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8
i. 88 INTERNATIONAL MONETARY COOPERATION IN THE PAST.

The “errors of the world* with which the International Mone

tary Fund was established to deal with, were brought forward especial

ly during the first half of our century, as a result of two world 

wars and a major economic depression.

The International Monetary Fund is not the first attempt at 

international monetary cooperation. Ninety years ago, the Latin 

Monetary Union was set up to regulate the supply and use of silver 

coins by its members; this is one successful example of cooperation 

in the monetary field. (1)

After the end of Wedd War I, a series of international con

ferences examined the monetary and exchange problems In Europe.

At the International Financial Conference at Brussels in 1920, it 

was the general desire to return to the international gold stan

dard, and to use a kind of international medium of payment * le 

billet international de stabilisation des changes* to settle tem

porary deficits in the nations’ balances of payments42)The necessi

ty of an international monetary system with stable currencies was

further discussed at the International Economic Conference of

(1) International Monetary Fund, First 10 Years International Mone
tary Fund, Washington D.C., 195$» p* 2.

(2) International Monetary Conference at Brussels, Memorandum on
the Worlds Monetary Problems, Harrison & Sons, London, 1920, 
see Papers XIII and XII.



Goma in (5) The reports of the Golddelegation at the Fin

ancial Oomiaeiea of the league of $atioaa in 1922 express their 

belief that, at this stage of world econosaie development, the 

gold standard reran ined the boat available monetary raeahaniaa. (4)

A ’‘controlled* international gold standard was eeen as the only 

eolation in the Macalllan Report in 1951 • (5) All those discus

sions did not end up with much practical results! international 

monetary cooperation continued in a variety of forms, and the 

establishment of the 3ank for InterrMtioml settlements in Why 

1950 provided a convfciiseit center for central bank eooporati<m«(d}

The need for International monetary cooperation was empha

sized mere sharply by the pey&ont difficulties that eaerged in 

the 1950’s. toy nations were guilty of changing exchange rates 

in order to obtain competitive trade advantages over their neigh

bors; in som instances nations ©splayed multiple exchange rates 

for diceriminatory purposes; exchange controls were also used to 

prevent transfers! of funds? arising ffcoa current as well as from 

capital raovvAonts* to most oases, exchange rate adjustmento wore 

made by the different nations independently and in disregard of 

their neighbor's interest in orderly adjustments. All over the 

world, serious economic disturbances in production ae well as in 

International trade took place.

M anp traditional OKshange parities wars abandoned, and

(5) J. Saxon Mils, The Wwa Conference. E.P .Dutton and Co, Wew 
fork, 1522, pp. 66-$.

CM Report of the Gold Delegation of the Financial Ooaaittee of 
the League of Nations, Geneva., June 1952, p. 25

(5) |&6gUXan Bsport, Comittee on Finance and Industry,London, 
1?31, pp. 21-42J.
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exchange rates were usually depreciated substantially. These 

far-reaching changes in exchange rates were no doubt necessary 

to cope with the payment difficulties, that grew out of the 

depression. The measures taken to protect employment and the 

balance of payments of one country intensified the pressures on 

others. Exchange instability and the imposition of higher tariff 

rates and of quantitative limitations on imports constituted se

rious obstacles to the recovery of the world economic situation. 

The World Economic Conference in London in 1955 attempted to deal 

with these problems. It was not able to produce any immediate 

results, but it prepared the way for effective, although limited 

international cooperation during the next few years in the field 

of foreign exchange and international payments. (7)

At this conference in London, President Roosevelt said in 

his speech that the United States was seeking the kind of dollar 

which a generation hence would have the same purchasing and debt

paying power as the dollar value existing at that time. (8) From 

this statement it is evident that Fisher’s "Compensated Dollar 

Plan was accepted by the leading nation in the world. Fisher’s 

Plan proposed a means of payment fixed in purchasing power and 

therefore variable in weightX9)Phe English "Movable Parities 

Plan* of Keynes considered the gold standard already as a barba

ric relic in 1929. This plan preferred stability of the inter

nal price level, rather than stability of the external exchanges, 

and was less successful as compared to the American Fisher’s Plan, 

on the international monetary level. (10)

(6) Paul Einzig, The Bank for International Settlements, Macmillan 
and Co., London 1952, 5rd. ed .'," pp.

(7) IMF, 10 Years of International Monetary Fund, op.cit., p. 2.
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hi the Tripartite Declaration of 1956, the Governments of the 

United States, the United Kingdom and Prance announced their inten

sion to consult on exchange policy in order to avoid new exchange 

disturbances that might arise from the devaluation of the French 

Franc. Furthermore, the Declaration called for the expansion of 

international trade and the relaxation and ultimate abolition of 

exchange controls and quantitative restrictions on imports. (11) 

The Governments of Belgium, the Netherlands and Switserland later 

also affirmed their adherence to these principles in order to 

stimulate production and international trade.

Through the Tripartite Declaration the position was affirmed 

by many of the great trading countries that the problem connected 

with foreign exchange and world payments were matters of interna

tional concern. But when dealing with the problems that were im

mediately pressing at that lime, the Declaration had only a limited 

effectiveness. Ite adherents were actually few in number. The 

agreement on exchange policy was in terms only of principle. It 

carried with it no binding commitment, and there was no machinery 

for continuous consideration of the problems involved. Above all, 

no common resources were provided to enable countries to abide by 

the principles of the Declaration at times when their reserves 

were under pressure.

(8) Franklin D. Roosevelt, Cta Our Way, New York, The John Day Co, 
1954, p. 125

(9) Irving Fisher, Stabilizing the Dollar, The Macmillan Co, New 
York, 1920, pp.-9O-IO6.

(10) j.M.Keynes, A Tract on Monetary Reform, .Macmillan and Co. Ltd., 
London 1929,PP• 167-172•

(11) IMF, 10 Years of International Monetary Fund, op.cit, p.2.



5

This kind of loose international monetary cooperation con

tinued to have its negative influences on the world economy. In 

the situation created by the outbreak of World War II, the Tri

partite Declaration had no longer any significance. The Fund 

was welcomed by intelligent people everywhere as an institution 

that gave promise of stamping out these extreme forms of nationa

list action, and to put an end on this international situation

of economic warfare.



11. sb HE BRETTO WOODS PIANt PURPOSES OF THE FUND.

By the outbreak of World War IX, there was no international 

monetary cooperation at all. During the war, however, the con

viction steadily strengthened that international cooperation on 

a more comprehensive basis was necessary to deal with the over

whelming problems that would have to be faced at the end of

the War.

This conviction was particularly strong in relation to in

ternational monetary cooperation, and plans were prepared in both 

the United States and in the United Kingdom to be put into effect 

immediately after the war. Canada, France and other countries 

prepared plans also for international monetary reform, but they 

were less successful.(12) The plan agreed upon at Bretton Woods 

is a compromise between the American White Plan and the British 

Keynes Plan.

According to Keynes, a quantum of international currency,

which is neither determined in an unpredictable and irrelevant

manner as, for example, by technical progress of the gold industry,

nor subject to large variations depending on the gold reserve

policies of individual countries would do the job; but it would

have to b© governed by actual current requirements of world com-
(12) New York Times, May 9, 19*5, French Plan for a Modi.Agreement.
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merce, capable of deliberate expansion and contraction to offset 

deflationary and inflationary tendencies in effective world de

mand. To put his proposal into practice, Keynes would establish 

a Currency Union, his "international Clearing Union", based on 

international bank money, called, let us say, the "bancor", and 

fixed in terms of gold and accepted as the equivalent of gold by

the British Commonwealth and the United States and all the other

members of the Union, for the purpose of settling international 

balances. The Central banks of all member states and perhaps 

also of the non-members, would keep accounts with the Internation

al Clearing Union through which they would be entitled to settle 

their exchange balances with one another at their par value as 

defined in terms of bancor. Countries having a favorable balance 

of payments with the rest of the world as a whole would find them

selves in possession of a credit account with the Clearing Union, 

and those having an unfavorable balance would have a debit account. 

Measures would be necessary to prevent piling up of credit and de

bit balances without limit, and the system would have failed in 

the long run if it did not possess sufficient capacity for self- 

equilibrium to secure this. A member’s country quota is determined 

primarily by reference to the value of its foreign trade$ Keynes 

thought this seems to offer the criterion most relevant to a plan 

which is chiefly concerned with the regulation of the foreign 

exchanges and of a country's international trade balance. The plan 

aims at the substitution of an expansionist, in place of a contract 

ionist, pressure on world trade, according to Keynes. He favors 

an international monetary system which no longer can be called an
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international gold standard! the "bancor" ie still connected with 

gold, btrfc it i« not fixed to a definite amount. The main objection 

to this plan at the Bretton Woods discussions was that it does not 

say how the central banks are supposed to keep the value of thier 

monetary unit equal to that of gold, how the Union regulates the 

value of gold, and which is the standard of the value of the ban

cor. (1J)

White on the other hand, limits his plan to the International 

monetary exchange, he wants an international, managed monetary 

standard, based on a multilateral basis. Just like Keynes, White 

proposes the establishment of an International Stabilisation Fund, 

as a permanent institution for international cooperation with the 

purpose of providing the present international monetary mechanism 

with a definite system. This system would consist of providing the 

debtor-nations, according to a certain code of rules as agreed upon 

by its members, with the necessary means of payment to bring their 

deficit positions in their international balances of payments into 

equilibrium. This International Stabilisation Fund would be allowed 

to do business in gold, currency and government (treasury) bonds of 

the member-countries. Itss accounts however would be kept exclus

ively in the new international monetary unit, called the "Unites". 

Its value would be fixed at 157 1/7 grains of fine gold, i.e. 

equal to ten U.S. dollars, subject to change by a majority vote 

of 85% of the member countries. It may be said therefore that 

this plan is intended to solve the same problems on a striking 

similar way as it appears in the Keynes Plan, sothat an eventual 

compromise at Bretton WoodB was not too difficult. The difference

(15) See "The Keynes Plan" ini Gr.N.Halm, International Monetary
Cooperation, Chapel Hill, The Univ. of N.Caro 1 ine Press, 1 •
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between the two plane io mainly that in the Keynes Plan the debtor 

nountries take the lead, while in the White Plan the creditor coun

tries determine the oourse of action* in the froaer plan, the amount 

of foreign currencies the Ihaid can possess is limited to the ori

ginal quota, eothat this limits the size of credit that may be 

granted, while in the latter plan the size of the creditealdi de

pends on the maximum credit granted to the deficit countries. (l4)

Although the plans were independent in origin, they had much 

in common. Discussions between the United States and the United 

Kingdom were soon extended to include other countries. Finally, 

the principles of a common plan emerged and were embodied in a 

Joint Statement Of Experts, which recommended the establishment 

of an International Monetary Fu#d. The United States Government 

issued an invitation to 44 countries to meet in a United Nations 

Monetary and Financial Oonferenee at Bretton Woods on July 1, 1944. 

