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Abstract

The International Monetary System is a global system that regulates money transfers between different nations. It
includes currency exchange rates, regulation of international payments, legislations on capital movements, and
worldwide financial organizations, including the IMF. The paper analyses how the change over time of the International
Monetary System (IMS) affects the international trade and MNCs. Thus, from the Bretton Woods new exchange regime
established in 1944—-1971 to the current floating exchange rate system, it has been analyzed in regard to the IMS's
historical development. Because of the increasing volatility in the currency rate, this has consequently had an impact
on the stability of international transactions and trade volumes. The IMS study investigates exchange rate systems,
capital flow regulations, and the role of international financial organizations, including the IMF. For its methodology,
the study resorted to a mixed-method approach, combining numbers analysis-that includes regression models and time-
series data on exchange rates, amounts of international trade, and MNC performance-with analysis of the historical
record and inspection of IMF policy documents. The study shows that trade goes down during big financial troubles,
like the Asian Financial Crisis in 1997 and the Global Financial Crisis in 2008. It also shows that changes in exchange
rates make global trade smaller, especially during these crises. Also, while IMF help, such as structural adjustment
programs, often causes short-term problems for multinational companies (MNCs), like less foreign direct investment
(FDI), these policies usually help stabilize economies and lead to recovery in the long run. The outcomes indicate how
the IMS, international trade, and multinational corporations are intertwined. Acquainting oneself with the fluctuating
money system is very crucial because it enables a person to make informed decisions about the world economy.
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Introduction
1.1 Understanding IMS

The International Monetary System, or IMS, is an integrated system that controls money flows between nations.
Eichengreen and Sussman, in 2000, referred to it as "the glue that binds national economies together." It has several
important components. It consists of Exchange Rate Systems that establish guidelines for working out the amount by
which a particular currency should be valued in terms of another. These can be fixed, so governments decide how
much their currencies are worth, or floating, where the market decides the value (Frankel, 1999). International Payment
Methods are the ways to move money between countries, including banking networks and systems like SWIFT, which
help banks communicate worldwide (Giannini, 2011). Capital Flow Rules control how money moves for investment
and other reasons between countries (Obstfeld et al., 2005). International Reserves are the values of assets owned by
central banks, such as foreign money or gold, to assist them in supporting their currencies and economies (Aizenman
and Lee, 2007). Finally, the IMS benefits from Global Financial Institutions like the International Monetary Fund
(IMF) and the World Bank, which monitor and assist in running the global financial system (Kenen, 2001).
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Why the IMS Matters in the Global Economy

IMS plays a very crucial role in the world economy through several key aspects. For one, the system enables
international trade through a clear way of exchanging currencies, thus making cross-border transactions easy and
helping in reducing risks ("Obstfeld and Rogoff, 2002"). This system, therefore, facilitates easy international trading
by businesses. The IMF has an effect on global investment flows, and this alters the usage of money all over the world.
This can further affect economic growth and the financial markets in different countries (Lane and Milesi-Ferretti,
2008). It has also exerted its impact on national economic policies as countries attempt to balance their monetary
policy, stabilize exchange rates, and provide free movement of money. This precarious situation has been termed the
"trilemma" by Mundell (1963) and Fleming (1962). A proper IMS ensures stability in the world economy by reducing
the probability of economic troubles spreading from one country to others (Bordo and James, 2008). The IMS also
demonstrates the world's economic power, with its configuration often showing the strength of large countries. For
instance, the prominent role of the U.S. dollar indicates how powerful America's economy is (Eichengreen, 2011).

This research says that as the International Monetary System has changed overtime, it has greatly impacted how
multinational companies work and how global trade functions. In effect, these effects are clear in the way companies
handle risk, make important choices, and do business internationally.

The International Monetary System (IMS) is a dynamic framework changing over time, depicting shifts in global
economic trends rather than remaining stagnant. To gain an understanding of its nature at present, one needs to trace
its development from history. This paper examines these two areas of inquiry: the operations of multinationals and
shifts in global trade patterns. Changes to the IMS have a significant impact and are far-reaching, affecting not only
decisions taken at the individual company level but also the larger patterns of international trade. These changes are
more than just cosmetic; they reflect significant changes in how the global economy operates. This study seeks to
explain how changes to the IMS have influenced the global economy. This research is able to help understand how
money systems, business strategies, and international trade interrelate. It analyzes the way the IMS has changed over
time, the way it influences big companies and trade patterns, illustrates real-life examples, and tries to foresee future
trends.

