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MO ETARY MANAGEMENT AND THE CURRENT
ROLE OF BRETTON WOODS INSTITUTIONS

Dr.O.A.Uchendu.'

Abstract

The purpose of this paper is to discuss the role of the Bretton Woods
Institutions (The World Bank Group and International Monetary Fund,
IMF) in global monetary management with particular emphasis on the
Funds relationship with Nigeria. The Bretton Woods Institutions have
statutory responsibility to interact with member countries. However, this
relationship has been misunderstood probubly beccse of their perceived
“infrusive " nature. The paper concluded that the Institutions have had
important role fo play in global monetary management and e ected that
this role will continue in the future to the extent that it is to the best interest of
the world economy. This axiom is also applicable in the case of Nigeria.

L. INTRODUCTION

The involvement of the Bretton Woods Institutions, namely, the
World Bank Group and the International Monetary Fund in monetary
management in recent , 2ars has largel been 1 _sunderstood, at times very
controversial, and often invokes hostilities. The reason for the confusion
appears to be related to the perceived “intrusion” of these institutions in the
sovereign affairs of independent states. The reality, however, is that the
Bank and the Fund have the statutory rights to interact with their member
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countries, including those in economic and financial crises.

Because of the tendency of the Institutions to prescribe corrective but
harsh fiscal and monetary policy regimes to countries experiencing
economic problems, they seem to personify the source of the hardship of
those countries, thereby making the nstitutions quite unpopular. It is quite
educative to note, however, that many governments implement these
policies in tacit agreement with the World Bank and IMF. Most of the time,
they take the credit if the programmes succeed, but blame the Bank and the
Fund for the hardship associated with implementing the programmes to
protect themselves from the expected political fall out. The relationship
between the Bretton Woods Institutions and nations in economic and
financial crises is likened to that of a doctor and a patient. The doctor
prescribes pills to a patient to heal the patient’s illness. Thus, it is either the
patient purchases and swallows the pills to recover or abandons them at the
patient’s detriment.

The purpose of this paper 1s to discuss the current role of the Bretton
Woods Institutions in monetary management with particular reference to
the Fund’s relationship with Nigeria. The overview of the origins of the
international financial architecture, centred around the Bretton Woods
Institutions 1s presented in Section II. The IMF’s role in monetary
management in Nigeria and the implications of the CBN autonomy under
the relationship are discussed in Section III. The paper is concluded in
Section IV where the future role of the Bretton Woods Institutions in
monetary management s also discussed.
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Il.  ORIGINS OF THE BRETTON WOODS INSTITUTIONS

The Bretton Woods Institutions. comprising the World Bank Group
and the International Monetary Fund (IMF), were established in 1944 at a
conference held in the town of Bretton Woods in the State of New
Hampshire, United States of America. The IMF was set up to mid-wife the
fixed but adjustable par values of exchange rate system. Under the system,
according to Ahluwalia (1999), countries agreed to (i) maintain their
exchange rates within a very narrow range of declared par values, which
would only be changed with the prior approval of the IMF; and (ii) avoid
current account payment restrictions. The idea was to stem past unilateral
exchange rate policy measures such as devaluations. The Fund was also
expected to provide short-term finance to cover temporary balance of
payments disequilibrium on the agreement that such a country will
implement certain policy measures. These policies constitute the
“conditionality™ w*-:h the Fund expects, if properly implemented, would
return the country’s external account position to a balance. The types of
IMF financial facilities, purpose, conditions and characteristics are shown
in TableI.

The World Bank, on the other hand, was set up to finance the
reconstruction of countries devastated by the Second World War as well as
develop poor countries. The financing of the reconstruction work was taken
over by the Marshall Plan instituted later by the United States, which left the
Bank mainly with the responsibility of development financing. During the
early years, the Bank concentrated on long-term, structural and sectoral
related lending, while the Fund focussed on short-term macroeconomic and
balance of payment policy activities.
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Table I: IMF FINANCIAL FACILITIES

Gredht Faclity

Crecet Tranches and Extended Fund Facibty

Stand-by Arrangemants
(1852)

Extended Fund Facility
(1674)

Special FacRities

Supplarnental
Reserve Facility
11397}

Conlingent
Credi tine
11999)

