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Learning Objectives

To learn about the International Monetary Fund (IMF), its role in global economic growth, and its
operations. '

Pre-Reading Questions

¥

What kind of an organization is the Internationa} Monetary Fund?
How does the IMF foster international economic development?
What falls within its business activities?

What do these mean?

the Great Depression, exchange rates, balance of payments, economic policies

-l




Text

monetary /'manitary/
a FHhe

conceive /kan'sizv/ v.
HE, ZHA

convene /kan'vim/ v.

B%

sustainable /s2'ster-
nobl/ a. T VA4
#

accountable (to) /fo-
kauntobl/ a. Hi#
FriEey

surveillance /s3:-

‘verlons/ n. &

Student's Book |
Umnit 1

The IMF was created in 1945 to foster global monetary cooperation, provide temporary
Sfinancial assistance to countries to help ease balance of payments adjustment, secure exchange and
financial stability, facilitate balanced growth of intemational trade, promote high employment and
sustainable economic growth, and reduce poverty. To meet these objectives, it employs three main
Junctions — surveillance, technical assistance and lending.

The International Monetary Fund

The International Monetary Fund
— also known as the “IMF” or the
“Fund” — was conceived at a United
Nations conference convened in
Bretton Woods!, New Hampshire?,
U.S. in July 1944. The 45 governments
represented at that conference’ sought
to build a framework for economic co-

operation that would avoid a repetition
of the disastrous economic policies that had contributed to the Great Depres-
sion* of the 1930s. '

The IMF was created in 1945 to foster global monetary cooperation,
provide temporary financial assistance to countries to help ease balance of
payments® adjustment, secure exchange and financial stability, facilitate
balanced growth of international trade, promote high employment and
sustainable economic growth, and reduce poverty. Headquartered in Wash-
ington D.C,, it is governed by and accountable to the governments of the 184
countries that make'up its near-global membership.

Since the International Monetary Fund was established, its purposes
have remained unchanged but its operations — which involve surveillance,
financial assistance, and technical assistance — have developed to meet the
changing needs of its member countries in an evolving world economy.$
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- Fast Facts on the IMF
® Current membership: 184 countries
® Staff: approximately 2,700 from 141 countries
® Total quotas: $327 billion (as of 2/28/05)
® - Loans outstanding: $90 billion to 82 countries, of which $10 billion to
59 on concessional terms (as of 2/28/05)
Technical assistance provided: 367 person years during FY2004
® Surveillance consultations concluded: 115 countries during FY2004,
of which 92 voluntarily published their staff réports

IMF Activities

- The IMF is responsible for ensuring the stability of the international
monetary and financial system — the system of international payments and
the stability of exchange rates among national currencies that enables trade to
take place between countries. The Fund secks to promote economic stability
and prevent crises by encouraging countries to adopt sound economic policies;

to help resolve crises when they do occur; and to promote growth and alleviate

poverty. In a word, the Fund works for global prosperity by promoting the

Student's Book
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balanced expansion of world trade and the stability of exchange rates, avoid-
ing competitive devaluations, and effecting orderly correction of balance of
payments problems. It employs three main functions — surveillance, techni-
cal assistance, and lending — to meet these objectives.

Surveillance is the regular
dialogue and policy advice that
the IMF offers to each of its
members Generally once
a year, the Fund conducts .
in-depth appra.lsals of each e
member couritry’s economic
situation. It discusses with the

country’s authorities the policies that are most conducive to stable exchange
rates and a growing and prosperous economy. The IMF also combines infor-
mation from individual consultations to form assessments of global and re-
gional developments and prospects. Its views are published twice each year in
the World Economic Outlook and the Global Financial Stability Report.

I its annual review of the Japanese economy for 2003, the IMF Executive Board

urged Japan to adopt a comprehensive approach to revitalize the corporate and financial

sectors of its economy, tackle deflation, and address fiscal imbalances.

The IMF commended Mexico in 2003 for good economic management, but said
structural reform of the tax system, energy sector, the labor market, and judicial system was
needed fo help the country compete in the global economy.

In its Spring 2004 World Economic Outlook, the IMF said an orderly resolu-
tion of global imbalances, notably the large U.S. cutvent account deficit and surpluses elsewhere,
was needed as the global economy recovered and moved toward higher interest rates.

Technical assistance and training are offered — mostly free of charge —
to help member countries strengthen their capacity to design and implement
effective policies. Technical assistance is offered in several areas, including
fiscal policy’, monetary® and exchange rate policies, banking and financial
system supervision and regulation, and statistics.

