwnce of action would constitute a
violation of the Covenant. However, it is very difficult tatablish a link between an organizations'
action and a member state's failure to preveitid.( 261).

So are IFIs completely absolved of promoting and/or pratgchuman rights? Not entirely. The
IFIs are UN specialized agencies. The charter of the UN taKIN-organizations, including its
specialized agencies (Article 57, 1.), with the promotiéthe universal respect and observance of
human rights (ibid., Article 55 c.). This is echoed by the 338enna Declaration, which calls on
the responsibility of the entire UN system in promoting thaversal respect for human rights
(Article 1 6.). While no legal obligations for the IFls can berived from this (De Sena 2010, 250-
251), Skogly argues that “the Bank and Fund are under a basebligation to ‘respect’ human
rights as expressed through the UN Charter [...]” (Darrod30133). Furthermore, Skogly
identifies a negative obligation not to violate human rgghtie follows that this obligation entails
not making human rights situations worse than they alreadytla@ough their own actions (ibid.,
134).

Failing to protect human rights could have consequencethétFIls. While not of legal nature, it
can affect their credibility as UN specialized agenciesiamghir their ability to fulfil their mandate.
The IFIs have the function of providing the public goods emuit stability and poverty reduction,
yet in order for them to provide it they need the trust of tlme@mbers that they can actually provide
these goods. However, if IFI operations worsen human rigihtisitions of recipient countries, either
indirectly through purely economic operations or diretitisough policy reforms and projects, states
could doubt the commitment of the IFIs to fulfil their maneland thus refrain from asking them for
help. The same would be true in the opposite case, in whichséiy® IFI human rights record
could increase their ability to fulfil their mandate. Thigament hinges on the commitment of the
borrowers to human rights and their willingness to impletritye conditions put forward by the

IFIs. However, this does not clear the latter from their géion to do what is in their power to

13
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comply with international human rights standards and pre@man rights violations. As argued
by Amartya Sen, “[The recognition of human rights] is, ratla acknowledgement that if one is in
a position to do something effective in preventing the wiolaof such a right, then one does have a
good reason to do just that [...]" (Sen 2009, 373).

4.4 Commitment of the IFls towards Human Rights

The World Bank has voiced its commitment to human rights ateshents and publications: “the
World Bank believes that creating the conditions for thaiathent of human rights is a central and
irreducible goal of development” (IBRD 1998, 2)". The Barde&s to limit negative effects of their
operations, declaring that “activities that are judgededikely to have significant adverse impacts
that are sensitive, diverse, or unprecedented on the emugnt and/or affected people [...] are not
eligible for Program-for-Results financing, and are ereld from the Program” (World Bank
Program-for-Result Financing).

The Bank is guided in its decision-making process by its ajp@ns manual that contains social and
environmental safeguard policies. However, they inclugl@movisions on human rights. Only once,
in the section concerning indigenous peoples, are humatsrgpecifically mentioned. (World Bank
2005). The lack of clear guidelines and safeguard poliareswman rights is problematic because it
leaves the Bank's staff without guidance on how they shoplofaach human rights concerns
(Human Rights Watch 2013b).

Human Rights Watch has criticised that the World Bank iseasingly lagging behind in its human
rights commitment, showing that most UN agencies and deweémt organizations, including the
Multilateral Development Banks, have adopted human rigbtgies (Human Rights Watch 2013a,
21-22). It goes on criticising the Bank's few policies thaedtly refer on to rights: “The Bank has
policies on involuntary resettlement and indigenous pespbut even these policies fall short of
international human rights standards” (Human RigWésch 2013b).

The IMF has a similar issues, although its responsibilityaads human rights is more limited due
to its focus on macroeconomic issues. As with the World Bahé&, IMF only takes into account
economic considerations in its decision making. However,role has expanded into poverty
reduction and growth promotion, to the extent where it pitesi special credit facilities for low
income countries with balance of payment problems. Thergdd Credit Facility, for example,

specifically mentions poverty reduction as a goal, and mhes with policy conditions to safeguard
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social objectives (IMF Factsheet Extended Credit Fagilitye pillars of IMF's approach to poverty
reduction are “implementing sound policies, strengthgmnstitutions, and improving governance”
(Krockow and Ramlogan 2007, 44). The IMF does not impose munghts conditions, for it
argues that it is outside its area of expertise. Insteadciises on its core areas of expertise, the
pursuit of macroeconomic stability and macro-relevanicitiral reforms, leaving the more directly
socially relevant aspects to the World Bank (ibid., 44). lewer, the IMF itself has recognized that
economic policies influence human rights (Pereedad_2001).

