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This article surveys the experience of conditionality provisions applied by the World Bank, the IMF, bilateral donors, and
the European Union’s accession process. Ownership is essential for effective cooperation and requires domestic climate
policies to be country-driven and decision-making to be equitable. Bilateral cooperation allows for a direct exchange

of expertise and long-term relationships. A multilateral umbrella or multilateral institutions can avoid complexity and
detrimental competition between multiple supporters of one developing country, limit the ability of individual countries to
abuse the mechanism to exercise geo-strategic interests, and allow for more stringent reactions to non-compliance. In all
cases, independent monitoring and review create transparency and objectivity, enhance effectiveness, and protect the
interests of all parties.

Policy relevance: Past conditionality provisions offer many negative experiences, particularly where international
organizations have imposed the prevailing economic paradigm on countries that were in desperate need of finance. The
situation for international cooperation on climate change mitigation is fundamentally different. Developing countries can
choose whether they want to access international support to enhance the scale, scope or speed of their mitigation
actions. Developed countries or international bodies also retain some discretion to choose among possible mitigation
actions based on the carbon impact. This creates a double conditionality and the opportunity to jointly design
appropriate incentive schemes. Several lessons from the use of conditionality provisions are identified in order to inform
the process, institutional setting and design of such incentive schemes.

Keywords: bilateral aid; climate policy; conditionality; domestic policies; EU; IMF; international support; North—-South; World
Bank

Cet article examine I'expérience des clauses de conditionnalité appliquées par la Banque Mondiale, le FMI, les
donneurs bilatéraux, et I'Union Européenne dans le processus d’adhésion. L’autonomie est indispensable a une
coopération effective et exige que les politiques climatiques intérieures soient guidées au niveau national et que la
prise de décisions soit équitable. Les coopérations bilatérales facilitent 'échange direct d’expertise et des relations a
long terme. Un cadre multilatéral _ ou institutions internationales _ ont comme avantages d’écarter la complexité et
une concurrence nuisible entre multiples alliés d’une nation en développement; limiter I'aptitude de certains pays a
abuser des mécanismes dans le but d’exercer leurs intéréts géostratégiques; et faciliter une réaction plus rigoureuse
face a la non-conformité. Dans tous les cas, le contréle et la revue indépendants facilitent la transparence et
I'objectivité, accroissent I'effectivité et protége les intéréts de toutes les parties.

Pertinence politique: Les clauses de conditionnalité passées présentent beaucoup d’expériences négatives, en
particulier la ot les organisations internationales imposent le paradigme économique qui prévaut a des pays
désespérés d’obtenir des fonds. Les circonstances pour la coopération internationale dans la lutte contre le
changement climatique sont fondamentalement différentes. Les pays en développement ont le choix d’accéder ou non
au-soutien.international-pour.augmenter.l'étendue, I’échelle ou la rapidité de leurs actions de mitigation. Les pays
développés et organismes internationaux conservent aussi un certain pouvoir quant au choix des actions de mitigation
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possibles en fonction de I'empreinte carbone. Ceci entraine une double conditionnalité et la possibilité de concevoir en
commun des systemes incitatifs appropriés. Plusieurs legons sont tirées de I'emploi des causes de conditionnalité
pouvant influencer le procédé, le cadre institutionnel et la conception de tels systéemes incitatifs.

Mots clés: aide bilatérale; Banque Mondiale; conditionnalité; FMI; Nord-Sud; politique climatique; politiques intérieures;
soutien international; UE

1. Introduction

Developing countries play an important role in stabilizing CO, concentrations in the atmosphere.
This will require domestic climate actions. However, with limited responsibility for historic emissions
and priority being given to other development objectives, domestic action with climate benefits
(or ambitious actions with climate co-benefits) in developing countries are contingent on support
by developed countries. This is the basis of a mutual conditionality of climate cooperation between
developed and developing countries — developing countries can only pursue ambitious mitigation
action with appropriate international support, and developed countries can only provide such
support if it is expected to contribute to climate action.

This raises questions about how such cooperative climate policy can be realized, and what we
can learn from other policy fields and the broader literature. This special issue of Climate Policy
tackles this question in three steps. The first question is: What type of policy indicators are suitable
for the measurement of domestic action (see Cust, 2009)? This is followed by the second question,
on how to define policy targets using such indicators (Lester and Neuhoff, 2009), and leads to the
final question on how to reflect the mutual conditionality in the mechanisms of international
climate cooperation.

This article provides a structured overview of the performance of previous cooperation between
countries that links international public finance to the implementation of domestic policies.
This linkage is often referred to as ‘conditionality’. The article provides an overview on factors
that scientists have found to be associated with the performance of conditionality in different
settings. The article does not judge or evaluate the pursued policy objectives or instruments. In
order to inspire a discussion of the possible role of such conditionality provisions, it provides
some preliminary ideas about the possible characteristics of cooperative climate policy.