This conference drew up the Articles of Agreement of the Inter

national Monetary Fund as well as the Agreement for the Inter

national Bank for Reconstruction and Development. (15)

The wide interest in postwar international monetary coope

ration stimulated public discussion of these plans while they were 

still in the formative stage. In the light of these discussions, 

some provisions of the original plans were modified and some 

asasndmsnte made in national legislation that provided membership

(14) George N. Halm, op.cit, pp.^-86 and 92.
(15) While the resources of the Fund are to be used strictly for 

monetary purposes, i.e., provide countries with currencies 
on a short term credit basis sothat they can straighten out 
temporary deficits in their balances of payments, the Bank’s 
resources are intended to make long term loans to war dama
ged and underdeveloped member countries.
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in the Fund, Thus it was recognized from the outset that the 

success of the Fund must ultimately depend upon public support.

The Articles of Agreement entered into force on December 27,

19^5f and the Inaugural Meeting of the Board of Governors of 

the Fund was held in Savannah, Georgia, from March 8 to March 

18, lp46. In its first year of operation, 59 countries became 

members of the Fund, today there are 60 members. Afghanistan 

and Korea and Argentina joined in 1955» while the government of 

Vietnam applied for membership in I956. (16)

The basic premise on which the Fund was built iB that in 

a world increasingly dependent on international trade and in

vestment it is essential that order should be maintained in 

exchange relatione. It was foreseen that in the postwar period 

there would be serious payment difficulties. Before and during 

World War II, as explained already, abnormal exchange practices 

has been widely adopted, and unless proper precautions were taken 

It seemed likely that the postwar difficulties of a world in 

which many countries had inadequate reserves would mean still 

more disorderly and more discriminatory exchange and trade 

practices. Accordingly, the ambers of the Fund agreed on 

standards of fair exchange practice which were set out in the 

Fund Agreement. The Fund was given resources in gold and national 

currencies which were to be used for temporary assistance to its 

members, and thus became an important souroe from which reserves

(16) For the member countries of the ^uad, see Table; in chap
ter iiij also compare with original members in the Interna- 
tioaal Monetary Fund‘a First Annual Report, Washington D.C. 
1946, pp. 7»8.
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could be drawn by the central banks and treasuries of its members, 

as I shall attempt to explain in the following chapter.

What makes the Fund unique as an international institution 

is especially this acceptance by its members of a code of fair 

exchange practices based upon its Articles of Agreement, and the 

authority that has been given to it by members to deal with certain 

aatters in the field of foreign exchange and international pay

ments. These are fields in which governments have traditionally
aexercised exclusive authority, deciding policy with referenoe to 

their own national interests. The realization that the well

being of all countries depends on the policies that each pursues 

in matters affecting the world economy las made it possible to 

entrust to an international institution the responsibility for 

setting fair standards on foreign exchange transactions and the 

settlement of international payments.

The purposes of the International Monetary Fund, as stated in 

the Articles of Agreement, include the following*

To promote exohange stability, to maintain orderly exchange 
arrangements among members, and to avoid competitive exchan
ge depreciation}

To assist in the establishment of a multilateral system of 
payments in respect of current transactions between members 
and in the elimination of foreign exchange restrictions 
which hamper the growth of world trade}

To give confidence to members by making the Fund’s resources 
available to them under adequate safeguards, thus providing 
them with opportunity to correct maladjustments in their
balance of payments without resorting to measures destructi
ve of national or international prosperity. (17)

(1?) IMF, Articles of Agreement, Washington D.C., Jrd print 1956, 
Article I, p. 1.

w’ /Yl Y-YY > Y/)YY -YY'
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to achieve these purposes, the Fund has been given considerable 

powers and resources. The intention is not to force countries with 

different problems and widely varying institutional arrangements into 

a uniform mold. While the Fund Agreement sets fair exchange stan

dards to which members have undertaken to adhere, they are given 

time to adjust actual policy to these standards. The Fund has 

authority to permit temporary departure from these standards when 

that is necessary. The Fund has not been able to impose immediate 

conformity to its standards through the application of sanctions, 

bub through the limited nature of its Articles of Agreement, the 

Fund has sought to seoure their gradual adoption through "persua

sion®' . As will be explained later, this has often been called one 

of the major inefficiencies of the Fund. (IS)

The standards of the Fund in the fields of foreign exchange 

and international payments have not been adopted as an end in them

selves, but they have been agreed upon in order to help achieve 

the expansion and balanced growth of international trade, the pro

motion and maintenance of high levels of employment and real income, 

and the development of the productive resources of all members,all of 

which are indirectly included among the Fund’s purposes. Unless 

there are generally acceptable fair standards, the restrictive 

measures taken by one country to deal with its payments problem 

might increase the difficulties of the others. Resort to restrictive 

measures which ignored the interests of other countries could only 

extend and intensify world payment difficulties.

( 18) This is discussed in chapter v
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Ab will be explained in chapter iv, countries can gain un

doubtedly temporary advantages at certain times by the use of 

restrictive and discriminatory measures which enable them to 

achieve a forced balance in their national balances ox payments 

with other countries. These advantages are quickly wiped out if 

many countries resort to such discriminatory policies, they will 

ultimately balance their balances of payments most probably, but 

at a level of trade so low that their own well-being and that of 

their trading partners will be impaired. Cn the other hand, po

licies directed toward the achievement of internalional balances 

through the expansion of world trade will contribute to the growth 

in real income throughout the world.

There is now a much greater appreciation than in the 19>0'e 

of the benefits which result to all countries from expanded world 

trade based upon unrestricted andron-discriminatory exchange prac

tices. 3h no other sphere of international eoonomic action has so 

wide an area of common interest been so generally recognised. The

manner in which the Fund has worked with its members to secure 

wider adhere&®and closer conformity to the principles of the Fund 

will be discussed in the next chapter} to what extent the Fund has 

accomplished its purposes so far is explained in chapter iv.

CCWWSIOU

The International Monetary Fund is an international organization 

whose main purpose is cooperation in the solution of exchange and 

payments problems, sothat the world’s productive capacity and in

ternational trade may be expanded to maximum points. The Fund tries 

to accomplish this by helping its member nations maintain stable 

currencies and assist them when they have financial difficulties in 

dealing with other nations.



14

A press statement by !-?r. Ivar Booth, Managing Director and 

Chairman of the Beard of Executive Directors of the Fund, released 

in Istanbul on Sept. 12, 1955, Gentions three main tasks of the Fund, 

which I think summarize pretty good the basis objectives and inten

tions of the Fund ; »

The first task of the Fund is to help tc restore international 

balance, i-5any countries still have more or less difficult payments 

problems, which manifest themselves largely, though not exclusively 

in the form of a dollar payments problem. Assistance from the Uni

ted States and U.S. purchases abroad of military equipment and sup

plies have been substantial factors in improving the international 

payments situation. However, despits the necessity felt in aany 

countries, to provide large resources for defense, there has been 

during some years encouraging evidence of recovery based on firmer 

and more permanent foundations than external aid can provide. The 

problem can be satisfactorily solved if the members of the Fund 

themselves pursue proper policies. This means that deficit countries 

might fight inflation by keeping the use of credit within proper 

bounds, and ensure appropriate cost-price relationships by reducing 

excessive spending both by Government and by business. This is the 

only way in which they can make the prices of their exports competi

tive in world markets and thus balance their requirements for foreign 

goods with their foreign currency earnings. The surplus countries 

too have an important role in the achievement of healthy world trade 

conditions. We look to them to maintain their economies stafcfl.ized 

at high levels of income and productivity, with liberal access for 

foreign goods and services in their large and profitable markets.
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With effective cooperation on both sides balance of payments dif

ficulties are ranch lees likely to appear.

The Fund has furthermore an obligation to provide technical 

assistance to help aethers ■work out the monetary and fiscal policies 

rsquired to solve their payments problems. But while the Fund can 

help, encourage and advise its members, it is they and they alone 

who can make the right meaauree effective.

The second big task of the fund is to help its members to 

establish the convertibility of their currencies. The establish

ment and maintainance of convertibility depend upon the restoration

of international balance. That does not mean of course that the

convertibility of any eingle currency has to await the solution 

of all the world's payments problems. The convertibility of the ■l‘ 

leading currencies would itself be a powerful force inducing both 

the countries immediately concerned and others to put into effect 

and to maintain the sound financial policies that are essential 

for a lasting solution of their payments problem;. The extension 

of convertibility ie in the direct interest both of the countries 

immediately concerned and of the rest of the world.

The third big task of the fund is to minimize the international 

impact of business fluctuations. The use of the Fund resources to 

supplement national reserves so that a tolerable level of imports

can be maintained would moderate the international effects of a

recession. In intcrnatib’al finance, as in domestic finance, the 

sensible policy is not to intensify a recession by deflation, but 

to alleviate it by a judicious use of credit.

It would, of course, be easier to attain exchange convertibility 

and trade liberalization if political tension were removed. The 

key to the effective functioning of the Fund, however, is always
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the ea,ae—• sound national policies both in dei'iclt and in eurpius 

ecunfcii.ee. That .aeons tfeet countries should try (a) to get rid of 

inflation, (b) to follow proper fiesal, monetary and v&ge policies, 

and (o) to liberalise their trade and payments policies. (19)

(19) IMF, Pamphlet on A . MatesBent by;.,^r.< lw.r Booth, managing
director and. Chair wf of 'the Soard. of S-xSoutlye" Directors,
Istanbul, sectenhar 12, 1999-

ecunfcii.ee


iii, ® ATURE ASD FUNCTIONS OP THE FUND

How did the monetary experts in Bretton Woods, New Hampshire, 

in 19^ organise the Fund ? How has the Fund operated bo far 1 

The answers to thece questions are considered in thie chapter.