The IMF's primary mechanism for monitoring the balance ofmrpants and exchange rate policies
of its members are regular consultations with them (Bradl®®6, 68). Its AA urges it to “respect
the domestic social and political policies of members”, ty@$ does not equal a prohibition on a
voice and opinion on political and social matters (ibid.).84%hile human rights promotion should
not become a central function of the IMF, the establishmégualelines concerning human rights
could make the IMF more aware of the human rights implicatiohits macroeconomic operations.
As recognized by Péreira Leite, “clearly, the pursuit of remmic, social, and cultural rights is an
integral part of sound economic policies. Respect for humghts contributes to increased
economic and social stability [...]” (2001). A greater respibility towards human rights protection
would thus contribute to the IMF's mandate. It would be a st&yards the realignment of private
profits and social returns, towards a more stable econohwg/IFls have failed to provide the public
good of macroeconomic stability and lost a lot of credipiland legitimacy in the eyes of
developing and emerging economies. One of the main reasorikdir failure is their capture by

private financial interests.

5. Private Capture

Joseph E. Stiglitz names private capture as one of the prauses of the 2008 crisis (2012). He
exposes how the financial industry undertook huge effortsorder to lobby U.S. rule-makers to
create legislation advantageous to them (ibid., 48). Eviéer ahe financial crisis, continued
lobbying has persisted in order to prevent strong regulatiofinancial activities (The Economist
May 17" 2014, 65). Also the IFIs have been captured by private istsrto promote neoliberal
economic policies. This capture was less the result of tiodbying efforts, but of a close working
relationship between IFls and banks. The following chaptgh examine the channels through

which IFls have been captured, and how this was mirrored Irojferations increasingly biased
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towards the financial industry and to the detrim@nnhacroeconomic stability and human rights.

5.1 Channels of Capture: Lobbying

The capture of regulatory institutions is defined by Yousdtae idea that the content of regulation
is actively designed by, and in the interest of, the regdlatelustry itself’ (2012, 664). Young,
Underhill and Zhang argue that, in comparison to nationghpoizations, international ones are
more susceptible to capture. They rely more on technoceapertise, which is more abundant and
specialized in private institutions (ibid., 668). Secotitere is a greater distinction between rule-
makers and rule abiders. Third, the communities which iatonal organizations are supposed to
serve, and to which they are accountable to, are very far §uagierhill and Zhang 2008, 538). As
the wider public good they are supposed to provide fadestimdbackground, the checks to the
output they produce are weaker. There are several chammelggh which the financial industry can
influence IFI decision-making: via lobbying, “revolvingpdrs”, intellectual capture, and structural
power.

Lobbying involves a direct, consistent and systematicrefifom organized private sector groups
aimed expressively at influencing a regulatory agency@sam-making process (Young 2012,
666). They seek to actively design the content of regulaitiotiheir interests (ibid., 664). Indeed,
private sector groups organize themselves transnatjonadissociations and club-like organizations
S0 as to promote their interests (ibid.; Underhill and Zha@@8; Tsingou 2014). Examples include
the Institute of International Finance (lIF), a transnaéib association of large banks, and the
International Swaps and Derivatives Association (IDSAQ§iwg 2012, 672). Underhill and Zhang
detail how the IIF and the IDSA spared no efforts in lobbyihg Basel Committee on Banking
Supervision (BCBS) in order to influence the drafting psx®f the BASEL Il Accords Young
uses the same example and he affirms that lobbyists indetldrbad access to the decision-making
process. However, he opposes Underhill and Zhang in reziogna causal relationship between the
resulting lax regulatory regime and the access enjoyed blgyists. That the results match the
preferences of the lobbyists does not mean that they havedrescted at their behest. The BCBS
was open to consultation with financial sector groups bwihén it comes to making actual
decisions on the basis of such consultation, a differeriticseems to emerge — one of discretion

available to regulators” (ibid., 681). He convincingly aes that “access does not necessarily equal