Compensatory
Firancing
Facilty

Emergency
Assistance

mt 1l disasters
(1962}

(2) Postcc
{15995)

Facillty for Low-Income Members

Poverty Reduction
and Growth Facilty
1999)

{Replaced the
Enhanced Structural
Adjustment Facility)

Purpose

Short-lerm assistance for court~~
with baiance of payments diffic s
of & shert-term character

Longer-lerm assistanca to support
members struciural reforms to
address balance of payrmends
ditficulties of a longtarm character

Short-lerm assistance for balance of
payments ditficulties related 1o
crises of market confidence

Precautinnary line of defense that
woukl be made readily availadle

against balance of payments difficulties

afising from contagion

Mediur term assistance for lemporary
expon shortfalls or cereal

impor! excesses. (A pravision for Lse in

cases of othar confingencies was
eliminated in 2000)

Quick, medium-term assistance for
Balance of payments dffficulties
refated lo;

(1) To help finance recovery efforis and
support economic adjusiment programs

after natural disasters

{2) To help establish macroecanomic
stabiity in the aftermath of civil unrest,
poltical turmoil. or ikernaticnal armad
eonflict

Longer-tarm assistance for deep-seated

balznce of payments difficutties of
slructural rature; aims at sustained
poverty-requcing growth

Gonditkens

Adapt palicies that provide
confiderice that the member's
batance of payments difficuities
will be resaled within a reasonable
period,

Adopt 3-year program. with
struciural agenda, with annugd
fetailed statement of palicies for
the rext 2 months

Available only in context of regular
arrangements with assoclated
program and with streng thened
poiicies to address loss of market
cerdidence

Efigibility Criteria: {1) absence of
balance of payments need frem

Iha auiset. (2) posiive assessment
of poiicias by the IMF. (3)
constructive relations with private
creditors and satisfactory ~~~ess
in limiting external vulnes:

{d) satisfactory economic program.

Avallable ordy when a member has an
arrangement with upper credit tranche
conditionaltty, or when its balance of
paymerds position {s otherwise
satisfactory

(1) Reascnable efforts 1c overcome
halance of payments difficulties

(2) Focus on institutioral and
administrative capactty building to
pave the way toward an upper cradit
tranche arrangment or PRGF

PRGF-supparted programs are based

26

Phasing and Monitoring

Quarterly purchases(disbursernents)
contingent on obseivance of perfarmance
criteri; other condtions

Quanerly or sermiannual purchases
{disbursemenls) conlingent on observance
of performance criteria and other conditions

Fe  available for ane year, frontloaded
agcess with two or more purchases
(disbursements)

Resources approved for up tn nng year
Srmall amount (5%-25% of 1) available
on approval but not expecied (o be drawn,
Presumption that one-third of resources are
released on activation, with the phasina nt
the rerrainder determined by 3 posta  tion
ey

Typically disbursed over a minimuin of B
momlhs in accordance with the phasing
provisions of the arrangement

None, athough peeteontiict assistance can
be segmented int 3 or more purchases
made availablg in exceplional cases

Semianmal (or nccasionally quarterly)

on a Paverly Reduction Strategy Paper  disburseiments contingant on observance

(PRSP) prepared by the coumiry in a
participatary process, and integrating
macfoeconomic, strucuiral, and
poverty reduction paiicies

of performance criteria and reviews

Tha IMFs lending is financad from the capital subscribed by member countries; each country is assigned a quota that represents its
financial commitmant. Amember provides a portion of its quota in foreign currencies acceptable ta tha IMF-or the IMF-o+ in $DRs-and the
ramainder in its own currency. An IMF loan is disbursed or drawn by the botrower purchasing foreign currency assets from the IMF with its
own currency. Repayment of the loan is achieved by the borre
is adapted from Table 4.1 ofthe IMF 2002 Annual Report.

repurchasing its currency from the IMF with foreign currency. The table
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The collapse of -3 par value system in 1973 and the subsequent
floating of major industrial countries currencies as well as the reduced use
of Fund’s resources by industrial countries’ increased the Fund’s exposure
to developing countries. In the same vein, in realizing that developing
countries” balance of payments difficulties were related to structural
problems, - = Bank started to advance structural adjustment loans intended
to improve macroeconomic performance which could have led to the
balance of payment problem in the first instance. Thus, over the years, the
changing world economy influenced the institutional arrangements for
global monetary management, drawing the policy frameworks of the World
Bank and IMF quite closer, while their policy prescriptions influenced the
thrust of international monetary management.