The International Monetary Fund is open for membership to 

all nations that subscribe to its Articles of Agresent. Prosently 

its membership embraces practically all of the countries of the 

world except those of the Communist bloc. (20) As far ae I know 

of today, it has 60 members. (21) Under the Articles of Agreement 

of the filter national Bank for Reconstruction and Development, Fund 

membership lc a prerequisite to membership in the Bank. As of 

April 50, 1956, ell members of the Fund were also members of the

Bank.

Sash member of the Fund is assigned a quota which determines 

the menber ‘s voting power and the amount of foreign currency which 

eligible members may purchase from the Fund. The quotas of members

(20) TUgCilavia is the only member of the Communist bloc.
(21) For members, see Table 5



TABLE I.
FUND MEMBERS, QUOTAS, AND VOTING POWER AS OF APRIL >0, I956.

Member QUOTA VOTING POWER
Number % of totalAmount

000,000
% of total

Afghanistan $ 10.0 0.11 550 ©.54
Australia 200,00 2.29 2,250 2 .21
Austria 50*9 0.57 750 0.74
Belgium 225.0 2.57 2,500 2.45
Bolivia 10.0 0.11 550 0.54
Brasil 150.0 1*71 1,750 1.72
Burma 15.0 0.17 4oo 0.59
Canada 500.0 5*45 5,250 5*19
Ceylon 15.0 0.17 4oo 0.59
Chile 50,0 0.57 750 0.74
China 550,0 6.29 5,750 5.64
Ccferabia 50,0 0.57 750 0.74
Costa Rica 5,0 0.06 500 0.29
Cuba 50.0 0*57 750 0.74
Denmark 68.0 O.75 950 0.91
Dominican Republic 5.0 0.06 500 0.29
Ecuador 5.0 0.06 500 0.29
Egypt 60.0 0.69 850 0.85
El Salvador 2.5 0.05 275 0.27
Ethiopia 6,0 0.07 510 0.50
Finland 58,0 0,45 650 0.62
France 525.0 6.00 5,500 5*59
Germany, Federal Rep. 550.0 5.77 5,550 5.48
Greece 4o.o 0.46 650 0.64
Guatemala 5.0 0.06 500 O.29
Haiti 2.0 0.02 270 0.26
Honduras 2.5 0.05 275 0.27
Iceland 1.0 o.ei 260 0.25
India 400.0 4.57 4,250 4.17
Indonesia 110.0 1.26 1,550 1,52
Iran 55*0 o.4o 600 0.59
Iraq 8.0 0.09 550 0.52
lerael 4.5 0.05 295 0.29
Italy 130,0 2.06 2,050 2.01
Japan 250.0 2.86 2,750 2.70
Jordan 5*0 0,05 280 0.27
Korea, Republic of 12,5 o,i4 575 0.57
Lebanon 4*5 0.05 295 0.29
Luxembourg 10.0 o.ll 550 0.54
Mexico 90.C 1,05 1,150 1.15
Netherlands 275*o 5.14 5,000 2,94
Nicaragua 2.0 0.02 270 0,26
Norway 50.0 0.57 750 0.74
Pakietan 100.0 1.14 1,250 1,25
Panama 0.5 0.01 225 0,25
Paraguay 5*5 0.04 285 0.28
Peru 25.0 0.29 500 0.49
Philippine Republic 15.0 0.17 4*00 0.59
Sweden 100.0 1.14 1,250 1.25
Syria 6.5 0.07 515 0.51



TABLE I (Continued)
FUND MEMBERS, QUOTAS, AND VOTING PCWER AS OP APRIL JO, 1956

Member QUOTA VOTING ?WZR
Amount

CCO.000
5* of
total

Humber % of
total

Thailand 12.5 0.14 575 0.57
Turkey 4J.0 0.4$

2.14
680 0.67

Union of South Africa 100.0 1,250 1.25
United Kingdom 1,500.0 14.86 15,250 12.99
United States 2,750.0 51.4J 27.7^0 27.20
Uruguay 15.0 0.17 4bo 0.59
Venezuela 15.0 0.17 400 0.59
Yugoslavia 60.0 0.69 850 0.85

Taken from Internkiionai Monetary Quad. Annual Report
Washington D.C., 19^6, see Appendixes.
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who wore represented at Bretton Woods are set forth in the Articles 

of Agreement, although a few of theee have since been changed by 

the Fund at the request of the members concerned. The quotas of 

other members are determined by the Fund as part of the terms of 

membership. The subscription of each member is equal to its quota 

and is payable partly in gold and partly in the member’s own cur

roncy. Quotas range up to § 1,500,000,000 for the United Kingdom 

and $ 2,75°»00C,000 for the United Stat®3 to $ 506,000 by Panama.

As of April 50, 1956, total assets of the Fund included, in 

round figures, $ 1,811,400,000 in the gold account, $ 6,105,900,000 

in various national currencies including $ 1,776,900,000 in U.S. 

dollars, and | 814,500,000 in curroncy balances not yet due from 

member countries whose initial par valuoe have still to be agreed 

upon. Total assets wore approximately $ 8,^6,606,000. (22)

The highest authority of the Fund is exercised by the Board 

of Governors consisting of one 'Governor and one Alternate appoint- 

ted by each member country. Many countries have named their Mini

sters of Finance or the Governors cf their Central Banks to the

Board of Governors. For example, the United Kingdom and Mexico 

have appointed their Ministers of Financej Belgium and Cuba have 

appointed the Governors of their Central Banks; other countries

such as Canada and India have had both tho Minister of Finance and

the Governor of the Central Bank on the Board of Governors.

Kormally, the Beard of Govcrncrc meets once a year, and this 

constitutes an annual meeting of th© important financial officials

(22) IMF, Annual Report 1956, Balance Sheet, April 50, 195^» Appen
dix IxTiii), PP« 1^-5*
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of member countries. These annual meetings are held jointly with 

those of the international Bank. The Governors may take votes 

by mil or other means between guaxuai meetings. During the last 

few years, it has become customary for the fmance Ministers of 

the British Commonwealth countries to get together immediately 

after t'e Annual Meeting of the fund, and the latin American

Governors have also found it convenient to meet for discussion

at the time of the Annual .looting* In this way, the practice of 

international cooperation is carried over into other financial

fields in which the members of the Fund have similar interests.

The Soard of Governors has delegated many of its powers to

the Boaad of Executive Directors. However, the conditions go

verning the admission of now members, adjustment in quotas, 

election of directors, and certain other important powers remain 

the sole responsibility of the Board of Governors. This Txecu* 

tive Board consists at present of 10 Executive Directors. Five 

Directors pre appointed by the members having the five largest 

quotast United States, United Kingdom, China, France and India? 

eleven others are elected by the other members through their 

representatives on the Board of Governors, for a two-year term, 

each Director representing a member country or a group of member 

countries. Bach Executive Director appoints an Alternate from 

his own country or from or.© of the other countries that he re- 

presente. Thue the membership of the Executive Board assures 

an adequate voice to all regions and strengthens the predominant 

tendency to give full weight to international considerations. The 

latin African *• ambers, fer example, are entitled, under the Arti

cles of Agreement, to turn places on the Executive Board.
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Except for the powers reserved to the Board of Governors, the 

Executive Board has power to give approval in all aatters requiring 

Fund consent. Thus it may concur with or object to changes proposed 

by members in the par values of their currencies. It may approve 

the imposition by members of restrictions on payments and transfers 

for current international transactions, discriminatory currency 

arrangements, or multiple currency practices, which are not other

wise authorized under the Fund Agreement. The transactions by 

which the resources of the Fund are made available to its members 

are under the jurisdiction of the Executive Board. The views of

the Fund are transmitted to members or to the other international 

organizations after discussion and approval by the Executive 

Board. The Board functions in continuous session, so that the 

business of the Fund can be carried on without interruption.

The Managing Director is Chairman of the Board of Executive 

Directors, as well as head of the Staff of the Fund. Under his 

supervision, the day-to-day work of the Fund is carried out by 

its staff. This work includes consultations with members, trans

mission of members’ request for approval by the Fund, and pre

paration of material for the Executive Board regarding world

economic conditions and the economic situation in individual coun

tries.

The Executive Board met for the first time on May 6, 1946, 

and chose Mr. Camille Gutt, formerly Minister of Finanoe in 

Belgium, as Managing Director. He served a full five-year term 

ending May 5, 1951* Be was succeeded by Mr. Ivar Rooth, of Sweden,

who assumed hlB duties as Managing Director on August 5, 1951*
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Mr. H. Merle Cochran of the United States was appointed Deputy Ma

naging Director on February 21, 1955. In October 195^» Mr. Ivar 

Rooth was succeeded by Mr. Per Jacobsson, a Swedish national also, 

who previously had been a member of the Bank for International 

Settlements, of the Central Bank of Ireland and of an expert 

committee to inquire into German balance-of-payments questions, 

set up by the Organization for European Economic Cooperation in 

1950. (25)

On April 50, 1956, the Staff consisted of 419 persons from 

45 countries. (24) They bring the Fund the broad experience it 

needs to operate on a truly international basis.

The three principal methods by which the Fund works to 

achieve its objectives as discussed in the former chapter aret 

(a) by affording a continuous monetary conference in the meetings 

of its Board of Directors where full consultation on monetary 

and exchange matters may be conducted; (b) by furnishing, upon 

reuest, expert techinicans to advise and assist members in working 

out their financial and monetary problems and (c) by making its 

foreign exchange resources available, under proper safeguards, 

to its members to meet short-term, current payment difficulties.

In all these activities the Fund seeks to help its ambers find 

practical solutions to their foreign exchange problems that will 

be in accord with the cooperative principles of the Articles of 

Agreement. As can be readily seen from the nature of its pur

poses, its most important way of operation is the third method 

in the outline above, and I will therefore pay more attention

(25) See* United Rations Review, November 1956,Volume5,No.5,
"New Directors for FAO and Fund*, p. 55.

(24) IMF, Annual Report 19%» op.cit., p. 152
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in this chapter to the Fund's exchange operations than to its other 

methods of helping its members, which, after all, are only the re

salt of its exchange transactions.

CCNSULTATICNt

Through consultation with its members, the Fund applies an 

international code of conduct in the exchange field. It Is beoomr- 

ing recognized that, in currency, exchange and international trade, 

the interests of the community as a whole are in the long run, the 

interests also of aach member of the community.