4 The Basel Il Accords is an international, non-igdramework aimed at strengthening the bankirggesy via,
amongst others, higher minimum capital requiremésk for International Settlements 2006).
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influence” (ibid., 668). On the contrary, pressure from dgists sometimes had the opposite
reaction from regulators, hardening their positions.|¢ittvidence can be found of successful
lobbying of IFIs, and judging from the evidence presentedfdayng, one can assume that regulators
in the IFIs enjoy the same discretion in their decision-mgkiNevertheless, since their preferences
have merged and aligned with that of the financial industrgre remote causal factors seem to be
at play. Remote factors allude to the context in which acbgesrate. This is what Tsingou refers to
when arguing that “non-state authority in global financstseorimarily on three sets of sources:

expertise, material resources and the power okid@#14, 4).

5.2 Channels of Capture: Intellectual Capture, RamglDoors, and the Structural Power of

the Financial Industry

The alignment of preferences between IFIs and the finamailaistry occurred less through lobbying
efforts, but because the ideas prevalent in the privat@issptead out into the transnational arena.
Gradually, the IFIs became imbued by the neoliberal behethie efficiency and self-correcting
nature of markets. This ideational convergence was prambie a close connection between
bankers and regulators.

For one, both groups have a similar educational backgrotimel IFIs where founded on Keynesian-
based economics of market regulation and capital conffois. economic foundation became less
and less prevalent as the US started advocating expangioraretary policies in the 1960s and
asserted their central position in financial markets dftercollapse of the Bretton Woods system in
1971. This shift was reflected in educational institutiomghich, spearheaded by the Chicago
School, emphasized the benefits of self-correcting andiefit markets. As regulators still educated
in Keynesian economics retired during the 1970s and 1986g,were replaced by a new cohort of
graduates whose education had been centred on the beriefgslideral ideas (Joyce 2013, 84). As
the prime educational institutions are US and British ursitees, receiving a Western education is
almost a requirement for employment in the IFls. “[...] IM02Qaround 90% of IMF staff with PhDs
obtained them from North American or British universities][ (Wade 2006, 398). Regardless of
nationality, regulators are socialized into a western aedliberal worldview, contributing to an
ideational monoculture within the IFIs.

Not only does the educational background of bankers andlatgs overlap, but so do their

professional careers. “Examples abound of influentialpteeovho spent their careers moving
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seamlessly between the private sector, academia, napatialy making, and the IMF” (Mueller
2011, 392). Prominent examples are James Wolfensohn,timgas banker come President of the
World Bank Group, and Timothy Geithner, former Secretaryhaf US Treasury and now working
for a Wall Street private equity firm. The IMF and banks eBtdiled a close working relationship
during the debt crisis of the 1980s. In order to help delderddeveloping countries attain access to
private capital markets, the IMF acted as a mediator betwlsem and the banks. It certified their
creditworthiness towards the banks, facilitating priviateestment, and stepped in with loans so that
they could keep fronting their debt obligations (Chorev &adbb 2009, 468). The IMF acted as a
sort of Gatekeeper to private resources. However, strictitionalities were attached to mitigate
risk. Because the goal of those IMF programs was to fa@lifaivate funding, the banks could
control the conditionalities imposed on the debtor coestrgiving “the banks a virtual veto over
the approval and financing of adjustment programs” (Joy@&32 70). Conditionalities included
financial liberalization and privatization of sagnterprises.

