
Shri V. Srinivas's book on “India's Relations with

the International Monetary Fund” focuses on the

eventful period of India's engagement with the

Fund, beginning with the balance of payments

crisis of 1991 and covering the period up to 2016

that brings to the fore the dramatic transition in

India's status with the IMF from a debtor to a

creditor. During the same period, the Indian

economy witnessed a transformation from an

inward-looking economy driven by import

substitution to an increasingly open and emerging

global power, and the transformation of the Fund

from a stigmatised lender of last resort focused on

exchange rate surveillance towards a more central

role in the international monetary system after the

global financial crisis. The Fund has focused on

macroeconomic policies and a wider gamut of

issues covering women's empowerment, poverty

alleviation, sustainable development, fintech and

climate change.

Sharing his thoughts on the Fund and its role in the

international monetary system, the Governor

alluded to labels such as currency manipulation

and called for greater understanding all around, to

the compulsions of emerging market economies

(EMEs) in building up their own buffers.

Currently, countries are judged as currency

manipulators on the basis of three criteria: (i) a

bilateral trade surplus with the US of at least US$20

billion; (ii) a material current account surplus of at

least 2 percent of GDP; and (iii) persistent one-

sided net purchases in 6 out of 12 months adding to

at least 2 per cent of an economy's GDP over a 12-

month period, with a country being put on the

monitoring list even if two out of the three criteria

are met. India was recently removed from that list

after featuring in it from 2018.

A question crops up on why labeling becomes a

bilateral prerogative when a multilateral

institutional architecture exists. The Fund's

mandate on fixing its oversight over individual

countries' exchange rate policies was updated in

2007 to clarify that exchange rate manipulation was

associated with fundamental misalignment

resulting in external instability. Fears of labelling

among the membership led to several reviews

culminating in 2012 when an Integrated

Surveillance Decision was adopted, emphasizing

the connection between domestic and external

stability as well as global risks and spillovers.

In pursuit of this mandate, the Fund, in its Article

IV Consultations every year, undertakes in-depth

assessment of members' economic developments

and policies, especially exchange rate policies. This

is backed by rigorous technical evaluation through

a suite of models and the consultations report is

published, and any case of exchange rate

misalignment and/or multiple currency practices

are candidly brought to the notice of national

authorities for correction. This is mandatory, as the

Articles of Agreement constitute an international

treaty; and in India, they are underpinned by

parliamentary legislation in the form of the
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International Monetary Fund and Bank Act,

1945.Given this multilateral framework, the

overlay of bilateral labelling raises questions,

including on the role of the Fund itself. A

multilateral framework under the aegis of the IMF

and engaging with the Fund for a more integrated

framework encompassing the interaction of

monetary, exchange rate, macro-prudential and

capital flow management policies is the

appropriate approach to deal with these issues.

The way forward, to collectively ensure that

multilateral principles and frameworks for orderly

exchange rate and payment arrangements are not

superseded by bilateral hegemony, is by

strengthening existing institutions like the Fund

and making them more relevant and trusted.

Through its Articles of Agreement, the Fund is a

quota-based organization, but quotas currently

constitute only 49 percent of its resources. The

solution lies in commitments of quota resources by

members in order to secure the legitimacy of the

Fund as a global lender of the last resort, the

overseer of the international monetary system and

a trusted policy advisor.

The global order faces several challenges which test

the skills of the international organizations as well

as those of national monetary and fiscal

authorities. International coordination has

become somewhat weaker in the very recent years.

The global economy is moving into a new and

unsettling phase in an environment of stressed

t rade negot ia t ions , r i s ing geopol i t i ca l

confrontation, and limited policy space and high

debt levels in several economies. Fiscal space is also

constrained in many of the advanced economies

(AEs).

It is important in the backdrop of slowing global

growth that policies of monetary and fiscal

authorities are well-calibrated, supporting growth

without further build-up of leverage and asset price

bubbles, and prudent policies are in place which are

critical to growth with macro-economic stability.

Globally, there is a need to focus on policy space,

judiciously use it and simultaneously undertake

structural reforms to improve productivity,

innovation and job creation. The guidance of IMF

and the central banks will be key to sustaining

global economic growth while maintaining

financial stability.

Source: www.rbi.org.in
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