Conditionality has been used in multilateral settings such as the IMF or the World Bank, in
bilateral development aid, and in EU enlargement. While the effectiveness and scope of World
Bank and IMF conditionality may be highly controversial (Burnside and Dollar, 2000),
conditionality in the EU enlargement process is frequently acknowledged as an effective policy
instrument (Schimmelfennig and Sedelmeier, 2004). Table 1 presents an overview of the effectiveness
of conditionality applied by the IMF, the World Bank, bilateral donors and the European Union.

The analysis includes (1) the level of compliance with conditionality, i.e. whether policy reforms
required by the conditions were implemented; (2) the reaction in the case of non-compliance;
and (3) a brief assessment of whether policy objectives were achieved, i.e. whether policy reforms
under the conditionality mechanism have achieved the envisioned results.

Conditionality can be designed by using different approaches. Ex-ante conditionality means
that financial transfers or accession negotiations start only after certain conditions have been
met. Ex-post conditionality requires that conditions have to be fulfilled during the programme in
order to trigger continuation. A mixXture of these forms is common. Programmes are often
accompanied by less binding policy provisions.
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TABLE 1 Qualitative comparison of conditionality provisions in different programmes

IMF World Bank Bilateral aid EU enlargement
Compliance with conditionality X X XXX
Stringency of reaction to non-compliance XX X XXX
Competition (donor-side) XX
Competition (recipient countries) XX XX

The greater the number of Xs, the higher the score.
Source: authors’ findings

The theoretical literature on conditionality provisions is broad. Killick (1997) describes the
concept of conditionality as a ‘principal-agent framework’:

the essential problem is how principals [...] can design contracts which embody rewards that make it
in the interests of agents [...] to further the principals’ objectives (Killick, 1997, p. 487).

In contrast, Checkel (2001) highlights the role of dialogue, persuasion and negotiation. Principal-
agent framework better explains cooperative climate policy where mutual responsibilities need to
be aligned. Here the principal would at the same time be an agent — and vice versa.

Sections 2-5 of this article review conditionality provisions applied by the IMF, the World Bank,
bilateral aid and EU enlargement. Section 6 presents explanations that are offered in the literature
for the performance of the reviewed conditionality mechanisms. Based on these factors for success
and failure, we conclude with some design aspects for cooperative climate policy in Section 7.

2. IMF conditionality

The IMF offers loans to countries that need capital, and countries accept the conditionality
clauses that the IMF attaches to these loans. When founded in 1944, the IMF provided credit to
its member countries in order to stabilize the post-war financial system. Conditionality prescribed
monetary and fiscal targets, and should ensure the repayment of loans. From the 1960s onwards,
the level of detail and the number of conditions increased (Figure 1). Now addressing developing
countries exclusively, structural adjustment loans in the 1980s started to include conditions on
supply-side and institutional issues such as deregulation (Killick, 1997). In the 1990s the concepts
of poverty reduction and good governance (e.g. protection of property rights, efficient
administration, the fight against corruption) emerged. From about, 2000 the IMF (and the World
Bank) promoted the preparation of Poverty Reduction Strategy Papers (PRSPs) by member countries
in a participatory process. These later developments show that the IMF (and the World Bank)
now attaches much more importance to the role of domestic stakeholders.

2.1. Compliance with conditionality

Dreher (2004) provided an overview of research on compliance with IMF conditionality, and
y been rather weak. He showed that compliance rates were
gs or overall fiscal deficit for the years 1969-1984. Compliance
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FIGURE 1 Number of conditions with IMF programmes

in the following years ranged between 30% and 50%. Compliance with ‘prior actions’ (ex-ante
conditionality) was significantly higher, at 80%, in the same period.

2.2, Reaction in the case of non-compliance

In the case of non-compliance, IMF programmes are interrupted or ended. Mussa and Savastano
(1999) found that more than a one-third of IMF arrangements ended with disbursements of less
than half of the initially agreed support, and that in only 43-49% of analysed cases was 75% or
more of the negotiated sum distributed. However, new programmes are frequently concluded
even though non-compliance with the conditionality of previous programmes is evident (Bird,
2002; Dreher, 2002).

2.3. Achievement of policy objectives
Research usually measures the impact of IMF loans on growth, and not on poverty reduction
(Mosley et al., 2004). Table 2 shows Dreher’s (2006) findings that existing studies do not

TABLE 2 Studies researching the effect of IMF loans on growth: number of studies found
in the literature

Type of study Increase growth Decrease growth No effect on growth
Before/after studies 3 0 6
With/without studies 1 1 6
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provide clear evidence on whether IMF loans increase growth, decrease growth, or have no
effect on growth.