With financial innovation picking up speed and financialrkets growing ever more complex, the
IFIs sought out the technical expertise held by professsoimaprivate markets and came to rely on
it (Seabrooke and Tsingou 2009, 2). Regulation requiresntige and the IFIs prize the knowledge
and expertise that people from the private sector bring ¢otdélble. Because of the prevalence of
neoliberal economic theories in western education, thepbtexity of financial markets and a
booming global economy, there was little reason to opposiEadrom the financial industry. Today
“regulators and supervisors [...] tend to have significantnbers of recruits from the [financial]
industry” (Admati and Hellwig 2013, 204). Similarly, it isommmon for regulators to switch over
into the private sector (Seabrooke and Tsingou 2809

This phenomenon, called “revolving doors”, not only proesothe convergence of ideas, but also
a convergence of interests. “When regulators are awardghbgiare likely to become the regulated,
for example, they might be more receptive to a particularetgh market-friendly regulatory
standard [...]” (ibid., 22). Lines between the private ahe public become blurred as public
officials become detached from their roles of public o#iisi and more receptive towards the
interests of the financial industry (ibid., 19).

The prevalence of neoliberal economic theories in educakidacilities, the structural power
achieved by the financial industry and the reliance of IFidvate technical expertise has created

a mutually reinforcing system that has elevated neolimralto an orthodoxy and drowned
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opposing ideas. The alliance of these professional eadduas created an ideational monoculture
in the IFIs that dominates its decisions and outcomes. Bhihat Tsingou refers when speaking of
intellectual capture as the isolation of knowledge productand assimilation of interpretative

options caused by idealogical homogeneity (Tsirg@l4, 4).

6. Impact of |Fl Operations on Human Rights

IFI operations, following neoliberal principles, have iagbed human rights situations in recipient
countries. The World Bank poverty reduction approach ldngh importance to the strengthening
of private markets in developing countries to develop thedd@ns needed to attract and retain
private investment. This is reflected in its spending. Tamgest share of World Bank lending in
2010, with 30%, accrued to “Financial and Private Sectordlmyment”. In comparison, very little
attention is given to industrial and technological devetept, with “Industry and Trade” receiving
just 2% of the loans (McGroarty 2011, 56).

The IDA, the World Bank lending arm for low income countriesnks its members on the country's
economic management, economic policies, social inclysiod governance. The ratings determine
the size of IDA loans a country has access to. As is to be eggettte ideal country modelled by the
Bank follows a very neoliberal and Western modea@é/2010, 58-59).

The IMF is criticised for serving the interests of its, predoantly Western, creditors. Stiglitz
argues that IMF interventions are “designed more to helpt®vescreditors recoup more of their
money than they otherwise would have been able to, than fothelafflicted country maintain its
economic strength” (Stiglitz 2010, 215). Similarly, Musllargues that the concessional loans
through the Extended Credit Facility (ECF) benefit a finahelite (Mueller 2011, 394). The
conditions include the familiar battery of “reducing gowerent spending through privatisation of
state enterprises, reduction of the civil service and rmgtipending for social services; devaluing
currency to make exports cheaper and raising interest tateacourage foreign investment; and
removing trade barriers by ending price controls and estaiby tax-free zones for foreign
corporations” (Mueller 2011, 394). In so doing, Stiglitznds that IMF-lending has often
exacerbated economic downturns (2010, 215).

The IFIs have not always paid much attention to the sociadequences of their economic policies.
By promoting the aforementioned neoliberal policies, thaye effectively restricted the freedoms

and capabilities of a large number of people in the devefppwountries. Through privatization of
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state enterprises, drivers of economic activity in manyhef poorest countries, they have lowered
the standard of living of many to the benefit of a few. Theirakening of trade unions and
insufficient attention to social protection can be seen @msct violations of the International
Covenant on Economic, Social and Cultural Rights. The pt@noof austerity measures have a
direct effect on a government's capacity to ensure basithhearvices, provide education and social
protection to its citizens. Reliance on foreign capitaviEsadeveloping countries with no political
space to engage in counter-cyclical measures and withoutrdge to withstand IMF
conditionalities.

Abouharb and Cingranelli studied the effects of IFI lendong physical integrity rights between
1981 and 2003. They present evidence that the respect faigathyntegrity rights in recipient
countries worsened while countries were under IMF or WoréhiBprograms (2009). “The more
years a developing country government spent under IMF progrbetween 1981 and 2003, the
greater the use of torture and extra-judicial killing and thorse its score on the Political Terror
Scale” (ibid., 49). Their hypotheses as to presumed caunda &re speculative in nature, however.
They argue that, as IFI programs lead to cutting of sociayjEms, these result in protests and riots
by the poor (ibid., 50). Similarly, opposing political f@s might oppose policy changes and take to
the streets. Governments then answer with increased sepmegnother possible explanation is that
weakening of state power due to market-enhancing reforad tle worse human rights situations.
Promotion, protection and monitoring of human rights reglarge investments that the state might
no longer be able to support (ibid.).