The Fund encourages and my initiate consultations with in

dividual members on their international financial situation, or 

it my bring together the views of all members on specific monetary 

problems. In signing the Articles of Agreement, member governments 

have accepted a set of standards for their conduct of financial 

and exchange affairs. Members consult with the Fund to ensure 

that their monetary and exchange policies are in accord with thiir 

obligations under the Agrement. Consultation has taken place on 

such matters as par values for members’ currencies, multiple rate 

systems and exchange discrimination and restrictions.

The Fund is responsible, under its Articles of Agreement 

for keeping under review the financial and monetary conditions of 

member countries. Members are required by the Articles to provide 

the Fund with detailed economic and financial information.(25)

By these means —consultation through the Board of Executive 

Directors, diredt technical discussions and staff studies (26)—

(25) IMF, Articles of Agreement, op.cit., Art. VIII, sec. 5, p. 17
(26) The Fund publishes studies on international monetary affairs*

"Staff pap,ere8, * International Financial Statistics*, "Annu
al Reports*, etc.
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Fund members are kept constantly informed about the changing fiaanoial 

scene throughout the world. Regardless of their size or degree of 

technical advancement, they have access to competent advice based 

upon the accumulated experience and knowledge which the Fund bringB to bear 

upon its problems.

TECHNICAL ADVICE»

The Fund lias maintained an extensive program of technical assi

stance through staff missions to many parte of the world and provi

des studies, reports and publications on international financial 

subjects. (27)

It has advised countries on changes in par values or exchange 

rates (28), modifications in multiple currency practices and exchan

ge restrictions, and on questions of monetary, credit and fiscal 

policy that have an Important bearing on international payments.

Its technicians have assisted members in establishing or adapt

ing to their needs institutional machinery such as central banking 

and exohange systems. With many countries the Fund has conferred 

on techniques for improving their collection and presentation of

financial statistics. It has discussed with members the mone

tary impact of development programs, levels of monetary reserves,

UBe of Fund resources, gold transactions and other questions of

important© to economic development and harmonious international

monetary relations, as discussed in the next chapter.

(27) See p. 22
(28) IMF, Annual Report 195^» op.cit., p. 150* Alsoi chapter iv.
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Since 1951, the Fund 4ad conducted a training program for 

nationals of member countries. The participants in the program are 

at the Fund for one year, during which they study specific fiscal 

and monetary problems, sometimes under close supervision of se

nior members of the Fund staff. Thus far, about 100 technicians 

from more than 45 countries have participated in the program. (29) 

EXCHANGE TRANSACT I® St

The principal functions of the International Monetary Fund 

is to buy and sell currencies of member countries. It is set up 

as a merchant in currencies. Its original "stock in trade" is 

supplied from the subscriptions of the member countries whioh 

place to the credit of the Fund, at their central banka or other 

approved depositaries, the portion of their subscriptions payable 

in local currency. At the beginning of this chapter it wad noted 

that the Fund’s resources now amount to over $ 8 billion, and that 

these resources are available for use by members to help carry 

out the purposes of the Fund.

All the Fund’s exchange operations sure conducted exclusively 

with its members and only through their treasuries, central 

banks, or other appointed fiscal agencies. A member receives 

assistance by purchasing from the Fund with its own currency 

any foreign currency it may need. As seen before, all trans

actions are usually made at par values agreed with the Fund.

Each member of the Fund has guaranteed the Fund’s holdings of its 

currency against fluctuations in its gold value.

(290 IMF, Annual Report 1956, op.cit., pp. 150-1.
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When a member is purchasing a currency from the Fund, it 

must first state that the foreign currency is needed for purposes 

which are consistent with the Fund Agreementt to help a member 

meet a deficit in its balance of payments resulted from foreign 

trade and other current business transactions.

The capacity of each member to buy currencies is by no means 

unlimited, for precise provisions are included in the agreement 

establishing a mathematical relationship between the member’s 

quota and the volume of foreign currencies it may buy. (50) Two 

basic rules apply, namely, that the purchases of foreign currencies 

by a member within any period of twelve months must not cause the 

Fund’s holdings of the member's currency to increase by more than 

25 per cent of the member’s quota, and that the purchases must 

not cause the Fund’s holdings to exceed 200 per cent of the quota. 

To illustrates if the Fund holds § 500 million of the currenoy 

of a member whose quota is $ 400 million, than that member may 

make net purchases of foreign currencies up to $ 100 million, which 

is 25% of its quota, within a period of twelve months. But if 

the Fund holds $ 750,000 million of the buying member's currency, 

the latter's net purchases are limited to $ 50 million, since 

such a transaction would bring the Fund's holdings to 200 per cent 

of the member's quota. However, these quota limitations do not 

preclude a member from securing additional assistance from the 

Fund if that is required, since the Fund may waive the quota limi

tations specified in the Articles of Agreement, and it has fre

quently done so. (51)

Obi W? Articles of Agreement, op.cit., Art. V, sec. 2, p.8 
(51) a®, ibid,’ Art. V, sec, 4? p. 9-
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In 1952, the Fund adopted a procedure also to make aid available 

on a stand-by basis» this means that for a member country which 

expects temporary balance-of-payments difficulties, an account 

may be set up on a stand-by basis for the member to draw on in

case of need. These accounts are established for a six-month 

period, with the possibility of renewal. (52)

The first stand-by arrangement was made with Belgium in 

June I952, for | 5° million, initially for six months, but it was 

renewable for similar periods during a total period of five years. 

Belgium obtained thie facility on account of some difficulties 

in the European Payments Union, but it has never used this credit.

(55) This arrangement is still in effect, as are stand-by arran

gements with three other members, Iran, Chile and Peru. The arran

gement with Iran is for six months, with Chile for twelve months, 

and with Peru for twelve months after two earlier periods of twelve 

months each. (54) Stand-by arrangements which have now expired were 

with Findland, and Mexico for six months each, with a renewal in the 

latter case for twelve months. Very recently, new stand-by arrange

ments have bean made with the governments of India for twelve 

months(55), of France for twelve months also (56), of the United 

Kingdom (57) and of Bolivia (58) both for one year.

(52) See 1 United Kations Bulletin, May 1, 1955, “Monetary Fund
beeoaes more active”, p. 54^.

(55) Letter to me dated Jan.16, 1957, of Mt. 0. Froment,Lic.aggr. 
of the University of Ghent, Belgium.

(54) IMF, Press Release No. 24g, February 15, 1957*
(55) W, Press Release No.' 245, Feb. f, 1957-
(56) IMF, Freds Release tfoTW, Oct. 18, 1956*
(57) IMF, Press Release"ffo. 24|, Dec. 10. 1956
(58) IMF, Press Release No. 246, Dec. 15, 1956*
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The fluid is authorized to impose three kinds of fees or charges 

in transactions with its members. In the first place, a service 

charge of 0.5 per cent of the parity price of a currency is assess

ed upon the member which buys it in exchange for its own currency. 

The Fund any increase the service charge but not beyond 1 per cent 

of the parity price. Second, the Fund has the authority to assess 

reasonable handling charges in buying and selling gold. Third, 

the Fund leview a sliding scale of. charges upon each member when 

its average daily holdings of the member’s currency exceed the 

quota: three months of excess holdings are allowed without any 

charge, after which the lowest rate, 2 per cent per annum, begins 

to apply. The maximum rate is 5%. The charge for a stand-by arran

gement is 1/4 per cent per year. (59)

Table gives us an idea about the size and the nature of 

the Fund’s transactions from the beginning of its operations to 

April 50, 19%.

The aggregate amount of its exchange transactions, represen- 

ting the assistance given tc its members from March 1°47» when the 

Fund began exchange operations, to April I956 amounted to f 1,256 

billion. The purchases of currencies by its members from the 

Fund varied considerably from year to year. The Fund's exchange 

transactions are usually a reflection of the world payments situ

ation.

(59) IMF, Articles of Agreement, op.cit., Art. V,sec.3, p. 11.



TABLE IX.
SUMMARY OF FUND TRANSACTIONS FROM TiiE BEGINNING OF OPERATIONS

to airil 50, 1956.
(In millions of U.S .dollars)

Member Currencies pur
chased by Fund.

Currencies
sole by Fund

Repurchases 
by Members.

Australia 50.0 50.0
Austria 7.5
Belgium 55.0 12.4 21.6
Bolivia 2.5
3ras.il 168.5 104.0
Burma 19.0 5.2
Ceylon 1.0
Chile 21.5 12.5
Colombia 25.0
Costa Rica 1.2 2.1
Caechoslov&kia 6.0
Denmark 10.2 11.0
Egypt 5.0 s.5
Ethiopia 0.6 2.0
Finland 9.5 14.9
France 125.0 147.9
Germany 4.4 45.1
India 100.0 99.9
Indonesia 15.0
Iran 26.2 17.5
Japan 124.0 124.0
Lebanon 0.9
Mexico 45.0 44.9
Netherlands* 75.4 75^
Nicaragua 0.5 0.5
Norway 9.6 9.6
Paraguay O.p 0.4
Peru 5.1
Philippine Rep. 15.0
Sweden 8.0
Syria 1.4
Turkey 55.0 20.0
Union of S.Africa 10.0 10.0
United Kingdom 5000 191.7 112.0
United States 2,029.0
Yugoslavia 9.0
Total0 1,256.4 1,2%.4 957.9

Taken from* International Monetary Fund, Annual Report 1956.
p. 125.

3ras.il
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The Fund's exchange transactions were especially large in 

1947 and in the first part, of 1948, the period when balance of 

payments deficits were enormous and before the Marshall Plan aid 

had feegun. During these two voaxs, when their own reserves were 

already seriously depleted, ambers had practically no source 

of assistance other than the Fund to meet their critical balance 

of payments difficulties. (40) In 1949> the Fund engaged in a sub

stantial amount of exchange transactions, all with countries that 

were not eligible for aid under the Marshall Plan and other U.S. 

government help. Between 1947 and 1949 only, its exchange trans

actions amounted to $ 777 million. (4l) After 1950 the world pay

ments situation was stronger again and many countries started 

building up their gold and dollar reserves. Again, in 1952, trfough 

the temporary resumption of the gold flow to the United States 

and an exceptional demand for sterling in 1955» ^he members were 

forced to make use in large quantities of the Fund's resources.

In these two years, the exchange transactions of the Fund amounted 

to $ 515 million. Since 1955, the steady strength in the world's 

international payments situation has reduced the need for assistance 

from the Fund} members of the European Payments Union have also had 

access to the credit facilities of the Union, and their need to 

draw upon the International Monetary Fund was consequently reduced.