III. IMFAND MONETARY MANAGEMENT INNIGERIA

Nigeria became amember of the IMF on March 30, 1961 shortly after
independence on October 1, 1960. Up till the ear_, 1980s, Nigeria enjoyed
respectful relationship with the IMF. After Nigeria assumed responsibility
for the huge Paris Club debt and Nigerian ¢ _ »nomic performance declined,
the Fund increased its surveillance over Nigena while also acting as agent
for the Paris Club group of countries. Specifically, it was the initiation of

he Structural Adjustment Programme in 1986 by Nigeria to correct
macroeconomic and structural imbalances in the economy that drew the
country and the Fund closer.

Betwee = 1986 and 1992, the Fund estal..shed three standby
arrangements (SBA.,, amounting to SDR 1.44 billion for financial support
to the SAP. While Nigeria was involved in the design and implementation
of the SAP, it however, refused to draw down the finaucial facility
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the approval of its Executive Board. Under the programme, Nigeria
planned to maintain tight monetary stance by limiting CBN’s _ edit to both
the public and private sectors ofthe economy; maintain stable exchange rate
of the naira; and ensure sound and healthy financial system with a firm
policy of not bailing out distressed banks. It was envisaged that the
restoration of the CBN’s instrument autonom in December, 1998 would
enhance the realization of the above goals. By end 1999, the gains of the
SMP was limited by existing structural rigidities and fiscal dominance.
However, the inflation rate was brought under control from 10.0 per cent in
1992 1 [0.0 per cent as atend-1999.

Nigeria's fourth SBA with the Fund was programmed to last from 4°
August, 2000 to 317 October, 2001. The monetary programme component
of the Arrangement included:

(1)  Reducing the growth of money supply;

(1) Increasing netinternational reserves;

(i) Maintaining stable and market determined exchange rate; and

(1v) Strengthening supervisory and regulatory activities over the
financial sector to improve system soundnes ind enhance the
effectiveness and efficiency of monetary policy.

The Federal Government further agreed to improve liquidity
anagement by reducing government balances with commercial banks.
specific policy targets expected to be realised under the forth Arrangement
included sale of treasury bills and CBN certificates worth N40 billion and
up to N100 billion, respectively; unification of inter-bank foreign exchange
market rates; reduction of foreign exchange premium between the official
and parallel market exchange rates to not more than 10 per cent; and
reduction of net foreign assets, net domestic assets, net claims on
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government and reserve money to agreed optimal levels.

The rationale behind the Fund’s policy prescriptions can be explained
by observing that money supply (M2), broadly defined, equals net domestic
credit (NDC), net foreign assets (NFA) and other assets (net), OAN. In
other words,

M2=NDC+NFA+OAN . ... (1)
NDC is the sum of net credit to government and private sectors. In the

simiplest and short terms, NDC is expected to be sensitive largely to interest
rate changes, while NFA isinfluenced mainly by exchange rate movements.
Thus, theoretically by raising the treasury bill 1ssue rate, which also has
influence on other interest rates in the economy, and devaluing the naira
exchange rate, the NDC and NFA are expected to decline and rise,
respectively, thereby influencing the growth of the money supply in the
desired direction, all other thingsbeing equal. Thus,

M2=NDC(r)+ NFA{e)+OAN ... ... (2)
where, r and e are interest and exchange rates which are the monetary
policy instruments and

