Fund (IMF). The IMF was set up to foster monetary stability at global level. The IBRD was
created to speed up post-war reconstruction. The two institutions are known as the Bretton Woods
- twins. They are specialized agencies of the United Nations.

IMF

The International Monetary Fund, a UN specialised agency, was established under the Bretton

‘Woods Agreement in 1944 along with the World Bank. It has [89 members (2017). Nauru joined .

as the 189™ member in 2016. Naury is the second smallest member of the Funq, after Tuvalu.
Nauru is a tiny island country in Micronesia, northeast of Australia.

IMF Objectives

IMF objectives are: % - e
* To promote international mopé@éjc’pﬁper@tﬁrif iy

* To facilitate balanced growth of international trade for the economic growth of al| member
countries )

* To promote exchange rate stability ; maintain orderly exchange rate arrangements; and to
advise against competitive exchange rate revaluation
* To help members in times of balance of payments crisis,

.Governance Structure S
The Board of Governors is the highest decision-making body of the IMF. It consists of one
govermnor and one alternate governor for each member country. The governor is appointed by

Board of Governors also elects or appoints executive directors.

The IMF Board of Governors is advised by two ministerial committees, the International
Monetary and Financia] Committee (IMFC) and theDevelopment Committee. The IMFC meets
twice a year, during the Spring and Annual Mectings. The Committee discusses matters of
common concern affecting the global cconomy and also advises the IMF on the direction its
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The Development Committee is tasked with advising the Boards of Govemors of the IMF and
the World Bank on issues related to economic development in emerging and developing
countries. '

What the IMF Does

In order to achieve the above objectives, the IMF monitors the world's economies, lends to

members in economic difficulty and provides technical assistance.

To elaborate, the work of the IMF is of three main types:

o Surveillance which involves the monitoring of economic-and financial developments of
every member country and the provision of policy advice, aimed. especially at crisis-
prevention. Also, appraisal of the exchange rate policies of :member countries. In the
absence of surveillance, the financial volatility in the world today can become worse. ’

o Lends to countries with balance of payments difficulties.

e Provides countries with technical assistance and training in its areas of expertise. .
The IMF also plays an important role in the fight against money-laundering and terrorism.

Benefits to member countries of the IMF are many. They have accéss to .information on'the
economic policies of all member countries, the opportunity to influence other members’ economic
policies, technical assistance in banking, fiscal affairs, and exchange matters, ﬁna_;iqial support in
times of payment difficulties, and increased opportunities for trade and in}vestment‘ ;

W he 'SDR is an iriternational reserve
asset, created by the Sup ts member countries” official reserves. Its value is
based on a basket of five key intem?@égal?gqrrericﬁ@sgadfoﬁgr,:; euro, yen, pound and chinese Yuan
which was included in 2016. The basket now consists of the following five currencies with their
respective weights: U.S. dollar 41.73%, Euro 30.93%, Renminbi (Chinese yuan) 10.92%, Japanese
yen 8.33%, British pound 8.09%. The basket composition is reviewed every five years to ensure
that it reflects the relative importance of currencies in the world’s trading and financial systems.
The weights assigned to each currency in the SDR basket are adjusted-to take into account their
current prominence in terms of international trade and national foreign exchange reserves. .

The SDR valie in USD terms in November 2017 is $1.403. '

SDRs can be exchanged for national currencies. SDRs are not traded in the forex market like other
national currencies but can be exchanged between countries. Private parties do not hold or use -

them.

SDR is neither a currency, nor a claim on the IMF. It is a pbtehtial claim on the fréely ﬁsab_le

currencies of IMF.members. Holders of SDRs can obtain these currencies in exchange for their -

SDRs.