Over the past tern years, the exchange operations of the Fund 

included, as is partly evident in Table , 81 separate transactions

(40) Effl, Annual Report 1948, Washington D.C. 1948, pp. 45-50*
(41) IMF, Annual Report 1950, Washington D.C. 195°, PP* 75-78,
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with 28 member countriesj these transactions ranged in size from a 

sale of | 500,000 to Ethiopia to a sale of $ 120 million to the 

United Kingdom. About half of the transactions involved sales of 

exchange of f 10 million or more.

It is also interesting to not that th® Fund has engaged in 

exchange transactions with countries from all parts of the worlds 

in the dollar area, sterling aBea, in Europe, Asia, Latin America, 

and many other regions. It may be considered as an indication of 

the international scope of the operations of the Fund.

Apart from transactions in the usual form, the Fund lias up to 

April 1956, as far as the table indicates, also made stand-by arran

gements with six members, in a total amount equivalent to $ 170 

million. As indicated previously in this chapter, four of the 

arrangements are still in effedt, including that of Peru which 

was renewed on February 15, 1957 (42), and the amount available 

for drawing under them is $ 115 million. In the last few months, 

stand-by arrangements have become increasingly popular* on October 

18, 1956, France obtained a standby credit for § 262,500,000 (45), 

the United Kingdom made a standby arrangement good for I 758,5?0,®0

(44) , on December 10,. 1956, five days later, the government of 

Bolivia received a standby credit from the Fund for $ 7,5^0,000

(45) , and finally, on February 7, 1957 India entered into an exchan

ge transaction and standby arrangements in a total amount of $ 200,- 

990,000. (46)

((42) IMF, Press Release No. 24g, op.cit.,
(45) 3XF, Press pelee.se 3o» 2%5, op.cit.
(44) See* Business Weok, December 15, 195-, ”International Moneta

ry Fund Credit bolsters London’s Gold Reserves”, pp. 155"7»
(45) IMF, Press Release No. 246, op.cit.
(46) IMF, Press ReleaseNo. 248, op.cit.

pelee.se
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Unless a country replenishes its rcserveo after they have been used, 

it will not have sufficient, reserves wheel it. needs theax again.

The reeourees held by the Fund const5tut? a coacicn reserve for 

all members. Unless the Fund's resources are reconstituted in 

the fore! of aceets for which its members nay have need, particular

ly gold and convertible currencies, they cannot perform their 

function ae a corraon reserve.

Against total Fund transactions of § 1,2/6 million up to April 

50, 19%» repayments amounted to f l,O4p million. About $ 2 Op 

million of these repayments took the form of the sale to other 

members cf currencies acquired by the Fuad in previous transactions. 

Repurchases by members of thoir own currencies acquired by the fund 

in exchange transactions with them amounted to | 346 million.

Cf the 31 transactions with the Fund, 70 have beenfully repaid, 

either through repurohases or through Bales of the currencies to 

other members. (4<?)

Finally, it io necessary here tc mention a few words about 

the Fund's transactions policy, which has been gradually evolving 

lately to giving its member* greater assurances that ite resources 

can be used to most temporary payment difficulties while maintaining 

proper safeguards to avoid the dissipation of its resources in 

supporting an untenable payaenta position.

In their first Annual Report, the Executive Directors stated

their views on the peoper use of the Fund's resources:

The essential test of the propriety of use of the Fund's 
resources... is whether the prospective balance of payments

(4p) >*F, Annual Report 1956 > op.cit., pp. 120-126, 156,165.



52

position of the country concerned will be such that its 
use of the Fund’s resources will be of relatively short 
duration. (50)

Usually however, the Fund does not withhold use of its re

sources solely because of risk considerations. This policy of 

taking reeks whenever they are justified by broader considerations 

affecting the world economy was stated by the Executive Directors 

in thefr First Annual Reports

It ie clear that in starting operations at a tine when much 
remains to be done in reconstructing the war-devastated 
economies, the Fund runs the risk that some of its resources 
may be used for other than temporary assistance. Shere 
are certain to be dinappointaients because of the restraints 
placed on use of the Fund’s resources by some members. And 
there will, no doubt, be errors of judgment in assuming 
risks cf on® kind or another. The Executive Directors con
sider it their duty to bring to the attention of the Board 
of Governors the fact that in the early period of its opera
tions the Fund may take risks that would not be justified 
under normal circumstances. (51)

During the payment crisis of 1<?47~48, the Executive Directors 

decided that member? participating in the European Recovery Program 

should request purchases of U.S.dollars from the Fund only in excep 

tional circumstances, once adequate dollar aid was available for 

them under the Marshall Plan. (52)

The key to proper use of the Fund’s resources is that ouch use 

should be of relatively short duration. (55) Under the original 

schedule of charges, this meant that consultation was not obliga

tory Until after seven years of continuous uce of Fund resources in 

the first credit bracket (0-2% above the quota). Since this made 

it possiblo for a member to delay too long the restoration of its

(pO) IMF, First Annual Report IpfyS, op.cit., p. 24.
(51) IkF, Ibid., on. 24-5
(52) IMF, Annual Report 194q, Washington D.C. 1949, pp. 51-52.
(55) IMF, Articles of Agreement, op.cit., Art V, Sect.J(ill), p.8,
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position in the Fund, a new schedule of charges was adopted in iiovem- 

ber 1951» under which obligatory consultations on currency holdings 

acquired in new transactions takes place after three years of 

continuous use of Fund resources. The clarification of the basic 

concept of temporary use had wade it possible for the Fuad to give 

a firmer assurance to members on access to its resources. In Feb. 

1952# the Fund was of the opinion that this period should fall 

within an outside range of three to five years in normal circum

stances. (54)

In sffiae instances, drawings within the quota limit of 25 % 

within a twelve month period do not provide members with the amount 

of assistance they may need to meet their problems. Th® Fund has 

therefore applied a liberal policy on waives to this condition.

The first purchase requiring a waiver was made in August 1955*

Since that date, six out of 15 exchange transactions have been of 

a magnitude which required the Fund to grant a waiver. The amounts 

of individual waiver transactions have ranged from 51.2 % to 1060 

per cent of the quota* The stand-by arrangements have been especial

ly useful in this respectj three of them have been for amounts 

that required a waiver. (55)

The record of the last ten years shows a steady evolution in 

the Fund’s policy on the use of its resources to meet the practical 

needs of its members. The best assurance that any member* can have 

of ready access to the Fund’s resources is to follow policies that 

indicate a determination tc deal with its payments problems.

(54) IMF, Annual Fecort 1052, Washington D.G. 1952, pp. 87 fT., p. 59
(55) IMF, Annual Report 125%, op.cit., pp. 120-124.
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The frequent consultations between the Fund and ite members, and 

the continuous review of their problems and policies by the Fund 

are inportent meant of making the Fund’s facilities available 

to its aenbers at all tines.

CCNCUJSIONi

The highest authority of the Fund is exorcised by the Board 

of Governors consisting of one Governor and one Alternative appoint 

ed by each member country, Tho Board of Governors has delegated 

many of ite powers to the Board of Executive Directors. The Ma

naging Director is Chairman of the Board of Executive Directors, 

and bendleo day-to-day aatters.

Each member country is assigned a quota which determines its 

voting power and the amount of foreign currency it may purchase 

froa the Fund, The Fund total assets are approximately $ 8 billion

The Fund actE as a wrserchart in currencies*. ft sells foreign 

ovrrencio3 to ite members who are in need of it to balance out

their deficits in their international payments balances It lias 

been agreed also that members may obtain etsnd-by arrangements 

assuring then of drawings of Fund resourceo up tc specified 

limits, and within periods not exeeding one year. Since a FCtnd 

policy statement of Bbbruary 195?» Fund purchases of s amber’s 

currency ere expected to bo -repurchased within 5 to 5 years.

Sales of currency through April JO, 1956 included Belgian 

frence, British pounds, Deutsche I&rk and United States dollars 

with a total value equivalent tc $ 1, 256,400,000. Repurchases up 

to that date amounted to ? 957,000,000 in gold and U.S. dollars.



iv. HE FUND’S ACCOMPLISHMENTS.

The world economy involves an elaborate network of trade and 

investment among countries with independent currencies. The value 

of world exports of industrial countries in 1955 was approximately

Western European countries exceeded $ 5 billion during the same 

year. Such a flow of trade and investment requires an equivalent 

flow of foreign payments involving innumerable transactions in 

various exchange markets. Obviously, this trade and investment 

are affected by exchange rates, exchange restriction^ and faci

lities for converting the proceeds of exports into other currencies. 

As we have seen in ohapter ii when we discussed the Fund’s pur

poses, it is exactly with these monetary problems on the inter

national level that tha Fund is concerned. In how far has the 

Fund succeeded 1 The answer to thie question is given briefly 

in this chapter.

THE PAR VALUE SYSTEM.

The Fund Agreement provides for international collaboration

(56) Joint Publication! Statistical Office of the United Nations,
International Monetary Fund, International Bank for Reconstruc
tion and Development, Direction of International Trade, vol. VI, 
1955” Data given includes following countries! United States, 
United Kingdom, Austria, Belgium, France, Fed.Rep,of Germany, 
Italy, Holland, Norway, Portugal, Sweden, Switserland, Japan.
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to promote exchange stability. Art. IV, sec 4 (a) reads!

Each member undertakes to collaborate with the Fund to 
promote exchange stability, to maintain orderly ex
change arrangements with other members, and to avoid 
competitive exchange alterations. (57)

Each member of the Fund is required to establish, in cooperation 

with the Fund, a par value for its currency expressed in terms of 

gold or of the U.S. dollar of the weight and fineness in effect 

on July 1, 1944. Subsequent changes in par values may be made 

only after consultation with the Fund, and they generally require 

the Fund’s concurrence. (58) Members are expected to maintain 

their par values; that is, the maximum and minimum rates of 

exchange in spot transactions between the currencies may not dif

fer from these parities by more than 1 per cent. (59)

As stated in the Report of the Executive Directors during the

First Annual Meeting of the Board of Governors in September 1946,

the first major taka of the Fund was the establishment of initial

par values. The Executive Directors were mindful of a number of

reasons which would be advanced for postponement!