3. World Bank conditionality

The World Bank offers loans to developing countries for infrastructure or sectoral projects and
requires acceptance of the conditionality clauses attached to these loans. Founded alongside the
IMF in 1944, the World Bank’s objective is to promote long-term economic growth by investment
in infrastructure projects such as roads or dams, and conditionality attached to these loans should
ensure repayment. In the 1980s the World Bank first started policy-based lending or ‘structural
adjustment lending’, which now makes up about one-third of World Bank lending. Conditionality
in policy-based lending in the early years included conditions on policy reforms that were believed
by the World Bank to be essential for a country’s social and economic development. In recent
years, the World Bank has increasingly relied on policy reform projects driven by borrower countries
themselves under their poverty reduction strategies. At the same time, a shift to ex-ante
conditionality could be observed, with loans as rewards for the implementation of policy reforms:
the focus of policy-based lending shifted from traditional multi-year and multi-tranche operations
to single-tranche operations, with 90% of World Bank policy operations being single-tranche in
2007. Single-tranche loans are conditional on ‘prior actions’ which are to be met before approval
of the loan (Koeberle, 2005; World Bank, 2007).

The number of conditions in policy-based lending has increased from an average of about 12
in 1980, to above 40 in the early 1990s, followed by a decline to below 20 in 2003, and 10-12 in
2005 and 2007 (Koeberle and Malesa, 2005; World Bank, 2007).

3.1. Compliance with conditionality

The World Bank itself provides evidence on the outcome of programmes. According to these evaluations,
the share of ‘satisfactory’ policy-based lending projects has fluctuated but increased since the 1980s.
From 2000 onwards, it has constantly been between 80% and 90%. Single-tranche credits in general,
and poverty reduction credits in particular, are evaluated as even better — with the latter showing
100% successful outcomes in 2006 (Koeberle and Malesa, 2005; World Bank IEG, 2008).

3.2. Reaction in the case of non-compliance

In cases where conditionality requirements are not met, the main response of the World Bank
appears to be delayed assistance. Killick (1997) found that ‘on average, adjustment programmes
take twice as long to complete as intended, largely because of non-implementation of policy
conditions’ (p. 486). In cases of continued non-compliance, disbursement rates are still nearly
100%. Svensson (2003) concludes that there is no link between a country’s fulfilment of
conditionality and the disbursement of loans.

3.3. Achievement of policy objectives

The World Bank’s own evaluation of programme success has been mentioned above. On a
programme or ‘micro’-level, conditionality programmes are mostly considered to have reached
their policy objectives. To evaluate conditionality performance on the ‘macro’-level, the effect of
World Bank loans in terms of economic growth and poverty reduction may be analysed, as these
are the primary policy objectives of the Bank. While there is little meta-information available on
the links between|World Bank loans and poverty reduction, the effect of World Bank loans on
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growth has been analysed in a number of cross-country studies. There is dispute about the
effectiveness of World Bank aid on growth. While Hansen and Tarp (2000) found that aid had a
positive effect on growth, Burnside and Dollar (2000) concluded that the impact of aid on growth
depends on a country’s good governance policies. Many critiques have suggested that such clear
evidence of the impact of World Bank aid on economic growth does not exist (Killick, 1997;
Easterly, 2003; Rajan and Subramanian, 2007). Notably, conditionality attached to structural
adjustment programmes has been accompanied by adverse effects on the poorer sections of
countries’ populations (Dreher, 2002).

4. Conditionality applied to bilateral aid

Donor countries offer loans for infrastructure or sectoral projects, or as budget support. Recipient
countries accept the conditionality clauses that the donors attach to these loans. Since the 1980s,
bilateral development aid usually ties programmes to the IMF and World Bank conditionality
provisions (‘cross-conditionality’). While the statutes of the World Bank and the IMF prohibit political
conditions, bilateral programmes frequently contain political conditionality on human rights and
democracy (Killick, 1997). Alesina and Dollar (2000) argue that the economic and strategic interests
of donor countries determine bilateral aid flows with few exemptions. Conditionality for bilateral
aid differs in each donor-recipient relationship. Two examples illustrate the diversity of approaches.

The majority of official development aid from the UK used to require recipients to spend aid on
products or services from the UK. This has changed, and the UK does not tie aid any more since
2001 (OECD, 2001). Since 2005, the UK'’s development partnerships have been based on a common
commitment towards the Millennium Development Goals (MDGs), respecting international
obligations, and strengthening financial management.

Another example of bilateral aid conditionality is the recent US aid programme, Millennium
Challenge Account (MCA). Started in 2004, it establishes quantifiable political, social and economic
performance criteria to determine a country’s eligibility for aid beforehand, and makes both the
data and the selection methodology publicly available. The concept is influenced by Burnside
and Dollar (2000), who suggested that aid is more effective in well-governed countries.

4.1. Compliance with conditionality

For UK aid, there is no transparent monitoring for compliance with conditionality currently in
place (Mokoro, 20035). For the MCA, in early 2009, 26 countries had complied with the programme’s
requirements and were thus eligible for funding (CGD, 2009).