NDC/ r<0, NFA/e>0

In practice, however, the net effect of the upward review of interest
rate and devaluation of the naira exchange rate on money supply, M2, a good
measure of liquidity in the banking system, actually depends on the relative
impacts of the changes in interest rates and exchange rate which generally
also affect each other dynamically. Furthermore, the expected positive
impact of the increase in interest rate in reducing the growth of money
supply 1s dampened by the interest rate insensitivity of government
borrowing from the banking system.
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Before proceeding to discuss the implementation and ov * :ome of the
programme, it is pertinent at this poir.. to address the issue of the autonomy
of the CBN in monetary management in Nigeria, especially, the often
mistaken role of the IMF. The CBN has instrument autonomy in the
conduct of monetary policy. What this means is that the Bank can use legal
imstruments and measures it deems fit to achieve the goal of maintaining
price stability. However, in performing this function, the Bank has to take
its stakeholders, namely, private sector operators, the executive and the
legislative arms of government as well as the international financial
community along in the process. In other words, the Central Bank
Governor must be able t y implement the instruments of the autonomy with
tact to ensure harmonv with other policies of governiment and overall
mterest of the Nigerian economy.

It is n this regard that the implementation of the 2001 SBA and its
performance can be evaluated. For instance, while the Fund preferred
higher treasury bill issue rate as a mechanisin to control ex :ess liquidity, the
CBN considered other factor», including negative effects of high interest
rates on the real sector in takirig action 1t deemed fit in the best interest of the
overall economy Similarly, the thorny issue of merging the rates in all
segments of the foreign exchange market was another area the CBN took a
critical look before taking policy action, considering the fact that many non-
monetary factors influence the existence of the segmented exchange rates of
the naira. Besides, the adoption of the Dutch Auction System in July 2002

/hich lays greater emphasis on market mechanisms in determining the
naira exchange rate,* thout the prompting of the IMF, lemonstrated the
CBN's autonomy in making approf __ate policies for the domestic economy.

The performance of the fourth SB. . after one year implementation
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wasmixed. The growth of monetary aggregates exceeded targets, while the
inflatic - rate increased from 6.9 per cent in 2000 to 18.9 per cent in 2001.
Buoyed by strong demand for oil, the external sector performed above
target. Overall, while the fourth SBA ended without completely achieving
its goals, subsequent informal efforts were made by the "und and Nigeria in
2002 to continue with the policy dialogue and to monitor economic
developments in the country. However, these latest efforts were truncated
in March, 2002 because of the Fund’s fear that the country could not
successfully implement a Staff-Monitored Programme owing to the
percei :d unrealistic provisions of the 2002 Federal Gover-—ient Budget.
Nevertheless, IMF missions arrived in Nigeria in June and October, 2002
for the regular Article IV consultations on economic matters, re-
emphasizing the fact that the door is never closed on the Bretton Woods
Institutions.

IV.  FUTURE ROLE OF THE BRETTON WOODS
INSTITUTIONS INMONETARY MANAGEMENT

From the foregoing, it is clear that *-2 Bretton Woods Institutions
influence monetary management globally, and in Nigeria in particular to the
extent that the policies are consistent with other policies of government. It
1s expected that they will continue their supervisory roles over international
financial markets in the future. However, the form of their intervention will
be shaped by evolving global financial and economic developments.

In retrospect, the lessons learnt from the experiences of Asia, the
Russian Federation, Brazil and more recently Argentina have already
influenced the focus of global monetary management on capital account
flow management. The main tenets of the new financial architecture’ being
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putin place to contain contagion arising from capital account flow problems

include:

(1) strengthening the financial sector in developing countries;

(i1) improving bilateral and multilateral surveillance;

(u1)  making the IMF a genuine lender of lastresort;

() introducing mechanisms for orderly negotiations with private

creditors;

(v) nianaging the social consequences of crisis; and

(vi)  creating an internationally agreed regime for restrictions on capital
account flows.

In addition, emphasis is being placed on designing home grown policies
which individual countries could claim ownership as a substitute for the
“one policy fits all” past policy prescriptions of the Bretton Woods
Institutions,

The CBN, on its part, will continue to interact with the World Bank
and the Fund as a member of the Bretton Woods Institution and judiciously
use policy mstruments available to it to regulate and supervise the Nigerian

economy efficiently and effectively.
In conclusion, the paper 1s of the opinion that the Bretton Woods

Institutions have pervasive influence and important role to play currently
and in the future in donmestic and global monetary management.

For detailed discussion, see Ahluwalia (1999} “The IMF and the World Bank in the New Financial Architecture:
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