Many countries have only begun to recover from the deva
station of war; and the reconstruction of their economic 
and monetary systems will take several years. (60)

Nevertheless, it was their opinion that is was desirable to proceed 

with the establishment of initial par values, in order to ensure 

the maximum of monetary cooperation in the transition period from 

war to peace. Provisional par values were proposed, of which the 

Executive Directors had no illusions regarding their permanence; 

once th© countries would be recovered from war reconstruction, the 

Fund was quick to recognize the necessity which later became appe-

(57) IMF, Articles of Agreement, op.cit., Art.IV,sec.4(a), p.5.
(58) IMF, Ibid., Art. IV, sec. 4(b), p. 5.
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rent for changes in initial par values in some countries because 

the existing parities were not performing their functions of re

straining imports and encouraging exports. (61) The Fund has 

never taken the view that, once a parity is established, it must 

be maintained regardless of its suitability to a country’s pay

ments position. In an address at Harvard University in February 

1948, Mr. Gutt of Belgium, tha Managing Director of the Fund 

saidt

Until the autumn of 1947 the initial parities do not seem 
to have been a handicap to members of the Fund in expand
ing their total exports... In the last few months, however 
it has become clear that in some countries the initial 
parities has begun to burden export trade, more particu
larly exports toward the dollar area. Whether these de
veloping difficulties are proof that an error in judgment 
was made in accepting the initial par values is a matter 
of opinion. My view is that if the necessary changes 
are made promptly it will support the wisdom of our ori
ginal action. If changes are unnecessarily delayed, it 
appears to me that they will indicate that the members of 
the Fund are making a serious mistake in continuing the 
overvaluation of their currencies. Under such conditions 
the Fund will not hesitate to urge on a member consideration 
of the desirability of a revision of the parity of its 
currency. (62)

Despite the need for exchange adjustments, only three countries 
proposed devaluation of their currencies prior to September 1949.(£$) 

Article IV, sec. 5 (h) and (c) of the Fund's Agreement do not allow 

the Fund to propose par value changes to its members. It is up to 

the members to propose any ohange to the Fund, before any such

(59) IMF, Ibid., Art. IV, sec. 5(i), p. 5.
(60) IMF, Annual Resort 1946, op.cit., p. 18.
(61) imf, Tbrd7,~pPr'22^t;"
(62) IMF, Ten Years of International Monetary Fund, op.cit., p. 11.
(65) Columbia and Mexico? eeei IMF, Annual Report 1949, pp. 57 ff.
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action is possible. Nevertheless, this did not prevent the Fund 

from privately discussing frankly with its members the importance 

of exchange adjustment as an essential part of any program for 

restoring their payments positions. (64)

The Fund has concurred with the par values proposed by ty? 

of its members. (6^) The long expected devaluations of September 

1949 were the most extensive in any comparable period in recent 

times. Thirteen members na.de changes in their par values; their 

devaluation accounted for approximately 65 per cent of world im

ports. (66) Since September 1949, similar adjustments of par 

value have been made by several other members. (67) But ths 

fact that this general adjustment of exchange rates in 1949 took 

place under the auspices of the Fund gave the new rates an inter

national status.

It should bo noted immediately, that the Fund has never re

garded devaluation by itself as a solution to the economic dis

orders that manifest themselves as a payments problem. The im

provements in world payments during the past seven years Is elo

quent testimony of the extant to which national governments have 

strengthened their financial policies, though the persistence 

of payment difficulties in some countries indicated that much 

remains to be done before financial policies are adequate to cop© 

with payment problems. (68)

(64) IMF, Annual Report 1949, op.cit., p. 1J
(65) Seel IMF, Annual Report 19^6, ae of June JO, 1956 par value 

has not yet been established with Afghanistan, China, France, 
Indonisia, Korea, Israel, Italy, Thailand, Uruguay.

(66) Seet Annual Report 19^0. includes following countries 1 Belgium 
Canada, Denmark, Kgypt, Finland, France, Greece, India, Iraq, 
Luxembourg, Netherlands, Norway, Thailand, Union of South JEfri 
ca, United Kingdom, and several non-member countries.

na.de
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There are now eight Fund members which have not yet establish

ed par values for their currencies in agreement with the Fund. (69) 

In France changed the agreed par value of its currency whioh

had been established in 1$’46, and it has not yet agreed with the 

Fund on a new par value. (70) To other members, Canada and Peru 

have decided that temporarily their exchange rates cannot be main

tained within the specified margins of the par value agreed with 

the Fund. (71) In some other member countries, varying propor

tions of their tatal international transactions are carried on at 

exchange rates that are not based on the agreed par value. (72)

The exchange arrangements in all the countries referred to in thie 

parargraph are gega^ded ae interim arrangements.

A few countries have maintained fluctuating rates of exchange. 

(75)- For some other members, the Fund has approved the maintainan- 

ce or adoption of multiple rates as a strictly temporary means of 

dealing with payments difficulties. (7^) The Fund has consistent

ly used its influenoe to encourage the development of situations 

in which multiple exchange rates will be used only as an exceptional 

means of meeting specific difficulties. (75)

Concluding than, it is the Fund‘s view that the greatest 

benefits are derived from world trade when each country applies 

a unitary exchange rate to all its exports and all Its imports and 

maintains this rate at a parity suitable to Its economy.

(67) Sees IMF, Annual Report 1950. op.cit., includes the following 
countriest Bolivia, Iceland, etc.

(68) IMF, Seventh Annual Report on Exchange Restrictions I956, Wash
ington D.C., p. 2.

(69) See footnote $ 65.
(70) IMF, Annual Report 1955, Washington D.C. 1955, PP* 100-105
(71) IMF, Annual Report 1956, op.cit, pp. 85-86
(72) IMF, Annual Report op.cit., pp. 100 ff.
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CRDffiLT EXCHANCE ARBANUSMENTS.

As we have just seen, the maintainance of orderly exohange 

arrangements was difficult in the early postwar period. This was 

due partly to the lack of balance in the world payments situation, 

as well as to the Undermining of confidence in the official value 

of currencies by continued inflation. Unofficial exchange markets 

with disorderly cross rates came into existence, and many countries 

used unofficial exchange rates in order to increase their dollar 

earnings or have maintained separate fluctuating markets for 

individual currencies in attempts to bring about bilateral balance 

in payments in each currency.

To illustrate, in 1948, France maintained a irate of 862 

francs to the pound sterling and a rate of 260 francs to the U.S. 

dollar. The official rate at that time was I 4.05 for a pound 

sterling, but viewed from Kew York, France's action made the 

roundabout cross rate on the pound 4 5»52. So American who were 

buying goods directly from Britain had to pay $ 4.05, but if they 

bought pounds by first buying franca and then converting the 

francs into pounds, they paid only 4 5*52. This way, France 

intended to build up their dollar reserves, but this had several 

undesirable effects in Britain, such as this discount on sterling 

producing an adverse psychological effect in the minds of busi

nessmen.

(75) In Mexico for a trial period (1948-49) and in Canada since Set
1950, the fluctuating rate is a unitary rat®.

(74) 5ta.itiple rates were used in Costa Rica, Chile, Peru,Thailand.
(75) Annual Zicport 1951. Washington D.C., p. 57•
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Ih its operations and. consultations with its members, as was 

observed in the previous chapter, the Fund has stressed the dis

advantages of such disorderly arrangements and has ’urged their 

abandonment. During the last few years they have in fact declined 

in importance as the use in international transactions of currencies 

other than the dollar has been more widely extended. Tho world 

payments position developed favorably and even those countries 

which faced balance of payments difficulties avoided, with a f«w 

exceptions, the reintroduction of disorderly exchange arrangements. 

There was a steady continuation of the tendency to prefer fiscal 

and monetary measures rather than exchange restrictions as in

struments for dealing with balance of payments difficulties. (76)

Through the activities of the Fund, in many countries it has

been possible to relax restrictions on rates of exchange. But

the Fund is not unaware of the many difficulties which have to

be faced in the future, as we can see in its Seventh Annual Report

on Exchange Restrictions for 1956 s

la fact, some countries which have almost eliminated 
restrictions still maintain a complex exchange control 
mechanism. Other countries have proceeded, in varying 
degree, with tho dismantling or simplification of their 
administrative systems. This has been done in various 
ways, such as permitting commercial banks acting as 
authorised agents of the control authority to approve 
more transactions, or raising ceilings for certain 
payments and waiving all control procedures for sums

(?6) IMF, Annual Report I956, op.cit., pp. 1-26.
(77) IMP, Seventh Annual Report on Exchange Restrictions, op.cit., 

p. 2.
(78) IMF, Annual Report Ip"??, op.cit., pp. 55-59
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below those ceilings. Some countries have dispensed alto
gether with individual control of many minor invisible items 
and have given instread a global authorization for such trans 
actions. Measures such as these have helped to reduce the 
interval between application for a payment authorization and 
actual remittance and generally made it easier for both re
sidents and foreigners tc undertake personal end business 
transactions. They indicate the readiness of certain coun
tries to discard exchange controls and to rely more on fiscal 
and monetary measures to maintain a hedlthy balance of pay
ments and reserve position. Th© abandonment of the machinery 
of exchange control cakes it more difficult for countries to 
reintroduce restrictive practices requiring detailed exchange 
controls. (77)

When discussing orderly exchange arrangements we should pay 

some attention to the influence of premium gold transactions on the 

subject involved here. The serious inflation and the lack of con

fidence in official exchange rates during the early postwar years 

resulted in a considerable flow into private hoards of gold supplied 

at premium prices. The Fund’e concern with external transactions 

in gold at premium was twofold* (a) directly or indirectly these 

transactions in many instances involved exchange transactions at 

depreciated rates and thus threatened to disturb the orderly 

exchange arrangements of members of the Fund; and (b) they di

verted foreign exchange earnings away from official reservee , 

a diversion which was particularly serious for members with weak 

payments positions and depleted reserves. (73)

On June 13, 15*47, the Fund addressed to all its members a 

letter in which it deprecated international transactions in 

gold at premium prices and recommended that they take steps to 

prevent such transactions. (79) It cannot be said that the 

Fund’s appeal was real effective, but it certainly had some

(79) IMF, Annual Report 19>0» Washington D.C., p.7$



influence in ceasing the flow of gold into private hoards. Than in 

195O» with the outbreak of the war in Korea, the flow of gold into 

hoards increased agdin. (80) On several occasions, th© Fund reaf

firmed its belief in the economic principles on vrhich the statement 

of June 19^7 was based, and urged members to support the policies 

which required that, to the maximum extent possible, gold should 

beheld in official reserves rather than go into private hoards. (81) 

For this reason, the Fund in September 195 i issued a new statement 

reaffirming its belief in the desirability of minimizing the flow 

of gold into premium markets, but leaving to eqch member the prac

tical operating decisions involved in the implementation of this 

policy!