4.2, Reaction in the case of non-compliance

Cross-country studies for bilateral aid demonstrate that the difference between committed and
disbursed funds is uncorrelated with reform outcome as measured by the World Bank’s Operations
Evaluation Department (OED) (Figure 2). Neumayer (2003) found that respect for human rights
does not exert a consistent influence on the allocation of aid by the majority of donors. Alesina
and Dollar (2000) concluded that the reactions to recipient countries’ policy implementation
depend on the geo-strategic interests of the donor countries.

To explain the ‘Samaritan dilemma’, the example of the UK may be illustrative. Secretary of State
for International Development Benn prefers ‘not to let the poor suffer by reducing our development
assistance as a consequence of their government’s political choices or shortcomings’ (Benn, 2007).
The UK may alter the channels of aid, e.g. to humanitarian assistance or support for election processes.
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FIGURE 2 Share of committed bilateral aid cancelled in successful and unsuccessful
programmes (source: Svensson 2003, p. 39; successful reformers as defined by the
World Bank OED)

In the case of the MCA, the reaction in the case of non-compliance is refusal to participate in the
programme. Although the selection process is transparent and objective, exemptions appear. For
example, Georgia was found eligible for MCA funding although it clearly failed to reach several
benchmarks. This was probably to support Georgia’s political transition (Lucas and Radelet, 2004).

4.3. Achievement of policy objectives

Evidence for the effectiveness of bilateral aid is mixed. Some have come to the conclusion that
bilateral aid performs worse than multilateral aid, due to donors’ geo-strategic interests taking
precedence over growth or poverty reduction policies in the recipient country (Alesina and Dollar,
2000). On the other hand, Ram (2003) found an impact of bilateral aid on growth that was not
present with multilateral aid. Rajan and Subramanian (2007) suggested that neither bilateral nor
multilateral aid impact on growth. Preliminary research by Johnson and Zajonc (2006) found no
links between MCA funding and economic growth. However, they suggest that candidate countries
that had not yet met the selection criteria, but who were striving to do so, performed 25% better
on improving policy indicators than a control group of countries.

5. EU enlargement conditionality

In contrast to development aid, the EU not only offers candidate countries financial benefits
but, more importantly, EU membership. EU membership is perceived to be accompanied by
economic development, national recognition and political stability (Steunenberg and Dimitrova,
2007). Candidate countries have to satisfy several stages of legal and economic reforms as
preconditions. Capacity building and financial resources support this process.

During previous enlargements, conditionality was limited to the adoption of the Acquis
Communautaire. In the last enlargement round, to include Central and Eastern European countries,
lude the Copenhagen criteria and the requirement that a
he ‘obligations of membership’ (Grabbe, 2001). There are,
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however, no clear benchmarks, which leaves it open to existing Member States to judge whether
candidate countries have met the conditionality requirements (Dimitrova, 2002).

5.1. Compliance with conditionality

While implementation of the Acquis Communautaire is very widespread, compliance with democratic
conditionality (e.g. human rights, liberal democracy) is significantly lower. Countries with
authoritarian governments, such as Slovakia under the Meciar government or Serbia under
MiloSevi¢, feared the high political costs of adopting democratic conditionality (Schimmelfennig
and Sedelmeier, 2004). In general, rule adoption has increased towards the final stages of accession
negotiations, when the prospect of membership becomes increasingly realizable (Grabbe, 2001).
It decreases sharply once the accession date is set (Steunenberg and Dimitrova, 2007). A sharp
decline in the number of conditions set by the EU in this final phase suggests that the Union is
aware of this trend.

5.2. Reaction in the case of non-compliance

The most powerful conditionality tool is the ability of the EU to decide which countries can
proceed to the next stage towards accession. Thus the enlargement process has become structured
around milestones, at any one of which accession can be stopped. For example, Croatia’s lack of
cooperation with the International Criminal Court in The Hague was followed by a delay in its
2003 bid for membership. Turkey did not start negotiations until 2005 due to a lack of compliance
with the policy reforms required (Steunenberg and Dimitrova, 2007).

5.3. Achievement of policy objectives

The policy objective of EU enlargement conditionality is EU rule transfer to future Member States,
and it is widely judged to be effective (Grabbe, 2001; Schimmelfennig and Sedelmeier, 2004). There is
some debate on whether the way that rule adoption is fast-tracked by national governments, without
much democratic discussion, has a negative effect on policy persistency (e.g. Dimitrova, 2002).
Furthermore, Schimmelfennig and Sedelmeier (2004) suggest that rule adoption generally means formal
transposition into national laws, but implementation and enforcement in everyday policy-making
are not enforced, and compliance with conditionality may therefore be ‘lip service’ only. They conclude
that the short-term effectiveness of EU conditionality may be partnered by long-term inefficiency.
Their argument is supported by the current debate about corruption and lack of rule of law in new EU
Member States Bulgaria and Romania (Noutcheva, 2006; Alegre et al., 2009).