2. Literature Review

Braun, B., et al (2021) realized that financial globalization is not just about states liberalizing their systems but also
involves ‘positive integration.” Their theory highlights how 1970s central bankers managed the Eurodollar market by
balancing domestic stability with international expansion. This institutional work helped establish the global offshore
dollar system.

Constantinescu, C., et al (2020) examined the slow growth of global trade compared to income growth, using an error
correction model to determine if this slowdown is structural or cyclical. It finds that while trade elasticity increased in
the 1990s, it declined in the 2000s, indicating a structural shift rather than just slow GDP growth. One important factor
contributing to the decline in growth of imports from the 1990s to the 2000s is the slowing down of international
vertical specialization, which could account for half of this reason.

Gopane, T.J. (2023), examined how Regional Economic Integration (REI) affects stock market relations within BRICS,
finding that increased bilateral trade enhances stock market integration, especially during surplus trade periods. This
effect started post three years of BRICS' formation and is growing. The study offers new insights from South Africa’s
perspective and adds to the literature on REI and stock market linkages.

Hipsher, S.A. (2021) investigated the impact of economic narratives shaped by the COVID pandemic on reducing the
global poverty. The crisis has hindered economic growth and raised poverty levels, with future effects contingent on
which narratives prevail. He emphasized the importance of academia in advancing narratives that tackle poverty and
enhance living standards, connecting behavioural economics and international business theories with poverty
alleviation.
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Linsi, L., et al (2019) critiqued the accuracy of the IMF’s Balance of Payments (BOP) Statistics, it revealed that these
figures are often less accurate than assumed and increasingly unreliable due to the complexities of transnational
economic production. Through extensive research and interviews, they highlight significant concerns about the use of
these statistics in academic and policy discussions on the international economy.

Mariotti, S. (2024) found that post-2008, globalization has slowed, leading to “win-lose globalization” where
competition between firms and states prioritizes relative gains over mutual benefits. He analyzed policies like FDI
screening and protectionism, noting that intensified economic conflicts are likely and a return to win-win globalization
seems improbable. It integrates international business, industrial policy, and international relations perspectives to offer
insights for policymakers and scholars.

Nguyen, L.Q.T., et al (2023) explored how economic sanctions impact foreign direct investment (FDI) using data
acquired from 172 countries. It finds that sanctions reduce total FDI inflows, significantly affecting cross-border
mergers and acquisitions but less so greenfield investments. The study highlights the need to consider specific FDI
types in policy formulation and is the first to analyze sanctions' effects on both total FDI and its components.

Nguyen, Q. T., et al (2018) examined the relationship between the availability of trade finance and the export volume
of multinational corporations' (MNEs') overseas subsidiaries. It finds that using internal and external debt enhances
export activities, with effective foreign exchange risk management also playing a role. The results suggest that
supportive policies for trade finance and foreign direct investment can benefit both subsidiaries and local firms.

Redmond, T., et al (2020) analyzed the effects of natural resource abundance, international trade, financial
development, trade openness, and institutional quality on economic growth and between 1990 and 2016, researchers
monitored human development in 30 countries. They discovered that natural resources help facilitate the growth of the
economy but doesn't have any long-term effect on human development. International trade and easy access to money
harm the growth of the economy while open trade is better than good institutions. Generally speaking, the factors affect
the economic growth, rather than the human development.

Tien, N. H., et al (2019) found out that international marketing is crucial in the globalized economy, helping businesses
meet customer needs and expand into foreign markets. It involves analyzing market environments and applying
strategies to improve competitiveness and product quality. Successful international marketing drives economic growth,
fosters cooperation, and enhances global business opportunities.

