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102. The main objective of IMF          Author: Basil Hui

	The International Monetary Fund (IMF) is an international Organization established according to the Bretton Woods agreement in 1945.

a. What are the main objectives of the IMF?

b. The IMF has been criticized as “selling off the local interest of the countries that suffered from financial crisis. (and) demanding tight monetary policies from them in order to service foreign debt and satisfy foreign investments.” Do you agree or disagree? Give your reasons and cite an example in your elaboration.


	a. The international Monetary Fund (IMF) had 30 founding-member countries in 1945, and currently has over 180 members. Its main objectives are to promote international trade and prosperity. The IMF was initially established with the aim of administering the then Bretton Woods system and by setting rules for the system, monitoring the compliance of member countries with its rules, and making loans to countries experiencing balance of payments problems. After the Bretton Woods system fell apart, the IMF transformed itself into a data collector and international lender. Currently, the IMF is charged with the supervising the exchange of national currencies, lending money to members to reorganize their economies and providing other services such as technical assistance to help members implement policies that benefit the whole IMF membership. 

 

b. Currently the developing countries do not have enough experience to face the financial crises. Furthermore, due to the inefficient administration of the economy, most of the developing countries suffered from a deficit in balance of payment. This is why the IMF demands its members to adopt tightly monetary policies in order to meet the global financial crises. The IMF’s role of international lender has become important recently because the IMF has created a special type of money called ‘Special Drawing Right’ (SDR) to add to the reserve assets that most countries keep on hand as a cushion against any payments that might have to be settled in foreign exchange. A member country with a payments problem can immediately withdraw from the IMF the 25% of its quota that it paid in gold or a convertible currency. If the 25% of quota is insufficient for its needs, a member in greater difficulty may request more money from the IMF. If the country cannot meet the agreed performance criteria, further loan extensions will be suspended.

 

Globalization is a main development and a feature of modern financial markets. A stability of world financial system will benefit both the developed and developing countries. So a country borrowing from the IMF must show that it is taking appropriate measures to correct its economy and providing a better environment to satisfy foreign investments. Although the financial reforms recommended by the IMF to troubled countries are said to have produced over-depressing effects that have led to increase in unemployment and decrease in economic growth. But in a number of recent regional/international financial crises, such as the Third World debt crisis in the 1980s, the 1995 Mexican peso crisis, and the 1997-98 Asian financial crisis, the fund can exert a certain degree of influence on the monetary and fiscal policies of troubled countries. 

 

It is obviously that the crisis does not only affect a single country but it can also affect a wide range of countries. This is the reason for the IMF to request its member to bear a certain responsibility and to correct their economies which may benefit the whole IMF membership or may deteriorate the regional economy. Although the technical and financial assistance with tight policy of the IMF is inevitably criticized for selling off the local interest of the countries that suffered from financial crisis, it is the only way to provide a stability development for the world economy. So I disagree the IMF is selling off the local interest of the countries that suffered from financial crisis and demanding tight monetary polices from in order to services foreign debt and satisfy foreign investments.
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