6. Explaining the performance of conditionality

The academic literature on the conditionality mechanisms reviewed above provides explanations
for the performance of these mechanisms. Table 3 provides an overview of factors for success
frequently cited in the conditionality literature, along with references to some of the scholars
who mentioned them, and the context in which they were observed (IMF, World Bank, bilateral
aid or EU enlargement). Note that there is not necessarily a consensus among scholars on all of
these success factors and their relevance.

A lack of shared ownership of projects and policies reduces their effectiveness and persistence,
aspexperiencedswithelMErsandsWorldsBank conditionality (Bird and Willett, 2004). Conditions
which are based on the implementing country’s priorities encourage ownership. A lack of ownership
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TABLE 3 Factors for success as presented in the conditionality literature by scholars to explain the success and failure
of conditionality provisions (see also Sippel and Neuhoff, 2008)

Factors for success

Experience from

Literature

Ownership

Country-specific conditionality,

customization

Stringency in reaction to
non-compliance

Overcome geo-political donor
interests

Continuity and predictability
of programmes

Donor coordination and
harmonization

Recipient competition

Good governance in
‘recipient’ country

Transparent and objective
monitoring and evaluation

IMF, World Bank

IMF, World Bank

IMF, World Bank, Bilateral aid,
EU enlargement

IMF, World Bank,
bilateral aid (negative example)

World Bank, EU enlargement

World Bank,
other conditionality mechanisms

EU enlargement,
bilateral aid (MCA)

IMF, World Bank, bilateral aid,
EU structural funds

IMF, World Bank,
bilateral aid (negative examples)

Killick, 1997; Leandro et al.,
Checkel, 2001;

1999;
IMF, 2001;

Khan and Sharma, 2003;
Bird and Willett, 2004; World Bank, 2007

Killick, 1997; Leandro et al.,
Checkel, 2001;

1999;
IMF, 2001; Dreher, 2002;

Khan and Sharma, 2003;
Bird and Willett, 2004; World Bank, 2007

Collier et al., 1

997; Killick, 1997;

Bird, 2002; Svensson, 2003;

Schimmelfenn

ig and Sedelmeier, 2004;

Noutcheva, 2006

Killick, 1997; Burnside and Dollar, 2000;
Bird and Willett, 2004; Lucas and Radelet, 2004;

Alegre et al.,

Leandro et al.,

2009

1999; Steunenberg and

Dimitrova, 2007; World Bank, 2007

Killick, 1997; Leandro et al.,

Bank, 2007
Grabbe, 2001;

Burnside and

Tarp, 2000; lvanova et al.,

Mosley et al.,

1999; World

Johnson and Zajonc, 2006

Dollar, 2000; Hansen and
2003;
2004; Johnson and Zajonc, 2006

Killick, 1997; Selbervik, 1999; Dreher, 2002;
Svensson, 2003; Marchesi and Sabani, 2007;

World Bank, 2

007

can result from perceived donor dominance, among other factors. In the EU context, ownership
seems to be less important, probably as a result of powerful sanctioning: the incentive of EU
membership is very attractive, and non-compliance with EU conditionality credibly leads to the
EU refusing accession. However, a lack of ownership may also lead to ineffectiveness of
conditionality in the long term (Noutcheva, 2006).

A lack of stringent reaction in the case of non-compliance with conditionality is associated
with overall failure of the conditionality mechanism in all the programmes analysed - regardless
of the attractlveness of the incentives (Killick, 1997; Selbervik, 1999; Svensson, 2003;

004). In bilateral relationships, geo-strategic donor interests
ave prevented such stringent responses (Alesina and Dollar,
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2000). The international financial institutions’ lack of stringent response is partly explained by
the pro-lending bias of donor staff, whose income, prestige and power depends on the amount of
money transferred (Dreher, 2002; Bird and Willett, 2004). While stringency of reaction in the case
of non-compliance is important, the continuity and predictability of programmes offer long-
term perspectives, which are also associated with programme success (Leandro et al., 1999;
Steunenberg and Dimitrova, 2007).

Donor competition is considered to impact negatively on the performance of conditionality.
This arises where donors approach countries with a variety of agreements. This may lead to countries
abandoning programmes prematurely in order to engage with other partners, or to conflicting
policy objectives by different donors. Furthermore, donor competition causes additional
transaction costs for recipient countries. By contrast, competition arising between countries in
their attempt to comply with conditionality by one donor has been associated with success in
cases of EU enlargement and the MCA (Grabbe, 2001; Johnson and Zajonc, 2006).

Good governance is believed by many to have a positive influence on the effectiveness of
conditionality programmes (e.g. Burnside and Dollar, 2000; Hansen and Tarp, 2000). Careful
selection of cooperation partners, like that performed by the MCA, is expected to lead to more
efficient outcomes. However, it may exclude many partners from programme participation.
Programmes focusing on capacity building can help countries improve their governance in the
first place.