Their evidence is contradicted by Eriksen and De Soysa (200%heir own words, “receiving
loans from the IFIs has positive effects on government Esfoe physical integrity rights [...]"
(ibid., 486). They justify their finding with the argumefhiat neoliberal conditions are unlikely to be
the cause for HR violations, because the loans are gradiiatyrsed depending on the fulfilment
of the terms set by the IFIs (ibid., 487). Also, signing a dbondality agreement does not mean it is
actually implemented (ibid., 490). This is contradicteddtppuharb and Cingranelli, who argue that
mere loan negotiations between IFIs and borrowers are éntmugpark riots and cause repression
(2009, 51). Also Eriksen and De Soysa's argument comes \awieat: government respect for
human rights turns negative when loan payback esceew IFI disbursements (2009, 487).
Quantitatively, the direct implications of IFI operations physical integrity rights are unclear.

However, these studies do not account for social, cultundl @onomic rights. This gap can be
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filled by looking at case studies, which also prove the ommoe of abuse of physical integrity
rights. Only recently, Human Rights Watch submitted a regeploring the lack of commitment
from the World Bank to the protection of human rights (2013&prld Bank projects in Ethiopia
have forced the relocation of 1,5 million people under ctiods “marred by intimidation and
violence, with state security forces repeatedly threatgnassaulting, and arbitrarily arresting
villagers who resist transfer” (ibid., 2). Several deathsrevreported and the area of relocation
provided for a worse living than before. Another case stugpyorts World Bank funding of drug
detention centres where severe human rights abuses wdrgosamented and regularly committed
(ibid., 39-40). Both the IMF and the World Bank have been salyecriticised for their use of
structural adjustment policies in developing countriesirduthe 80s and 90s, leading to a “lost
decade” for the debtor countries (Joyce 2013, 69). Singjléne IMF has been widely criticised for
its handling of the 1997-1998 East Asian crisis, in which mipbsed a large amount of
conditionalities on the debtor countries that amtyrsened the economic downturn (ibid., 116-117).
These cases show that, even though the overall impact of pEtations on human rights is
disputed, human rights abuses or worsening of human rigfgtions certainly do occur through
IFI interventions. And these are not exceptions to the rlileese cases justify the call for the
recognition of responsibility concerning human rights te part of the IFls. Furthermore, the
protection of human rights goes hand in hand with ensuringroeonomic stability and poverty
reduction. By contributing to a volatile economy and a srikiat has worsened the living situations
of many, the IFIs have failed their mandate. This has coshtingerms of legitimacy and credibility
in the eyes of developing countries, who “would have to betbeif] death bed[s] before turning to
the IMF” (Stiglitz 2010, 215). Increasingly, countries lealooked for alternatives to the IFIs.
Emerging and developing countries have built up large casreeserves of their own, or entering in
regional arrangements to pool resources, in order to prateanselves from crises. “[...] the
emerging market economies effectively decided that theafascquiring and holding reserves were
less than those of entering an IMF program. The accumulatiorserves for the purpose of self-
insurance, therefore, represented a sign of “no confidelmgehe emerging markets in the IMF”
(Joyce 2013, 150). The mentioned “cost” refers not only ® ¢lsonomic, but also to the social
costs. This contributes to economic volatility by addinggtobal current account imbalances. As
occurred in the run-up to the 2008 crisis, the accumulatfaegerves meant large capital inflows to
the US, which kept interest rates low and fuelled its finahbubble (Helleiner 2011a, 570). The
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ultimate manifestation of the lack of confidence in the I#iss the establishment by the BRICS of
their very own New Development Bank on July™®014. This bank is meant to function both as
lender of last resort and a development bank (BB@NBuUssiness).