Renminbi in SDR Basket
China’s currency, the renminbi was added to the “Special Drawing Rights” (SDR) basket of

currencies from October 2016. Its inclusion is an important milestone in China’s global financial
integration and reflects growing intemnational use and trading of renminbi. This is the first time 1n
over 15 years that the list of currencies comprising the SDR has been altered. Since 1999, when the
euro replaced the Deutsche mark and French franc, its value has been based on a basket of four
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currencies; the U.S.
inclusion criterja,

Some criteria for inclusion in the basket: that the issuing country 1s among the largest exporters in-
the world and that its currency is “freely usable.”

_ . ~quarter of its quota in the form of widely
accepted foreign currencies (such as the U.S. dollar, €uro, yen, or pound sterling) or Special

With these reforms, India’s quota in IMF would rise t0 2.7 per cent, from the existing 2.44 per
cent. Also, the voting share of Indjs in IMF would increase to 2.6 per cent from 2.34 per cent [t

makes India the eighth-largest shareholder:

The reforms 4l increase the financial strength of [MF, by doubling jts permanent capital
Tesources to 477 billion special drawing rights ($659 billion). For the first time, four emerging
market countries — BRIC will be among the 10 largest members of the IMF. Other top 10

members include the Us, Japan, and the foy, largest European countries (France, Germany, Italy,
and the UK) '

The IMF reviews members' quotas once in five years and the last such review took place in
December, 2010.
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IMF Borrowing Arrangements

While quota subscriptions of member countries are its main source of financing, the IMF can
supplement its resources through borrowing if it believes that resources might fall short of
members’ needs. Through the General Amangements to Bomow (GAB) and the New
Arrangements to Borrow (NAB), a number of member countries and institutions lend additional
funds to the IMF.The GAB and NAB are credit arrangements between the IMF and a group of
members and institutions to provide supplementary resources to the IMF to-prevent or cope with
problems of the international monetary system or to deal with an exceptional situation that poses a
threat to international monetary stability.

India and NAB

India funded IMF for bailouts in financially-stricken - Europe, marking a dramatic role reversal
from 1991 when it had to borrow International Monetary Fund (IMF) to avert a balance of
payments crisis.

GO provided loans to the multilateral agency's New Arrangements to Borrow (NAB), a fund
whose corpus was raised  when the debt crisis in Europe showed no signs of abating after the

Greek sovereign debt crisis.

India gave $10b in 2012 during the Mexico summit of the G-20 for the Eﬁn;zone crisis firewall.

countries experiencing balance of
tries: to rebuild _their. international
ebt servicing and imports; and restore
policies to correct the underlying
r specific projects.

% vy
The changing nature of IMF lendihg\-@ UH ’
The volume of loans provided by the IMF has fluctuated significantly over time. The oil shock of
-the 1970s and the debt crisis of the 1980s were both followed by sharp increases in IMF lending.
In the 1990s, the transition process in Central and Eastern Europe and the crises in emerging
market economies led to further surges of demand for IMF resources. Deep crises in Latin
America kept demand for IMF resources high in the early 2000s. IMF lending rose again in late
2008 in the wake of the global financial crisis. '

IMF Facilities
Over the years, the IMF developed various loan instruments, or facilities, that are tailored to
. address the specific circumstances of its diverse membership. ‘

Low-income countries may borrow at a concessional interest rate through the Poverty Reduction
and Growth Facility (PRGF).

The Exogenous Shocks Facility (ESF) pfovides policy support and financial assistance to low-
income countries facing global shocks. For example, due to commodity prices falling etc.

Non-concessional loans are provided mainly through Stand-By Arrangements (SBA) for members
who are in a BOP crisis. When a member takes SBA | he may opt for a long term Extended Fund
Facility(EFF) which requires basic changes in the economic policy orientation to open up the
economy; or he may not opt out of such EFF having used the SBA funds well and not needing any
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- Organization (ILO), in th
- Children’s Fund (UNICEF);
(OECD); regional develo

wotking age in-case of maternity,
n ons for all older persons. This protection
ce,gta; ﬁgndengog lgbeneﬁts,v social assistance services,

- % 1§ ] : .
ranteem§ baSl fncome securi ty

Some of the conditions can include:
* Cutting expenditures, also known as austerity.
¢ Devaluation of currencies, -
* Trade liberalisation, or lifting import and €xport restrictions,
* open upto foreign direct mvestment and expand domestic stock markets
* Balancing budgets and not overspending,
* Removing price controls and state subsidies,
* Privatization
* deregulate the exchange rate
* currency convertibility
*+ downsize the government
* enact flexible labour sector rcforms

D
O
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*  Enhancing the rights of foreign investors vis-a-vis national laws
* Improving governance and fighting corruption.