Despite the improvement in the payments position of many 
members, sound gold and exchange policy of members conti
nues to require that to the maximum extent practicable, 
gold should be held in official reserves rather than go 
into private hoards. It is only as gold is held in offi
cial reserves that it can be used by the monetary autho
rities tc maintain exchange rates and meet balance of 
payments needs... The Fuad will continue to collect full 
information about gold transactions, will watch carefully 
developments in this field and will be prepared in con
sultation with members to consider problems relating to 
exchange stability and any other problems which may arise. 
(82).

TOWARD FREER ETCiSSUTIQKAI, TRADE AtfD PAUSEHTS»

Ao seen above, the Fund began ite operations in a period of 

widespread payment difficulties. It lead many members to impose 

severe restrictions on their foreign payments. As the world pay

ment situation gradually improved, restrictions on current trans

actions were gradually eased, and considerable progress toward

(80) Kfr, Annual Report I95I, op.cit., p. 7A
(81) IMF, Annual Report 1952» Washington D.G. 1952, p« 52
(32) KF, Ibid., See Appendix III, ’Statement on Fremium Sold Trans

actions Sept. 1951”, p* 95.
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achieving the objective of eliminating foreign exchange restrictions 

that hamper world trade, has been noted. In most West European 

countries, the practice of the exchange authorities has been mo

dified in thia way in recent years. For example, in Belgium and 

Luxembourg, and in the Federal Republic of Germany, the elaborate 

framework of exchange control now has little restrictive effect, 

even transactions with the dollar area are authorized. (89) A 

considerable progress toward convertibility has also been achieved 

in the United Kingdom and many other European nations. (84) This 

progress made by the Fund members in diminishing their restrictions 

is clearly indicated by the growth of world trade and the consi- 

derable increase in the exports of dollar countries since 1948.

This general trend was generally indicated at the boginning 

of this chapters with a few figures.

The reductions in the significance of exchange restrictions

has been accompanied by a marked reduction in the use of the

bilateral practices, i.e. two countries making trade agreements

that usually hamper world trade as a whole. (85) These actions

are also contrary to the principles of the Fund, and it has

fought it on several occasions!

It is satisfying to report that... there has been an 
appreciable reduction in bilateralism in international 
payments relation. Several bilateral payments agreements 
were allowed to lapsej 4n other cases, more flexible pro
visions were introduced into bilateral agreemente...»here- 
ever practicable, the Fund has suggested to members that the 
scope of bilateralism should bo still further reduoed. The

(85) IMF, Seventh Annual Report on Exchange Restrictions,op.cit.,pp51,156 
(34) IMF, Ibid, pp. 29? ff.
(85) IMF, Annual Report 1956» op.cit., pp. 89 ff.



Fund la continuing its efforts in this field. (86)

Summarizing than, we may say that all theee factors had a favorable 

effect on the balance of payments developments of the Fund 's mem

bers. (87) Mr. Ivar Rooth, hknaging Director of the Fund, made the 

following statement to the Economic and Social Council of the Uni

ted Rations in April 19551

Bamands for the fund's resources have in recent months been 
very light— an indication of the widespread easing of ba
lance of payment pressures. Improvements in their reserve 
positions have made it possible for a considerable number 
of our members to repurchase their currencies from the Fund. 
The Fund is therefore in a more liquid position today than 
it has been for some time... It is important however, that 
all our members should realize that the Fund’s procedures 
have now been developed to the point where they can be con
fident that reasonable support will be forthcoming from 
the Fund. (88)

CURRERCT CCKVERUBILITy.

The Fund provides that no member shall ”engage in any discri

minatory currency arrangements or multiple currency practices except 

ae authorized under this Agreement or approved by the Fund” to im

plement tho objective of assisting Bin the establishment of a multi

lateral system of payments in respect of current transactions”. (89) 

The Articles of Agreement require also, as seen already, that each 

member shall, under specified conditions, buy balances of its 

currency held by another member, paying for it3 currency either in 

the currency of the member making the request or in gold. But all 

these provisions require that the members make their currencies fully 

convertible. (90)

(86) IMF, Seventh Annual Report on Exchange Restrictions,op.cit, pg. 
(37) IMF, Annual Report 19*6, op.cit., pp? 16-17*
(88) United Rations Review, September 1955, "Toward a Freer System 

of International Payments”, p. 62,
(89) IMF, Articles of Agreement, op.cit., Art. VIII, seo.5, p. 16
(90) IMF, Ibid, Art. VIII, see. 4, pp.•16-17.



Each country faces the problem of making its wn currency fully 

convertible. But the establishment of general convertibility is cen

tered upon the currencies of the great trading countries, in the first 

place upon the U.S. dollar and the sterling, and secondarily upon 

the currencies of the other leading trading countries, such as the 

German nark and the Belgian franc. • If all currencies were fully con

vertible, there would be no trade and payments diecriminations for 

balance of payments purposes, since all currencies would be fully 

and equally convertible in any currency needed.

When the Fund was set up in 1944, provisions were made in its 

Articles of Agreement for the continuance during a postwar trans

itional period of invortibility and exchange restrictions: many 

countries at that time were -unable to accept the obligations of 

full convertibility, which is a major Fund's goal. (9l)

As indicated at the very beginning of this chapter, the restora

tion and the resumption of world trade have now practically been com

pleted} in the large trading countries of Western and Northern Europe 

industrial production early in 19% was about higher than im

mediately before the war. The expansion of production and the 

growth of world trade together with a largs volume of U,3. aid 

have resulted in a surplus in the over-all dollar accounts of the 

rest of the world with the United States. (92) Although notable 

progress toward convertibility has been made especially in 1955 

and 1954, many member countries have been slow in accepting the 

convertibility obligation of the Fund. (95) ’Convertibility” 

says i-ir. Rooth, the managing Director of the Fund, ’’will be attain

ed only when a number of countries abandon the protection given them
(91) United Nations -evisw? November 1954? ’Governors of the Fund

Explore the Road to Convertibility”, pp. 60-61.
(92) U.N., IMF, IBRD, Direction of International Trade, Jan. 1957.
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for the postwar transitional period". Why, he asked, did 47 members 

of the Fund's 57 ’waiters still avail themselves oi* the transitional (94) 

arrangements? ^e considered selfish reasons and "a proper conoern 

for th® risks involved" as the primary factors of their hesitation 

to abandon restrictions and make their curiencios convertible. (95)

CLily the members in the dollar area have made their currencies 

formally convertible in accordance with the Fund Agreement.(96)» But 

it is important to note tliat moat of the Western Suropean countries 

have gradually given their currencies transferability rights over a 

wide area. The sterling has been transferable for some time into 

currencies of all non-doliar countries, and the German Mark is also 

partly convertible. The Dutch guilder is somewhat lees transferable. 

Aleo, progress has been made toward reducing discrimination against 

dollar imports in almost all countries whose currencies are still in

convertible. Some countries e.g. Belgium and Luxembourg, France, 

and the Federal Republic of Germany have extended their lists of 

countries described ae being in the dollar area and with which settle

ments are made on a dollar basis. (97)

Indeed, in 1955 and ^he early part of 195^, progress toward 

an international system of freer trade and payments and convertibi

lity was probably greater than in 19p4. Through the Fund’s assured 

and effective support, a greater degree cf convertibility of its 

members' currencies may ba expected. (93)

(95) See footnote f- 96
(94) In 1954.
(95) United Haticne Review, November 1954, op.cit., p. 00
(96) fee-'. Annual Deport 1955. op.cit., pp. 1-11.
(27) IMF, Soventh ?u; 1 oport on Exchange Restrictions,op.clt.,pp 2,5.
(96) IMF, Annual Report i?56,~opcitp. 90.
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CCKCWSICNs

Th® Xntern&tional Enistary Fund Is able to record progress in 

freeing trad© and payments froa restrictions. The pace and character 

of th© liberalisation have changed from time to time, and there is 

great diversity among the measures taken by different countries.

Thie progress reflects in part the widening conviction that in the 

present and foreseeable circumstances the interests of countries 

are better served by coping with such external payments difficulties 

ae persist by using monetary and fiscal weapons rather than restric

tive practices. The authors of the Seventh Annual Report on Exchange 

Restrictions’ suansariae the Fund’s activity in regard to the field 

of removing fiscal, monetary and other exchange rates restrictions 

ae follows 3 (a) there is ai general determination to press forward 

with the removal of restrictions as member countries find their 

payments situation improving} (b) countries are increasingly anxious 

to avoid th® relntroduotion of restrictions} (c) some countries have 

simplified and others have begun to dismantle their exchange control 

system} (d) during th® past years, the rang® of transferability 

of certain currencies has been extended and the us© of these and 

existing transfer facilities has increased. At present, the exchange 

rates in free markets are very near to official parities} (e) the 

need for discrimimtmy restrictive practices has been reduced. A 

number of bilateral agreements have been modified to make them less 

discriminatory and more fiexiblej(f) there still exists however, a 

large body of restrictive practices, and (g) there has been a decline 

in th© use of multiple eurreooy practices. (99)

(99) Se®« Seventh Annual Report on Exchange Restrictions, op.cit.,pp.8-9



v. SSbb RU’UISM & mWATICS QH THE KH®.

The International Monetary Fund, especially active on the 

international monetary level as is evident in the preceding pages, 

in order to maximize the productive possibilities of our world 

economy, wad originally intended to prevent the economic dis

orders of the 1950’e. (100) Its provisions were formulated

mainly to avoid a repetition of the economic warfare of that 

period. How haa the Fund dealt with the problems with which 

it was designed to cope ? Did the monetary experts think the 

Bretton Woods provisions are effective enough to harmonize 

monetary exchange? What net; or previously unBuepected pro

blems does the Fund have to face, and how well equipped is it

to face them?

We should always remember that the authors of the Fund 

worked under the stress of a severe war reconstruction problem, 

and that the International Monetary Fund ie the first institu

tion with a truly international character. Let us look into

the matter now.

(100) See chapter i
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SACK TO THE "OLD" GOLD STANDARD, CR, A NATIONAL STANDARD ?

Both groups were represented at Bretton Woods, and wanted 

to retain their own sovereignty as much as possible. The first 

group prefers ty,e traditional gold standard with its autonaatic 

compensatory mechanism when the *rules of the game” are obeyed; 

the latter just opposes this theory of the "gold movements" which 

they call the "strait jacket of the gold standard", they want 

to get rid of these rules, especially for what the deflationary 

policies are concerned of a gold paying country.

