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International Monetary System 
• An IMS is considered good if it fulfils the following two 

objectives in an impartial manner: 

(i) maximises the flow of foreign trade and foreign investments, 

and 

(ii) leads to an equitable distribution of the gains from trade 

among the nations of the world. 

• The evaluation of an IMS is done in terms of adjustment, liquidity 

and confidence which it manages to wield 
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Adjustment 

• It refers to the process by which the balance-of-payment (BoP) 

crises of the nations of the world (or the member nations) are 

corrected.  

• A good IMS tries to minimise the cost of BoP and time for 

adjustment for the nations. 
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Liquidity 

• It refers to the amount of foreign currency reserves available to 

settle the BoP crises of the nations.  

• A good IMS maintains as much foreign reserves to mitigate such 

crises of the nations without any inflationary pressures on the 

nations. 
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Confidence 

• The faith nations of the world should show towards adjustment 

mechanism 

• It also means that foreign reserves will retain their absolute and 

relative values. 

• This confidence is based on the transparent knowledge 

information networks 
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BRETTON WOODS DEVELOPMENT 

• To overcome post war crisis 

• The representatives of the USA, the UK and 42 other (total 44 

countries) nations met at Bretton Woods, New Hampshire, USA 

in July 1944 to decide a new international monetary system.  

• The International Monetary Fund (IMF) and the World Bank 

(with its first group-institution IBRD) were set up together—
popularly called as the Bretton Woods’ twins —both having their 

headquarters in Washington DC, USA. 
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Functions 

• To facilitate international monetary cooperation; 

• To promote exchange rate stability and orderly exchange 

arrangements; 

• To assist in the establishment of a multilateral system of payments 

and the elimination of foreign exchange restrictions; and 

• To assist member countries by temporarily providing financial 

resources to correct maladjustment in their balance of payments 

(BoPs). 
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India’s Quota & Ranking 

• IMF reviews members’ quotas once in every five years 

• 2.76 per cent Quota 

• SDR 13,114.4 million 

• While 25 per cent of the quota is to be paid in cash (i.e., in 

‘Reserve’ currency), the balance 75 per cent can be paid in 

securities 
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• The SDR is an international reserve asset, created by the IMF in 
1969 to supplement its member countries’ official reserves.  

• So far SDR 204.2 billion (equivalent to about US$293 billion) 

have been allocated to members, including SDR 182.6 billion 
allocated in 2009 in the wake of the global financial crisis.  

• The value of the SDR is based on a basket of five currencies—
the U.S. dollar, the euro, the Chinese renminbi, the Japanese 
yen, and the British pound sterling. 

• The SDR is neither a currency nor a claim on the IMF. Rather, it 

is a potential claim on the freely usable currencies of IMF 
members. SDRs can be exchanged for these currencies. 
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Quota System 

• The current quota formula is a weighted average of GDP (weight of 50 

percent),  

• Openness (30 percent), economic variability (15 percent), and 

international reserves (5 percent).  

• For this purpose, GDP is measured through a blend of GDP—based on 

market exchange rates (weight of 60 percent) and on PPP exchange 

rates (40 percent).  

• The formula also includes a “compression factor” that reduces the 

dispersion in calculated quota shares across members.  
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 Quotas play several key roles in the IMF  

• Subscriptions : 25 (Reserve Currency) + 75 (Securities) 

• Voting power: Each IMF member’s votes are comprised of basic votes 

plus one additional vote for each SDR100,000 of quota.  

• Access to Financing: The amount of financing a member can obtain 

from the IMF (its access limit) is based on its quota. For example, under 

Stand-By and Extended Arrangements, a member can borrow up to 145 

percent of its quota annually and 435 percent cumulatively. 

However, access may be higher in exceptional circumstances.  
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Current US/EU Financial Crises: Challenges 

Regarding International Payments 

• Financial crises of the US and the EU 

• Keynesian idea of Bancor (Super-national Currency) 

• To be used as international trade as a unit of account within a 

multilateral barter clearing system 

• International Clearing Union to be established 

• Backed by Gold (in terms of weight) 
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Current US/EU Financial Crises: Challenges 

Regarding International Payments 

• Milton Opposed  

• In 2008 People’s Bank of China proposed the adoption of 

International Monetary Fund (IMF) special drawing rights 

(SDRs) as a global reserve currency 

• US dominance reflects Triffin dilemma (Short term individual 

interest vs long term economic interest) 
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WORLD BANK 

• Consists of five closely associated institutions  

• Focuses on the development in the member nations 
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World Bank Group Membership 

• To become a member of the Bank, under the IBRD Articles of 

Agreement, a country must first join the International Monetary Fund 

(IMF). 

• Membership in IDA, IFC, and MIGA are conditional on membership in 

IBRD. 

• Membership in ICSID (International Centre for Settlement of Investment 

Disputes) is available to IBRD members, and those which are a party to 

the Statute of the International Court of Justice (ICJ), on the invitation 

of the ICSID Administrative Council by a vote of two-thirds of its 

members. 
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World Bank Group and India 

• India was one of the forty-four original signatories to the agreements 

reached at Bretton Woods that established the International Bank for 

Reconstruction and Development (IBRD) and the International Monetary 

Fund (IMF). 

• It was also one of the founding members of the IFC in 1956 and the IDA 

in 1960.  