These conditions are known as the Washington Consensus.

These loan conditions ensure that the borrowing country will be able to repay the IMF and that the
country will solve their balance-of-payment problems complementary to the global growth.

It is clear that most countries can not follow these policies with popular support. At the same time
it must be understood that these policies should be selectively followed for the best results by
avoiding populism and adhering to genuine welfarism.The Fund admitted that too many-conditions
were imposed on borrowers; it overstepped its mandate and expertise.Another criticism about the
conditionalities is that the reforms suggested are the same for all countries irrespective of the
causes of the crisis. India suggested that the IMF conditionalities must be more sensitive to the
domestic realities of the member countries.

IMF and the global financial crisis

As the world economy had becomie engulfed in in 2008 in the worst crisis since the Great

Depression, the IMF mobilized on many. fronts to support its member countries; increasing-its
lending, using its cross-country experience to advise on policy solutions and introducing reforms
to become more responsive to member countries’ needs. Jt stepped up crisis lending, including a
sharp increase in concessional lending to the world’s poorest nations and provided analysis and
targeted advice. The-IMF: overhaiiled its general-lending framework to make it better suited to
country needs.’ G Ty EEDOTNR D m L wln :

The IMF creatéd a broad ﬁnaﬁcialfsaféty net toil'ir}i].:it the'spread of the crisis.

Since 2010 the LM.F. focused largel;j\"c’:'s_gn:;;Eu::rgpe aft

ithe é)l;tléreak of the sovereign debt crisis that
has threatened the euro. PE

Reforming the IMF ,
Role of IMF was criticized for the following reasons _
*  One size fits all policy under which it gives the same recipe for all ills

¢ Conditionalities that go with the loans that it disburses demand that spending on social
sector be curtailed

¢ - IMF Managing Director is invariably from a European country (the current MD, Chritine
Lagarde is from France) and India and other emerging markets are demanding that it
should not be geographically confined and be merit — based

. ¢ India wants that its economic power jas it is emerging, should be recognized and so is
given greater voting rights

* IMF failed to predict the global recession in 2008-09, let alone prevent it with its
surveillance role

Reforms have taken place after the global crisis in some of these matters.

India and the IMF
India and the IMF have had a friendly relationship, which has been beneficial for both. The IMF
provided India with loans over the years and this has helped the country in times of BOP pressure.
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* India joined the IMF in 1945, as one of the IMF's original members.

* India accepted the obligations of Article VIII of the IMF Articles of Agreement on current
account convertibility in 1994. '

* India subscribes to the IMF's Special Data Dissemination Standard. Countries belonging to
this group make a commitment to observe the standard and fo provide information about
their data and data dissemination practices.

While India has not been a frequent user of IMF resources, IMF credit has been instrumental in
helping India respond to emerging balance of payments problems on two occasions.. I 1981-82,
India borrowed SDR 3.9 billion. In 1991-93, India borrowed a total of SDR 2.2 billion under two
stand-by arrangements (SBA), and in 1991 it borrowed SDR 14 billion under the Contingency
Compensatory Financing Facility (CCFF). ’ '

llar as global reserve currgg}:c_.xw e
vident by the 2008 global financial

rt goods and have current account
nem:with huge and unmanageable CAD;,

John Maynard Keynes once propose%'s,aé »,,gloé)g} cxﬁféncy,ff tb% I;Bancor, to be placed at the centre of
the international monetary system. *The idéa neves é‘éu;"gﬁt‘: on. Instead, we now have a system
dominated by holdings of US dollars. This has disadvantages. It creates tension due to the use of a
national currency, the dollar, as the global currency. This can lead to global volatility as a result of
growing US twin deficits, These deficits generate excessive indebtedness, both external and

internal. US monetary policy impacts the whole world though it is made with the US interests in
mind. :

gold as the SDR is the creation of US and the west-within the IMF. If SDR becomes a rival to

dollar and yen, it may not receive the support of these countries. Nor are the SDRs created in such
huge numbers as is Wwarranted to play the larger role that Some are recommending.