Following the collapse of the Soviet Union, the IMF stepped in to help the Baltic
states’, Russia, and other former Soviet countries" set up trea stiry systems for their
central banks™ as part of the transition from centrally planned to market-based eco-
nomic systems.

In the event that member countries do experience difficulties financing
their balance of payments, the IMF is also a fund that can be tapped to help in
recovery.
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Financial assistance is available to give member countries the breathing
room they need to correct balance of payments problems. A policy program

. supported by IMF financing is designed by the national authorities in close

cooperation with the IMF, and continued financial support is conditional on

-effective implementation of this program.

During the 1997-1998 Asian financial crisis, the IMF acted swiffly to help Korea
bolster its reserves. It pledged $21 billion to assist Kotea to reform its economy, restructure its
Sinancial and corporate sectors, and recover from recession. Within four years, Korea had
recovered sufficiently to repay the loans and, at the same time, rebuild its reserves.

In October 2000, the IMF approved an additional $52 million loan for Kenya to
help it cope with the effects of a severe drought, as part of a three-year $193 million loan
under the IMF’s Poverty Reduction and Growth Facility, a concessional lending pro-

gram for low-income countries.

As the only international agency whose mandated activities involve ac-
tive dialogue with virtually every country on economic policies, the IMF is
the principal forum for discussing not only national economic policies in a
global context, but also issues important to the stability of the international
monetary and financial system. These include countries’ choice of exchange
rate arrangements, the avoidance of destabilizing international capital flows,

"and the design of internationally recognized standards and codes for policies

and institutions. _ ‘

By working to strengthen the international financial system and to ac-
celerate progress toward reducing poverty, as well as promoting sound eco-
nomic policies among all its member countries, the IMF is helping to make

- globalization work for the benefit of all.

IMF Governance and Organization

The IMF is accountable to the governments of its member countries. At
the apex of its organizational structure is its Board of Governors?, which
consists of one Governor from each of the IMF’s 184 member countries. All
Governors meet once each year at the IMF-World Bank Annual Meetings; 24
of the Governors sit on the Internatiorial Monetary and Finance Committee
and meet twice eich year. The day-to-day work of the IMF is conducted at its
Washington D.C. headquarters by its 24-member Executive Board®; this work
is guided by the IMFC and supported by the IMF’s professional staff. The
Managing Director is Head of IMF staff and Chairman of the Executive




Board, and is assisted by three Deputy Managing Directors.
The IMF’s resources are provided by its member countries, primarily
quota /'kwauto/ n. & through payment of quotas, which broadly reflect each country’s economic
R size. The total amount of quotas is the most important factor determining the
IMPF’s lending capacity. The annual expenses of running the Fund are met
mainly by the difference between interest receipts (on outstanding loans) and
interest payments (on quota “deposits”).

(1,146 words)
More detailed information can be found on the IMF’s website: www.imf.org

Notes

1. Bretton Woods #Efizstk
A 10,000 acre (4,050 hectares) resort area in Northern New Hampshire. It is set in the White
Mountains on the north bank of the Ammonoosuc River, 25 miles (40 kilometers) southwest of
Berlin. A charter for the land was granted by King George Il to Govemnor Wentworth of New Hampshire,
and the region was named for Bretton Hall in Yorkshire. It was the site, in 1944, of the Bretton Woods
Conference, where the International Monetary Fund and the Internétional Bank for Reconstruction
and Development were founded. '

2. New Hampshire #7500
A state of the northeast United States between Vermont and Maine. It was admitted as one of the
original Thirteen Colonies in 1788. First explored in 1603, it was settled by colonists from Massa-
chusetts during the 1620s and 1630s and became a separate colony in 1741. New Hampshire was
the first colony to declare its independence from Great Britain and the first to establish its own
government (January 1776). Concord is the capital and Manchester the largest city. Population a
little over one million.

3. Bretton Woods Conference 7 EIiZRHLSY

Formally United Nations Monetary and Financial Conference, meeting at Bretton Woods, N. H.
(July 1 to July 22, 1944), during World War Il to make financial arrangements for the postwar world
after the expected defeat of Germany and Japan.

The Conference was attended by experts non-committally representing 45 states or governments,
including the Soviet Union. It drew up a project for the International Bank for Reconstruction and
Development to make long-term capital available to states urgently needing such foreign aid, and a
project for the International Monetary Fund to finance short-term imbalances in international pay-
ments in order to stabilize exchange rates. Although the Conference recognized that exchange
control and discriminatory tariffs would probably be necessary for some time after the war, it pre-
scribed that such measures should be ended as soon as possible. After governmental ratifications,
the International Bank for Reconstruction and Development was constituted late in 1945 and the
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