Evaluation of programme success by the organization’s own staff can result in an overestimation
of programme achievements. This is because staff members have the incentive to hide previous
failures when judging programmes, as discussed in the context of the World Bank by Dreher (2004).
Both the difficulty of monitoring and concern about monitoring failures reduced the response of
the IMF and World Bank to failed programmes (Killick, 1997; Marchesi and Sabani, 2007).

7. Lessons for international cooperation on climate policy

The principle of common but differentiated responsibility for climate change action creates many
opportunities for international cooperation. This article focused on the implications for joint
efforts on the mitigation side. The frequently stated objective to retain at least a 50% chance of
global temperatures not exceeding 2°C can only be achieved if both developed and developing
countries pursue strong mitigation actions. Capabilities (resources, technology capacities etc),
priorities and historic responsibility differ between developed and developing countries. This
leads to the differentiated responsibility of developed countries towards supporting developing
countries in their mitigation actions.

This support will be tailored towards contributing to emissions reductions. The Clean
Development Mechanism (CDM) offered the first example of such cooperation, where financial
flows are specifically linked to reductions in CO, emissions at the project level. This type of
support can be expanded from projects to policies. It can also target transformational activities
towards low-carbon infrastructure, decarbonization of the energy system, or shifting of industrial
activities towards low-carbon growth. With such transformational policies it is difficult to measure
the direct CO, impact, and other indicators might be used to determine success. What is likely to
be the basis of any such mechanism is some type of mutual conditionality — e.g. some actions are
only pursued if developing countries can get international support for incremental costs, and
developed. countries will_only provide such support if the mechanism provides some level of
reassurance that the action will be pursued.
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This article asks: What are the historic lessons from the use of conditionality that might inform
the design of such cooperation? In the previous section, success factors of conditionality were
presented. From these success factors, the following paragraphs draw some conclusions concerning
the design of cooperative climate policy.

7.1. Importance of domestic ownership

The basis of conditionality on domestic climate policies in developing countries needs to be true
ownership. Imposed policy reforms have widely been reported to be failures in the context of
World Bank and IMF loans. The only exception is the case of EU enlargement — after their initial
decision to join the Union, accession countries had to transcribe and implement a large set of
rules (even beyond the Acquis Communautaire). Despite the sometimes rather limited domestic
ownership of this process, it succeeded because of the strong incentive (next step in the graduation
towards EU Member State). Due to the absence of such attractive incentives, domestic ownership
building on domestic initiatives will be crucial for international cooperation on climate action.
This equally applies to the ownership and level of engagement on the side of the developed
countries.

Developed countries have a large self-interest in climate protection, hopefully resulting in more
widely anchored engagement than for poverty reduction. Developing countries may find it acceptable
to implement climate policies, as there is a common understanding of the importance of trying to
prevent dangerous climate change. However, one could imagine that ownership on the part of
developing countries would depend on mitigation achievements in industrialized countries.

7.2. Importance of tailoring to country-specificities

Country-specificity of conditionality on domestic climate policies is essential in order to achieve
ownership. Therefore, country-driven approaches to define domestic climate policy agendas seem
promising. In this context, experiences from the country-driven formulation of PRSPs under World
Bank and IMF loans may be considered. This is now reflected in proposals from many developing
countries, starting from technology needs assessments, and leading towards the formulation of
National Adaptation Programmes of Action (NAPAs).

One might assume that bilateral relationships allow for a better customization of programmes
to national circumstances than multilateral settings, because they follow the principle of subsidiarity
and are more flexible. This would argue for some component of bilateral cooperation between
developed and developing countries under the umbrella of the UN framework.

7.3. The tough trade-off: credible response to non-compliance versus programme continuity
While bilateral relationships may prove more effective in responding to specific national circumstances,
multilateral settings seem to perform better regarding the stringency of reaction to non-compliance
with conditionality. A multilateral setting may help to overcome geo-strategic interests or the ‘Samaritan
dilemma’, which are common in bilateral relationships and seem to prevent stringent reactions to
non-compliance. Therefore, one could imagine a multilateral framework for the design of cooperative
climate policy, in which bilateral relationships can function. An equitable decision-making structure
of the multilateral body and transparent reporting could further help to prevent the prevalence of
geo-strategic interests of individual countries or groups of like-minded countries.

However, there is also_the opinion that continuity and predictability are supportive for
programmes, and bilateral relationships might better allow for the development of long-term
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partnerships. Cooperative climate policy would probably face a trade-off between stringency in
reaction to non-compliance and continuity of programmes. Further research may explore the
two concepts further and inform a balanced position on this issue.

7.4. Implications for bilateral approaches: donor harmonization and recipient competition
Donor competition is a factor associated with the failure of conditionality provisions. In cooperative
climate policy, a multilateral framework could provide some guidance and monitoring for bilateral
cooperation. To reduce the distortions from donor competition, bilateral cooperation on a specific
action could be registered in the UNFCCC framework. This also contributes to transparency, which
creates accountability of both parties towards the objective of a joint mitigation action. Further
research could explore the question of what type of activities an independent source of funding
(e.g. from taxes on international air or sea transport, or from a finance mechanism such as the
CDM'’s adaptation levy) would be most valuable in preventing distortions from donor competition.