The review of the literature shows that there is a lot of research on international trade, financial integration, and how
economic policies affect multinational corporations. However, none of these studies particularly address how the
international monetary system (IMS) is evolving and how it affects international trade and multinational corporations
in particular. Although research has been conducted on related topics such as financial globalization, trade elasticity,
and foreign direct investment (FDI) (Braun et al., 2021; Constantinescu et al., 2020; Nguyen et al., 2023), there is still
a substantial knowledge gap regarding the effects of past and present changes in the IMS on firm-level choices and
global trade flows. This makes it possible for future studies to investigate how modifications to the IMS affect the risk
management, strategies, and worldwide competitiveness of multinational corporations.

2.1 Objectives:

e To understand the historical evolution of the IMF
e Examine the IMF's Influence on Global Economic Policies
e Analyze the impact on Multinational Corporations (MNCs)
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2.2 Methodology

The study uses a mixed-methods approach to analyze the impact of the IMF and IMS on global trade and multinational
corporations. It uses secondary data analysis and quantitative methods like regression analysis and charts to analyze
time-series data on exchange rates, trade volumes, and MNC performance metrics. Qualitative analysis includes IMF
policy documents, intervention reports, and historical records to contextualize the quantitative findings.

3. Findings and Analysis

3.1 Exploratory Data Analysis (EDA)

To explore trends in global trade and MNC performance in relation to changes in the IMS and IMF interventions.
Visualizing Global Trade Trends

Trade data was plotted over time, with which, one could look at how global trade was growing in each key period-
historically from the Bretton Woods era versus after the adoption of floating exchange rates. In the former case, the
growth of trade was steady and smooth and saw some peaks during some periods especially after several of the more
pronounced crises. The latter period following the introduction of floating exchange rates, it is seen more with
fluctuations.

Exchange Rate Volatility and Trade

A scatter plot was used to show the relationship between exchange rate volatility (how much exchange rates fluctuate)
and global trade. The data revealed that increased volatility in exchange rates generally leads to a decrease in trade
volumes. For example, periods of more fluctuations, like the 1997 Asian Financial Crisis and the 2008 Financial Crisis,
saw declines in global trade.

MNC Performance and IMF Programs:

MNC performance data was analyzed during periods of IMF interventions. The data showed that when countries
underwent IMF structural adjustment programs (like in Latin America in the 1980s or Greece in the 2010s), MNCs
experienced more challenges, such as currency instability and stricter regulations. FDI inflows decreased in the short
term but recovered once reforms were established.

3.2 Hypothesis Testing
Several hypotheses were tested to see how changes in the IMS and IMF interventions impacted global trade and MNC:s.
Hypothesis 1: Floating Exchange Rates Increased Exchange Rate Volatility

A regression analysis showed that exchange rate volatility increased significantly after the shift to floating exchange
rates in 1971. The results confirmed that floating systems tend to be more volatile than fixed systems.

Table 1: Regression Analysis of Exchange Rate Volatility during the Bretton Woods System and the Floating
Rates System

Period Standard Deviation of Exchange Rates
Bretton Woods (1944-1971) 0.35
Floating Rates (1971—present) 1.75
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Exchange Rate Volatility Over Time
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This time series chart shows the increase in exchange rate volatility, particularly after the transition to floating exchange
rates in 1971.

The shift from a fixed exchange rate system, as seen under BW, to a floating exchange rate regime post-1971,
introduced more frequent fluctuations in currency values. This transition significantly influenced global trade and
capital movements. As a result, the IMF's role expanded from simply managing exchange rates to providing financial
assistance and policy guidance to countries facing economic instability and exchange rate volatility.

Hypothesis 2: Higher Exchange Rate Volatility Reduces Global Trade

A T-test compared trade volumes during periods of high and low volatility. The results showed that global trade
volumes were lower when exchange rate volatility was higher, supporting the hypothesis.

Table 2: T-Test During Periods of High and Low Volatility including the Asian Financial Crisis

Period Exchange Rate Volatility Global Trade Volume
(Trillion USD)

Low Volatility (Bretton Woods) | 0.35 4.5

High Volatility (Post-1971) 1.75 3.2

Asian Financial Crisis (1997) 2.30 2.8

Global Financial Crisis (2008) | 3.00 2.2
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Global Trade Volumes During Different Volatility Periods
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This bar chart compares global trade volumes during periods of low and high exchange rate volatility, highlighting the
negative impact of higher volatility on trade.

