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Chapter One: What Is the International
Monetary Fund (IMF)

1.1 What Is the IMF?

The International Monetary Fund(IMF) has been a mys-
tenous presence on the international scene since it was
founded in 1945 If you have difficulty distinguishing the In-
ternational Monetary Fund{(!MF) from other global financial
institutions, such as World Bank, you are not alone. Most
people have only the vaguest idea of what these institutions
do, and very few people indeed could, If pressed on the
point, say why and how they differ Considerable confusion
reigns about why 1t exists and what it does. Some ob-
servers, confusing it with the World Bank or another aid in-
stitution, are under the impression that the IMF exists to
subsidize economic development 1n the poorer nations.
Others 1imagine it as an nternational central bank controlling
the creation of money on a world scale. Still others regard
the IMF as a powerful and disapproving political institution
that somehow compels its members to tread a path of eco-
nomic austenty. The IMF is in fact none of these. It is ner-
ther a development bank, nor a world central bank, nor an
agency that can or wishes to coerce its members to do very
much of anything. It is rather a cooperative, intergovernmen-
tal, monetary and financial institution that sought to promote
currency exchange stability, provide balance-of-payments
assistance, foster trade, and stimulate economic growth
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Its initial membership of 39 member countries has grown to
182 members as of April 30, 1999.

(i )
the International Monetary Fund RiemE4LaR, ¥
HAHELSAL, H5 H IMF,

global financial institutions 4 M4 @B, BF 2 #
M=/ KEBey, PRAARRAER S, WK
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1.2  Origins of the IMF

The need for an organization like the IMF became evi-
dent during the Great Depression that ravaged the world e-
conomy in the 1930s. Most of us are familiar with that era
through dramatic photographs of farms eroding away in
duststorms and of lines of jobless men waiting to enter
soup kitchens. The Depression was devastating to all forms
of economic life. Banks failed by the thousands, leaving be-
wildered depositors penniless, agricultural prices fell below
the cost of production, land values plummeted, abandoned
farms reverted to wilderness, factories stood idle, fleets
waited in harbors for cargoes that never materialized, and
tens of millions of workers walked the streets in search of
jobs that did not exist.

( 317 h
Great Depression K& &, 451929 ~1933 £ % & £ K K
EXHRHRLM

soup kitchens  FE T A W # W Fr, # 74,

cost of production & 7 fk &

Lplummeted =% y

The devastation was not confined to the wisible econo-
my. It was no less destructive of the unseen world of inter-
national finance and monetary exchange. A widespread lack
of confidence in paper money led to a demand for gold be-
yond what national treasuries could supply. A number of
nations, led by the United Kingdom, were consequently
forced to abandon the gold standard, which, by defining the
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value of each currency in terms of a given amount of gold,
had for years given money a known and stable value. Be-
cause of uncertainty about the value of money that no
longer bore a fixed relation to gold, exchanging money be-
came very difficult between those nations that remamned on
the gold standard and those that did not. Nations hoarded
gold and money that could be converted into gold, further
contracting the amount and frequency of monetary transac-
tions between nations, eliminating jobs, and lowering living
standards. Moreover, some governments severely restrict-
ed the exchange of domestic for foreign money and even
searched for barter schemes (for example, a locomotive for
100 tons of coffee} that would eliminate the use of money
completely. Other governments, desperate to find foreign
buyers for domestic agricultural products, made these prod-
ucts appear cheaper by selling ther national money below
Its real value so as to undercut the trade of other nations
selling the same products. This practice, known as compet-
itive devaluation, merely evoked retaliation through similar
devaluation by trading rivals. The relation between money
and the value of goods became confused, as did the rela-
tion between the value of one nationa!l currency and anoth-
er. Under these conditions the world economy languished.
Between 1929 and 1932 prices of goods fell by 48 percent
worldwide, and the value of international trade fell by 63
percent.

R 32
visible economy LR 2 %

international finance and monetary exchange [
Gt
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