Unlike donor competition, recipient competition has been reported to promote the success of
conditionality. Recipient competition could be achieved by selectivity of cooperative climate policy.
Selectivity could mean that countries that fulfil certain conditions beforehand are rewarded for
their reform efforts with international support.

7.5. Independent monitoring

Both the experience from conditionality in this study and the UNFCCC framework highlight
the importance of measurable, reportable and verifiable results. The issue of monitoring and
evaluation of domestic climate policy implementation therefore deserves special attention.
Based on a country’s internal accountability mechanisms, an independent body within the
multilateral framework could provide for a transparent and objective evaluation of performance.
It would help to prevent overly positive evaluation of performance by staff members who were
involved in project management. As cooperative climate policy should probably not finance
domestic climate policies that are business-as-usual, experience from additionality in the context
CDM and GEF projects should be considered. Additionality of emissions reductions is difficult
to measure and verify, and even more so at the policy rather than at the project level
(Michaelowa, 2005).

This article has focused on lessons from conditionality for the design of international
cooperation on climate policy. Obviously these have to be balanced against several other objectives,
and constraints, of international climate cooperation. We hope that this review encourages further
research, practical work and political dialogue on the conditionality issue and its integration
with other issues that influence cooperative climate policy.

Acknowledgements

Financial support from the UK Economic and Social Science Research Council (grant TSEC) is
gratefully acknowledged. We are grateful for comments by Jon Stern, Chris Beauman, Ben
Jones and Axel Michaelowa on earlier versions of this article, to participants of the Climate
Strategies workshop on cooperative climate policy in May 2008 in Cambridge for input and
discussion, and to Richard Lorch and three anonymous Climate Policy referees for constructive
comments that helped to improve the article. Any remaining error or opacity is solely our
own responsibility.

wWaw.manara
CLIMATE POLICY



A history of conditionality 493

References

Alegre, S., Ivanova, 1., Denis-Smith, D., 2009, Safeguarding the Rule of Law in an Enlarged EU: The Cases of Bulgaria and
Romania, CEPS Special Report, April 2009, Archive of European Integration (AEI) [available at http://aei.pitt.edu/
10818/].

Alesina, A., Dollar, D., 2000, “Who gives foreign aid to whom and why?’, Journal of Economic Growth 5(1), 33-63.

Benn, H., 2007, International Development. Aid: Conditionality, Written Answers to Questions, UK Parliament,
10/01/2007.

Bird, G., 2002, ‘The completion rate of IMF programmes: what we know, don’t know and need to know’, World
Economy 25(6), 833-847.

Bird, G., Willett, T.D., 2004, ‘IMF conditionality, implementation and the new political economy of ownership’,
Comparative Economic Studies 46, 423-450.

Burnside, C., Dollar, D., 2000, ‘Aid, policies, and growth’, American Economic Review 90(4), 847-868.

CGD, 2009, MCA Monitor: Tracking the Millennium Challenge Account, Center for Global Development, Washington,
DC [available at www.cgdev.org/section/initiatives/_active/mcamonitor].

Checkel, J.T., 2001, ‘Why comply? Social learning and European identity change’, International Organization 55(3),
553-588.

Collier, P., Guillaumont, P., Guillaumont, S., Gunning, J.W., 1997, ‘Redesigning conditionality’, World Development
25(9), 1399-1407.

Cust, J., 2009, ‘Using intermediate indicators: lessons for climate policy’, Climate Policy 9(5), 450-463.

Dimitrova, A., 2002, ‘Enlargement, institution-building and the EU’s administrative capacity requirement’, West European
Politics 25(4), 171-190.

Dreher, A., 2002, The Development and Implementation of IMF and World Bank Conditionality, HWWA Discussion Paper
165, Hamburg.

Dreher, A., 2004, ‘A public choice perspective of IMF and World Bank lending and conditionality’, Public Choice 119,
445-464.

Dreher, A., 2006, ‘IMF and economic growth: the effects of programs, loans, and compliance with conditionality,’
World Development 34(5), 769-788.

Dreher, A., Vaubel, R., 2004, ‘The causes and consequences of IMF conditionality’, Emerging Markets Finance and Trade
40(3), 26-54.

Easterly, W., 2003, ‘Can foreign aid buy growth?’, Journal of Economic Perspectives 17(3), 23-48.

Grabbe, H., 2001, ‘How does Europeanisation affect CEE governance? Conditionality, diffusion and diversity’, Journal
of European Public Policy 8(4), 1013-1031.

Hansen, H., Tarp, F.,, 2000, Aid and Growth Regressions, CREDIT Research Paper No. 00/7.

