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INTERNATIONAL MONETARY FUND AND ITS ROLE IN INTERNATIONAL ECONOMY

Most people think of the IMF as an institution that provides emergency credits to countries that have found themselves in difficulties, either as a consequence of poor economic policies or through external circumstances, such as a sudden drop in commodity prices, or a financial crisis in a neighboring country.  In return the country is obliged to impose painful austerity policies, usually involving reductions of budget deficits, through spending cuts or increased revenue (taxation), a rise in interest rates to reduce inflation, and an alteration of the exchange rate (a devaluation).
This view, while not inaccurate, gives only a partial picture of the reality of the Fund's operations, or of what it is supposed to do.  Its mandate, as laid down in the first Article of Agreement in 1944 in Bretton Woods, NH, is very general: to promote international monetary cooperation, facilitate the growth of world trade, promote exchange rate stability, and to help to create a multilateral system of payments.  In order to achieve these objectives, the Fund was supposed to provide short term balance of payments support to countries in need of additional international reserves. 
The IMF has become an almost universal financial institution, with its membership rising from 44 states in 1946 to 184 at present.  However, the members of the IMF do not have an equal voice. Each member contributes a quota subscription, as a sort of credit-union deposit to the IMF.  Upon joining the Fund, a country pays 25 percent of its quota in the form of international currencies or SDRs and the remaining 75 percent in its own currency.  The quota is the basis for determining voting power:  each member has 250 basic votes plus one additional vote for each SDR 100,000 of quota.  The initial quotas of the original members were determined at the Bretton Woods Conference in 1944.  The allocations were based mainly on economic size, as measured by national income and external trade volume.  Quotas of new members have been determined by similar principles.
The IMF was created to: promote international monetary cooperation;  facilitate the expansion and balanced growth of international trade; promote exchange rate stability; assist in the establishment of a multilateral system of payments; make its resources temporarily available to its members experiencing balance of payments difficulties; and shorten the duration and lessen the degree of disequilibrium in the international balance of payments of members.In order to carry out its mandate, the IMF has three primary areas of activity:
Surveillance is the process by which the IMF appraises its members’ exchange rate policies within the framework of a comprehensive analysis of the general economic situation and the policy strategy of each member. Surveillance is carried out through annual bilateral consultations with individual countries, multilateral consultations in the context of the preparation of the World Economic Outlook, and enhanced surveillance for certain members.
Financial assistance includes credits and loans extended by the IMF to member countries with balance of payments problems to support policies of adjustment and reform. As of January 2001, the IMF had financial arrangements with 57 countries for an approved amount of approximately US$44 billion.
Technical assistance consists of expertise and aid provided to member countries in several broad areas: design and implementation of fiscal and monetary policy; institution building (such as the development of central banks and treasuries); the handling and accounting of transactions with the IMF; collection and refinement of statistical data; training of officials at the IMF Institute and, together with other organizations, through the Joint Vienna Institute, IMF-Singapore Regional Training Institute, and the Joint African Institute. Technical assistance is provided through a number of  IMF departments.
Monetary and Exchange Affairs Department focuses its assistance on central banking and exchange systems issues and on designing and improving monetary policy instruments.
Fiscal Affairs Department is chiefly responsible for providing advice on tax and customs administration, public expenditure management and budgeting, tax policy, pension reform and social safety net design, and public expenditure reviews.
Statistics Department helps members comply with internationally accepted standards of statistical reporting.
Legal Department provides assistance to members in drafting legislation and educating senior government lawyers, mainly in laws of central banking, commercial banking, foreign exchange, and fiscal affairs.
Treasurer’s Department provides technical assistance on the IMF’s financial organization and operations, the establishment and maintenance of IMF accounts, and accounting for IMF transactions and positions by members.
As mentioned previously, there is also a large training program that addresses all areas of interest to the IMF, that is provided in Washington, at regional institutes, and, from time to time, in member countries by the IMF Institute.
Advisory missions provide an important component of the IMF’s technical assistance activities. They offer advice on monetary, fiscal, and statistical problems that often lie at the heart of the macroeconomic imbalances that countries wish to address. In addition, the IMF places experts in the field for periods ranging from six months to two years to assist in the implementation of policy reform recommendations.
Traditionally, IMF technical assistance has had a single, well-focused objective and a relatively short time span. However, in recent years, technical assistance projects have grown both larger and more complex. Time horizons have lengthened, and multiple sources of financing have been needed to underwrite costs. Large projects now may involve more than one IMF department and more than one donor.
Beginning in 1989, the IMF took formal steps to coordinate its technical assistance policies and cooperate with other multilateral and bilateral agencies to minimize conflicting advice and redundant activities. It also began to explore ways of complementing its own resources through various financing arrangements with other technical assistance providers. The cooperation has led to a more integrated approach to the planning and implementation of technical assistance. There are now comprehensive multiyear programs of technical assistance that are being implemented with the United Nations Development Program (UNDP), the World Bank, and the European Union. The Japanese government has continued to make annual contributions to the IMF technical assistance and scholarship programs.
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