The findings suggest that heightened exchange rate’s erratic behavior, particularly after the adoption of floating
exchange rates, complicates international trade, especially for developing economies with less economic resilience.
Though the IMF’s interventions, like structural adjustment programs, aim to restore stability, they can initially reduce
trade volumes. This negative effect is most pronounced during financial crises, where sharp fluctuations in exchange
rates dampen trade activity.

Hypothesis 3: IMF Structural Adjustment Programs Hurt MNC Operations in the Short Term

The analysis revealed that when the IMF implemented structural adjustment programs, MNC performance (measured
by FDI inflows) dropped in the short term. However, FDI inflows improved over time as economic conditions
stabilized.

Table 3: Analysis of Relation Between FDI Inflows and IMF Intervention

Period FDI Inflow (Billion USD) IMF Intervention
Latin America (1980s) 10.5 Yes

Latin America (1990s, post- | 25.3 No

reform)

Greece (2010) 5.0 Yes

Greece (2015, post-reform) 12.5 No
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This bar chart illustrates the short-term decline in FDI inflows during IMF interventions, followed by recovery in the
long term.

IMF interventions, such as structural adjustment programs, often create short-term difficulties for MNCs. These
challenges include decreased FDI inflows and operational disruptions due to currency instability and tightened
economic policies. However, once economic reforms begin to stabilize the affected economies, FDI inflows recover,
improving the business environment for MNCs in the long term.

4. Results

The study emphasizes how exchange rate volatility and IMF interventions have a major impact on FDI and global
trade. Exchange rate fluctuations dramatically increased in 1971 with the switch from the BW fixed exchange rate
system to floating exchange rates, as the standard deviation increased from 0.35 to 1.75. Global trade has been
demonstrated to be adversely affected by this increasing volatility. Trade volumes reached $4.5 trillion globally during
the steady Bretton Woods period. But after 1971, trade volumes fell to $3.2 trillion as volatility increased. Major
financial crises worsened the impact of trade volatility; during the Asian Financial Crisis, trade volumes fell to $2.8
trillion, and during the Global Financial Crisis, they dropped to $2.2 trillion.

This pattern highlights the negative effects of exchange rate fluctuations on commerce also highlights the advantages
of a stable exchange rate environment for promoting increased trade volumes.

Conversely, although initially disruptive, IMF structural adjustment programs have demonstrated long-term positive
effects on foreign direct investment. Due to operational difficulties and economic volatility, these schemes frequently
cause short-term drops in FDI inflows. For instance, during IMF interventions in the 1980s, FDI in Latin America fell
to $10.5 billion, while in 2010 IMF-led austerity measures caused FDI in Greece to decline to $5.0 billion. Still, these
measures usually open the door to recovery and stabilization of the economy. After the reforms, foreign direct
investment (FDI) into Greece surged to $12.5 billion in 2015 while FDI into Latin America increased dramatically to
$25.3 billion in the 1990s. These trends show that, in spite of the short-term difficulties brought about by IMF
interventions, they eventually help to stabilize the economy and boost investor confidence, which eventually results in
a rebound and an increase in FDI.
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5. Conclusion

The study reveals that changes in the International Monetary System (IMS) over time have significantly influenced
global trade dynamics and the strategies of multinational firms. The evolution from the BW system to today's flexible
exchange rate arrangements has altered the stability of currency values and the predictability of international
transactions. Quantitative analysis indicates that fluctuations in exchange rates and shifts in IMF policies have
impacted trade volumes and MNC performance, with varying effects depending on the economic context and policy
environment. Qualitative insights further contextualize these impacts, showing how IMF interventions and changes in
global monetary governance have shaped trade patterns and investment strategies.

It uses a mixed-methods approach to analyze the IMS and the IMF's impact on global trade and multinational
corporations and quantitative analysis of exchange rates, trade volumes, and multinational corporation performance
from 1944 to the present to understand the impact of IMF policies and exchange rate volatility on trade dynamics and
operations. A qualitative analysis of IMF policy documents and historical records provides contextual depth, revealing
the underlying mechanisms and policy rationales affecting economic variables. The study highlights the importance of
understanding the IMS's historical development for multinational corporations and policymakers in managing global
trade and economic stability.
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