Ivanova, A., Mayer, W., Mourmouras, A., Anayiotos, G., 2003, What Determines the Implementation of IMF-Supported
Programs?, IMF Working Paper 03/8, IMF, Washington, DC.

IME, 2001, Structural Conditionality in Fund-Supported Programs, IMF Policy Development and Review Department, IMF,
Washington, DC.

International Monetary Fund, Independent Evaluation Office, 2007, ‘An IEO Evaluation of Structural Conditionality in
IMF-Supported Programs’, Washington D.C.

Johnson, D., Zajonc, T., 2006, Can Foreign Aid Create an Incentive for Good Governance? Evidence from the Millennium
Challenge Corporation, Harvard University CID Working Paper 11, Cambridge, MA.

Khan, M., Sharma, S., 2003, ‘IMF conditionality and country ownership of adjustment programs’, World Bank Research
Observer 18(2), 227-248.

Killick, T., 1997, ‘Principals, agents and the failings of conditionality’, Journal of International Development 9(4), 483-495.

Koeberle, S., 2005, ‘Conditionality: under what conditions?’, in: World Bank (ed), Conditionality Revisited, World Bank,
Washington, DC, 57-83.

Koeberle, S., Malesa, T., 2005, ‘Experience with world bank conditionality’, in: World Bank (ed), Conditionality Revisited,
World Bank, Washington, DC, 45-56.

Leandro, J., Schafer, H., Frontini, G., 1999, “Towards a more effective conditionality: an operational framework’, World
Development 27(2), 285-299.

Lester, S., Neuhoff, K., 2009, ‘Policy targets: lessons for effective implementation of climate actions’, Climate Policy 9(5),
464-480.

wWhahveTanara
CLIMATE POLICY



494 Sippel and Neuhoff

Lucas, S., Radelet, S., 2004, An MCA Scorecard: Who Qualified, Who Did Not, and the MCC Board’s Use of Discretion,
Center for Global Development.

Marchesi, S., Sabani, L., 2007, ‘IMF concern for reputation and conditional lending failure: theory and empirics’,
Journal of Development Economics 84, 640-666.

Michaelowa, A., 2005, ‘Determination of baselines and additionality for the CDM: a crucial element of credibility of
the climate regime’, in: F. Yamin (ed), Climate Change and Carbon Markets, Earthscan, London, 289-304.

Mokoro Ltd, 2005, DFID Conditionality in Development Assistance to Partner Governments: A Report for DFID, London.

Mosley, P., Hudson, J., Verschoor, A., 2004, ‘Aid, poverty reduction and the new conditionality’, Economic Journal 114,
F217-F243.

Mussa, M., Savastano, M., 1999, The IMF Approach to Economic Stabilization, IMF Working Paper 99/104, IMF,
Washington, DC.

Neumayer, E., 2003, ‘Is respect for human rights rewarded? An analysis of total bilateral and multilateral aid flows’,
Human Rights Quarterly 25(2), 510-527.

Noutcheva, G., 2006, Bulgaria and Romania’s Accession to the EU: Postponement, Safeguards and the Rule of Law, CEPS
Policy Brief 102.

OECD, 2001, United Kingdom, 2001, Development Co-operation Review: Main Findings and Recommendations, OECD, Paris.

Rajan, R.G., Subramanian, A., 2007, Aid and Growth: What Does the Cross-Country Evidence Really Show?, IMF Working
Paper WP/05/127, IMFE, Washington, DC.

Ram, R., 2003, ‘Roles of bilateral and multilateral aid in economic growth of developing countries’, Kyklos 56(1), 95-110.

Schimmelfennig, F, Sedelmeier, U., 2004, ‘Governance by conditionality: EU rule transfer to the candidate countries of
Central and Eastern Europe’, Journal of European Public Policy 11(4), 669-687.

Selbervik, H., 1999, Aid and Conditionality — The Role of the Bilateral Donor: A Case Study of Norwegian-Tanzanian Aid
Relationship, Royal Norwegian Ministry of Foreign Affairs, Oslo.

Sippel, M., Neuhoff, K., 2008, Lessons from Conditionality Provisions for South-North Cooperation on Climate Policy, EPRG
Working Paper 08/25, Climate Strategies, Cambridge, UK.

Steunenberg, B., Dimitrova, A., 2007, ‘Compliance in the EU enlargement process: the limits of conditionality’, European
Integration Online Papers 11(5) [available at http://eiop.or.at/eiop/index.php/eiop/article/view/2007_005a].

Svensson, J., 2003, ‘Why conditional aid does not work and what can be done about it’, Journal of Development
Economics 70(2), 381-402.

World Bank, 2007, Conditionality in Development Policy Lending, World Bank, Washington, DC.

World Bank IEG (Independent Evaluation Group), 2008, Annual Review of Development Effectiveness 2008: Shared
Global Challenges, World Bank, Washington, DC.

WAYW.manara




Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

www.manharaa.com





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