Economic policies have social consequences that need tadmurted for. By succumbing to

private capture, the IFls have benefited special intei@stisnot exclusively served the public good.
Reforms to prevent private capture and increase accolittdbivards human rights could restore

some of their legitimacy.

7. Reforms
The first thing to acknowledge is the urgent need for cleadgjines and operational policies on
human rights that comply with internationally recognizednslards. The positive consequence of
the adoption of such guidelines would be numerous. For on&uld increase the transparency of
its decision-making processes. The AA of the World Bank ifibrib to consider non-economic
influences, and it defines economic factors as everythirag has a direct and obvious economic
effect (Bradlow 1996, 60). Since many social factors caneh@conomic effects”, the Bank's
interpretation of it varies from case to case and makes theideration of social factors arbitrary
(except the ones contained in its social safeguards psjickeclear commitment to human rights
would help the Bank's staff to assess the human rights ri§kiher projects. It would help
borrowers in devising the Poverty Reduction Strategy Pagercause the requirements for Bank
funding are more clearly defined. And it would increase tkeoantability of the Bank towards
human rights abuses.
To a lesser degree, this applies also to the IMF. The IMF's da@nis concerned with
macroeconomic factors, and the IMF rightly refers to thaemwlsked about the social implications
of its programs. However, its increased interventionisrd arpansion into the field of poverty
reduction warrant clearer guidelines on human rights. TME should concern itself mostly with
human rights protection. Both the Bank and the IMF shouldisgevhuman rights impact
assessments, to be taken into account when designing ioperétiuman Rights Watch 2013a, 24).
As this is not the field of expertise of the IMF, these assesgmcould be carried out by the World
Bank or in cooperation with public experts. The IMF is nothiioiden to voice concerns over the
domestic social and political affairs of its members (Boadl1996, 81). It could raise its efforts in

addressing such issues during Article IV consultationstifeumore, the IMF can actively play a
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role in limiting negative human rights impacts of its operas through conditionalities. Already it
seeks to prevent cuts in social protection spending whilgolong countries undergo austerity
programs. However, despite increased IMF commitment ia #rea, due to overall budget-cut
requirements the spending of recipient governments orakpobtection is still reduced (Rowden
2009, 4). The IMF can do more In this regard, for “there wasmaléacy of the IMF and finance
ministries to continue to view public sector spending anbdlipusector workers only as “costs” and
not as providing benefits to the economy or society” (ib&8). Some of the explanations forwarded
by Abouharb and Cingranelli concerning negative humantsigionsequences of IMF programs
relate to social unrest caused by actual or attributed negabcial effects of imposed austerity
programs (2009). Greater concern by the IMF towards priotectf social spending could over time
better its image and cause fewer riots that triggeernment repression.

Stricter standards should be applied to the World Bank. déieioto ensure that its operations do not
exacerbate human rights situations, the Bank should fgtlmegedures similar to the ones applied to
Indigenous Peoples and Involuntary Resettlement: fubsssent of potential human rights impact;
prior consultation with affected individuals; design maa&s to avoid adverse impacts, or, when
avoidance is not feasible, to minimize or compensate foh sftects; include a framework for
continued consultation with the affected communities miyrproject implementation; and close
monitoring of the project (World Bank 2005). The Bank couhdalve specialized human rights
organizations to assist in these matters.

The World Bank has political room to not only increase théfiores in human rights protection, but
also in its promotion. The maximization of positive humaghts impacts is consistent with its
mandate of poverty reduction (Human Rights Watch 20138 &)ween 2001 and 2009, the overall
percentage of IDA lending operations aimed at “social dgwelent and protection” and “human
development” was extremely low, with just about 5% and 13%peetively (De Sena 2010, 266).
In 2010, the IBRD and IDA together invested only 2% of its diged loans in “social development,
gender & inclusion” and 14% in “human development”, compai® 30% loan share in “financial
and private sector development” (McGroarty 2011, 56). @%ywas spent on “industry and trade”
(ibid., 56). By funnelling more funds into human and social’elopment, the Bank would have a
much more positive human rights impact. In fact, it wouldph#te Bank concentrate more on
poverty alleviation in a stricter sense instead of overiagpvith the IMF in strengthening markets

and promoting private sector development. FurthermoeeBiink could promote human rights by

23



Ramon Lohmar Sen Foundation

requiring that recipient governments take human right iaccount when devising and
implementing their PRSP. Bank funding would then be coaddél on human rights improvements
as defined by the benchmarks set in the PRSP.