Chiang Maij Initiative
The Chiang Mai Initiative (CMI) is a multilateral currency pooling arrangement among the ten
members of theAssociation of Southeast Asian Nations (ASEAN), the People’s Republic of

China (including Hong Kong), Japan, and South Korea. It draws from  a foreign exchange
reserves pool worth US$240 biliion that was launched in 2010.
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After 1997 Asian Financial Crisis, member countries started this initiative to manage regional
short-term  liquidity problems and to facilitate the work of other international finangial
arrangements and organisations like International Monetary Fund. It has never been used as there
has not been a crisis since 1997 asian financial crisis.

BRICS CRA

The BRICS Contingent Reserve Arrangement (CRA) isa pool of foreign currency reserves for
the member countries to draw from when they face any balance of paymemnts crisis- actually or
potentially. Each member contributes to the pool which is a safety net. It was established in 2015
by the BRICS countries Brazil, Russia, India, China and South Africa. The legal basis is formed by
the Treaty for the FEstablishment of a BRICS Contingent Reserve Arrangement, signed at
Fortaleza, Brazil in 2014. It entered into force upon ratification by all BRICS statesin 2015. [t
became operational in 2016. ' ' ' '

The objective of this reserve is to provide protection against global liquidity pressures when
members' national currencies are adversely affected by global financial pressures. It is an example
of south-south cooperation- that- is cooperation among developing countries. It and implies a
commitment from each member that it will support the other during crisis. It plays a role similar to
the IMF but the BRICS nations say that it is compelemtary to the IMF. Some see CRA as a
competitor to the International Monetary Fund (IMF). That is debatable though.

CRA hasa capxtal ] stribits Tlows:. B
. vCébitdl"édntrlbuno L
Country "] Voting Rights
(billion USD) %/ ! (billign USD), _. ; iy
PREYY ZFUIEES
Brazil 18 18 - 18.10
China 41 21 39.95
India 18 18 18.10
Russia - 18 18 18.10
South Africa 5 10 5.75
Total 100 85 100.00

Can CRA be a rival of IMF?

Russian President Vladimir Putin o
(CRA) could be a substitute for the
protection of our national economies from a crisis in finan

However, CRA is said to be com
Eurozone countries. Also, with
much more than earlier. CRA does not have such funds.

pined that the new BRICS contingent reserve arrangement
IMF, saying that it “creates the foundation for an effective
cial markets."

plementary to IMF as IMF is steeped in assisting the crisis ridden
globalization and huge private flow

s, the need for safety nets is
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Under the terms of the arrangement, each country can only borrow a part of its contribution before
going to the IMF for a stand by arrangement with the IMF. It works out to a very small amount
- which is grossly inadequate when compared to Russia and Brazil’s crisis-borrowing from the IMF
over the past twenty years. The IMF approved lending to Russia of $38 billion (SDR 24.786
billion) in the 1990s. In 2002 alone, the IMF approved a 15-month stand-by credit arrangement of
about $30 billion for Brazil. Net private financial flows to emerging markets today are about 10
times what they were in 2002, meaning that the size of the loans necessary to address balance of
payments financing problems would be even larger now.The BRICS countries are intensely aware
of it as revealed in vast pools of foreign exchange reserves that they maintain. The small amont
from the BRICS CRA would make only a symbolic difference in a genuine financial crisis. Thus,
CRA is only complementary to IMF as of now.