• India is not a member of ICSID.  

• India claimed ICSID Convention is not fair, convention's rules for 

arbitration leaned towards the developed countries.  
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• In ICSID, the Chairman of the Centre is the Chairman of the 

World Bank. The Chairman appoints the arbitrators.  

• If the arbitration award is not satisfactory, then the aggrieved 

party would appeal to a panel, which will also be constituted by 

the ICSID. 

• There is no scope for a review of the award by an Indian 

court, even if the award is against public interest. 
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IBRD 
• International Bank for Reconstruction and Development is the 

oldest of the WB institutions  

• Functions in the reconstruction of the war-ravaged regions 

• Also focuses on the middle-income and credit-worthy poorer 

economies of the world.  

• Lends at low interest rate (1.55 per cent per annum) for human 

development — 
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IBRD 
• In the fields of  agriculture, irrigation, urban development, 

healthcare, family welfare, dairy development, etc.  

• Commenced lending for India in 1949. 

• World Bank allotted additional shares to India in IBRD 

• India now emerged as the 7th largest shareholder (up from the 

11th position) in IBRD with voting power of 2.91 per cent (up 

from 2.77 per cent) 
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The International Development Agency 

(IDA) 
• Soft window of the WB  

• Set up in 1960  

• Aim of developing infrastructural support among the member nations  

• Long-term lending for the development of economic services.  

• Its loans are extended mainly to economies with less than $895 per 

capita income.  
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• The credits are for a period of 35–40 years, interest-free, except for a small 

charge to cover administrative costs.  

• Repayment begins after a 10-year grace period.  

• Earlier lending was done on humanitarian grounds 

• But now same as IBRD 

• Every year developing nations make enough diplomatic attempts to carve 

out maximum loan disbursal for themselves.  

• India had been the biggest beneficiary of the IDA support.  

• Since 2015 India did not avail any financial support from the IDA as it 

‘graduated’ from the agency in the financial year 2014. 
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International Finance Corporation 

• The International Finance Corporation (IFC) set up in 1956  

• Private arm of the WB.  

• Lends money to private sector companies of its member nations.  

• The  interest rate charged is commercial but lower than market 

rate.  

• It finances and provides advice for private-public ventures and 

projects in partnership 
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IFC 

• Helps governments of the member nations to stimulate domestic 

and foreign private savings and investment. 

• It focuses on promoting economic development by encouraging 

the growth of productive enterprises and efficient capital markets 
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The Multilateral Investment Guarantee 

Agency (MIGA) 

• Set up in 1988  

• It encourages foreign investment in developing economies by 

offering insurance (guarantees) to foreign private investors 

against loss caused by non-commercial (i.e., political) risks, such 

as currency transfer, expropriation, war and civil disturbance.  

• It also provides technical assistance to help countries disseminate 

information on investment opportunities 
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The International Centre for Settlement of 

Investment Disputes (ICSID) 

• Set up in 1966 as an investment dispute settlement body  

• Decisions are binding on the parties.  

• Established under the 1966 Convention on the Settlement of 

Investment Disputes between States and Nationals of Other 

States.  

• Though recourse to the centre is voluntary, but once the parties 

have agreed to arbitration, they cannot withdraw their consent 

unilaterally.  
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ICSID 

• Settles the investment disputes arising between the investing 

foreign companies and the host countries where the investments 

have been done. 

• India is not its member (Enron issue was out of its preview).  

• It encourages the foreign investment flows into an economy 

31 



ASIAN DEVELOPMENT BANK 

The six functions of the Bank are 

• Promoting Investment public and private and harmonious regional 

development with special regard to less developed member countries 

• Coordinating development policies and plans (on request); promoting 

intra-regional trade; providing technical assistance in financing, execution 

and project proposals; 

• Co-operating with the UNO and other international institutions—public 

and private— and undertaking other activities and provide other services 

advancing its purpose. 
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ASIAN DEVELOPMENT BANK 

• India’s subscription to the Bank’s capital stock is 6.331 per cent 

with a voting power of 5.363 per cent (as per the ADB Annual 

Report, 2018). 

• India started borrowing from ADB’s Ordinary Capital Resources 

(OCR) in 1986.  

• The Bank’s lending has been mainly in the energy, transport and 

communications, finance, industry and social infrastructure 

sectors. 

• The Bank has extended technical assistance to India in addition to 

loans from its OCR window.   
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ASIAN DEVELOPMENT BANK 

• The technical assistance provided include support for institutional 

strengthening, effective project implementation and policy 

reforms as well as for project preparation. 

• India holds the position of Executive Director on the Board of 

Directors of the Bank—its constituency comprises India, 

Bangladesh, Bhutan, Lao PDR and Tajikistan.  
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Organization for Economic Co-operation 

and Development (OECD) 

• Established in 1947 to run the US-financed Marshall Plan for 

reconstruction of a continent ravaged by war.  

• Was established on the principles of interdependence of their 

economies 

• It paved the way for a new era of cooperation that was to change 

the face of Europe 

• Japan in 1964.  
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• 37 OECD member countries 

• China, India and Brazil have emerged as new economic giants 

• OECD brings around its table 40 countries that account for 80 per cent 

of world trade and investment  

• OECD has pivotal role in addressing the challenges facing the world 

economy 
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