Measures against private capture could facilitate humgimsireforms. Baker proposes to combat
the problem of “revolving doors” by “enforcing legally de@éd time periods during which a former
regulator could not move into the regulated industry, or sone from a regulated industry into a
regulatory position” (Baker 2010, 657). Helleiner arguassrhandatory public disclosure of all past
and present industry ties of individuals of regulatory lesd{2011a, 570). While these measures
would certainly help prevent private capture, measurebisfkind could impair the ability of IFIs to
attract the expertise they need. Having demonstrated tinzt@ capture is mainly about the
predominance of a certain set of ideas, in the end the questigprivate capture prevention
becomes one of increasing the variety of ideas present iordenization. The problem is thus a
structural one. To solve it demands increasing the voice \anothg shares of underrepresented
countries and recruit staff with more diverse educatioradkigrounds. This would ensure that a
wider array of interests are adequately represented, ¢irgyia stronger check to the predominant

interests and ideas, and offering more alternativiesn it comes to policy prescriptions.

The IFIs cannot be expected to be the leading internatiagainizations in the promotion of human
rights. However, as UN specialized agencies and subjectstéonational law they have the
responsibility to at least not exacerbate human right sdana. Furthermore, greater attention to the
social conditions of recipient governments could helpassome of their lost legitimacy in the
eyes of developing countries. Human rights epitomizinglipugpods, the IFls would be perceived
less subject to special interests. Furthermore, the peaposforms would provide checks against
private capture. Closer involvement of stakeholders wanttlease ownership of the public in the
IFIs. By increasing the transparency of their decision-imglprocesses, special interests might find
it more difficult to circumvent the established operatingnslards to their advantage. By increasing
the accountability of the IFls towards human rights, manag# and staff are incentivized to
comply with the regulations. All in all, these measures wlochntribute to readjust the balance of
private profits and social returns the IFIs are meant togeafed in order to stabilize the global

economy.
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8. Conclusion
The 2008 crisis has largely delegitimized the neoliberadgiples that have guided the work of the
IFIs. The intellectual tide is turning and there is now iraged political salience for financial
regulation (Baker 2010, 656). In responding to the criis,IMF softened its stance on pro-cyclical
austerity measures, promoting the need for fiscal stimBbth IFIs stepped up their loan
commitments and helped prevent the bankruptcies of mentaertiges. Where they previously
promoted financial deregulation, the IFIs now recogniza ttertain kinds of capital controls can
increase macroeconomic stability (Joyce 2013, 171).
The G-20, in an effort to maintain the relevance of the IFlsyéhpledged to make them more
inclusive. In 2011, the emerging and developing countres $heir voting power in the IMF
increase by 5,3%. So has their number of executive dire¢@campo 2011, 325). Also, the G-20
promised that the head of the IMF would be chosen openly atsparently without regard for
nationality (Stiglitz 2010, 216). However, the issues hamights and private capture were kept off
the reform agenda (Helleiner 201l1la, 570). Decisive action tbese topics is essential.
Neoliberalism may presently be disfavoured, but when treney recovers there will be less
urgency and incentives for reform. Private capture is yaical in nature preciselyecause the
wider public is less interested in matters of regulationimyfinancial booms (Baker 2010, 648)hat
is why structural reforms are needed now.
The question about the responsibility of the IFls towardsi&n rights is ultimately a question about
their legitimacy in being able to work for the common goode™ecisive actions of the IFIs during
the crisis demonstrated that they are still relevant omgditins. The volatility of today's economy
makes organizations that allow for the international cowation of economic policies
indispensable. Economic and social factors are closefrtimined. Committing to the promotion
and protection of human rights will help regain some of thmastt in the IFIs and enhance their

capacity to provide for macroeconomic stability aledelopment.
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