The Articles of Agreement of the Fund envisaged the resto

ration of gold to its traditional position as the pre-eminent 

International medium of exchange and standard of value. (101)

But the conferees ware not willing to go the whole way in advo

cating the blind obaei’Vance of the "rules of the game" of the 

gold standard. They generally agreed that each member of the 

Fund should have a great amount of freedom in determining its 

internal' monetary policies. In ©fleet, they agreed that 

a member need only estab1is i a gold value for ite monetary unit

and provide for the redeem 

for international purposes 

gold market nor provide for

>ility of its money in gold solely

It need not maintain a free domestic

the internal redeemability of

credit money. Thus the manners of the Fund hope to get a wholly

adequate international gold standard mechanism in operation even

though internal monetary systems may be subject to little in the

way of gold standard rules, Prof. Dr. Raymond Kent of the

(101) IMF, Articles of Agreement, op.cit.,Art. IV,eec«l, pp. 4-5
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University of Notre Dame is of the opinion that*

They (i.e. the IMF) hope for this outcome, but they have not 
yet succeeded in bringing it about. Their lack of success 
up to date, however, has not been the result of any apparent 
defieciencies in their theory ae to how a modified interna
tional gold standard should work; rather, it has been the 
result of the vast difficulties encountered in trying to 
solvo postwar economic problems. (102)

Thue the Bretton Woods proposals do not mean a return to the 

gold etandard. The possibility of a change in the value of gold by 

all the member countries’ agreement, and the possibility to have the 

gold content changed of the member countries ’ currencies is defini

tely opposed to such a standard. Out gold still performs important 

functions, it serves as an international means of payment and stan

dard of value, and it ie the Fund’s reserve *par excellence1*.

Concluding, the proponents of the traditional gold standard 

forget that the gold standard actually has to be a "managed* etan

dard (105) and the proponents of a. "national* standard forget that 

any international monetary system required the acceptance of certain 

rules which in one way of the other limit economic sovereignty. (&) 

But it is interesting enough to note though, that even Mr. Aldrich 

the President of the Chase National Bank opposed the Bretton Woods 

proposals, and with the American 3ankerB Association favored a return 

to the old gold standard. (I05) Mf. White, the author of the White 

Plan (106) was rightly of the opinion that a return to the gold

(102) 3.Kent, Money and Banking, F.inehart & Co, New York, 19%, p. 
(lOJ) Macmillan Report, C omit tee on Finance end Industry, London,

1951, pp. 20-21
fl04) George N. Halm, International Monetary Cooperation, Chapel 

Hill, 1945, p. 5
(lO^) American Bankers Association, Practical International Financial 

Organization t hrough Amendments to Bretton Woods Proposals,
New York, 19^5•

(106) See chapter ii.
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standard would not work any more, and he concludest

The difference between stability and rigidity in exchange 
rates is the difference between strength and brittleness. 
It is the difference between orderly adjustment, if con
ditions warrant it, and eventual breakdown and painful 
adjustment... The Fund gives the assurance the world is 
asking forj it provides a method of obtaining orderly 
exchange adjustments if they are needed to correct a 
fundamental disequilibrium. (107)

THE HiCPOSALS ARE INTENDED FOR "THE LONG RUN" , A "KEY CURRENCY 
APPROACH" WOULD BE BETTER.

Especially Jon H. Williams, a prominent British critic on 

monetary problems, is of the opinion that the Fund, through the 

war reconstruction problem in 1$A4, will be used to finance long

term deficits. He argues that the Fund’s resources would be ex

hausted too rapidly, sothat a "Key Currency" approach would have 

been better. By this "Key Currency" system he means that all 

what is necessary to solve the international monetary problem 

1b to adjust all other national currencies to two or three basic 

currencies such as the U.S. dollar and the British pound, which 

would have to be stable. (108)

A basic objection to the "Key Currency" approach is naturally 

that by doing so, a multilateral payments exchange would never 

be obtained. Moreover, the International Bank for Reconstruction 

and Development was set up at the same time at Bretton Woods to 

make long-term credits possible to underdeveloped and war damaged 

countries, as has been noted in chapter ili. The Fund is specifi

cally limited to the monetary field, to providing financial assi

stance to cover temporary deficits in balances of payments. (10$)

(107) JW.White, The Monetary Fund, Some Criticisms Examined, Fo
reign Affairs, Jan. 19^5 , vol. 25, p.7

(108) J .H.Williams, Postwar Monetary Plans, New York 1$45, p. 2-28. 
(10$) IMF, Articles of Agreement, op.cit., Art.X3V,seo.l, p. 2$
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The Fund is not intended to provide funds ”for relief or reconstruc

tion or to deal with international indebtedness arising out of the 

war.” (110)

A ticklish problem had to be faced though by the Fund when it 

began operations in 1947, as already discussed extensively in pre

vious chapters. As ths Fund stated in its Annual Report for 1948, 

it
was running the risk that some of its resources might be 
used for other than temporary assistance... It was thought 
desirable to assume this risk in order that the Fund might 
make a contribution to the maintainance of national eco
nomies and of exchange stability during the transitional 
period. (Ill)

As noted previously, the Fund enoouraged its members whioh 

were receiving financial help from the Marshall Plan to discontinue 

making excessive use of the Fund’s resources. From the discussions 

of the Fund’s assets and operations in previous chapters, we may 

conclude that presently at least, there is no fear that its resources 

will be exhausted or misused for long-term purposes.

HKATIVE INFLUENCES OF NATIONALISM.

Governments may solemny swear that they will cooperate inter

nationally, such declarations do not always guarantee that they will 

do so in crucial cases. As was ths case in 1948, France openly de

fied the Fundt it proposed a discriminatory multiple currency sy

stem, arguing that it was basing its action on the Fund’s transition 

period provisions. The Fund objected for a number of reasons, but 

France went ahead and used its scheme for a year. (112) In this case 

particularly the Fund has successfully fought the battle of nation

alistic actions| but the future has to show us in how far the Fund is 

well enough equipped to fight similar such actions.

(11$ See footnote # 109
(lll)lMF, Report (Annual) for 1948,Washington D.C.,1948, p. 7
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CONFLICTING NATIONAL POLICIES AND STABLE EXCHANGE RATES.

F. D. Graham, an International Finance professor, has suggested 

that the Fluid ought to be either liquidated or radically changed be

cause of its stress upon relative exchange rate stability in a 

world of conflicting national policies. Since practically speaking 

national policies are not in fact Coordinated, it is suggested by 

these crities that exchange rates should be allowed to fluctuate 

freely also. They argue that the Fund suffers froa excessive atten

tion to problems of exchange depreciation, and that it is impotent 

to deal with problems of currency overvaluation. (115)

There is some merit to this problems one searches in vain for 

provisions under which the Fund may require members to undertake 

steps to correct balance of payments difficulties, its Articles 

of Agreement only state repeatedly that "the member shall propose 

change in its par value to the Fund.” Officially, the Fund cannot 

make such encouragement" cn its ora initiative. (114) About all 

the Fuad can do in such cases is to deny the use of its resources 

to members persisting in clearly objectionable domestic policies.(115)

In this respect, we have seen formerly that the standard Fund 

reply seems to be that exchange stability does not mean ruts rigid

ity, but that both actions con be token within certain limits# which 

in most cases guarantee a smooth functioning monetary mechanism. But 

there is undoubtedly a clear-cut distinction between (a) a system 

(112) See chapter iv.
(115) F.D. Graham, The Pause and Cure of Dollar Shortage, Essays in

International Finance, Princeton University Press, 1$?49, pp. 5-10
(llA) IMF, Articles of Agreement, op.cit.,Art.IV, pn. A-J.
(115) IMF, Ibid., Art. IV, sec. 6, p. 6,
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of relative stable exchange rates ineluding a really effective 

agreement under which members pursue common or harmonious domestic 

policies or objectives and (b) a system of inconsistent domestic 

policies coupled with variable exchange rates. The former would 

involvedchanging the Fund’s Agreement in order to reduce national 

sovereignty in this domain! the latter would seem to involve a 

complete abandonment of the Fund or at least a rewriting of its 

Articles of Agreement. (116)

THE PROBLEM OF MULTIPLE EXCHANGE RATES.

I have brought out in chapter iv that over one-third of the

member nations have multiple rate systems, that is, systems of two 

or more exchange rates among categories of transactions as well 

as among different currencies. The question is whether or not the 

Fund has vigorously enough opposed multiple rates; because of the 

Fund’s limited powers to interfere with the sovereignty of its 

member nations in determining their domestic monetary policy, it 

certainly hss had a difficult job. As discussed before, the strong 

eet reason for the use of such a system is that it enables a nation 

to discourage unessential imports, which are paid, for at exchange 

ratee higher than the official rate. Cn the other hand, a stricter 

licensing of foreign exchange could accomplish the came purpose, 

without multiple rates; as to the choice between multiple rates 

and alternatives meh as import quotas, it would be best to have 

the Fund stamp out a practice such as that of temporary multiple 

rates as it is the Fund’s occasional policy now, which alltogetber 

is contrary to the terms of the Articles of Agreement. Let non

monetary restrictions be eliminated by trade agreements.

(116) Stephen Enke and Virgil Salera, International Economics, 
Prentice Hall, Inc., Kew York, 1955, p. 58^.
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ATTACKING DISOWBKLT OROBS RATES.

I bar© discussed this topic in ciiapter iv on the Fund’® accoa- 

pliehsasota, and indicated that for several reasons, aueh ae dollar 

shortage, many countries have found it expedient to adopt one hosae- 

currenoy price for the dollar and a lower home-currency price for 

soft currencies. I quoted France in 1948 as an example.

The Fund has successfully fought oases of disorderly cross 

rates. Its executive directors have argued that such rates tend to 

multiply the uumber of restrictions and trade controls imposed by 

nations to counteract currency discount. (117) The Fund has, on 

several occasions, showed that the multiplication of restrictions 

tends to delay the restoration of trade on a multilateral basis? 

it has further more enoouraged currency depreciation in countries 

whose currency could be purchased at a discount in other markets. 

(115) The Ftuid should be praised also for ita emphasis on non- 

discriainatory, multilateral trade, and its short term financial 

assistance to its members which have temporary deficits in their 

balance cf payments. Never before have the nations been able to 

count on such short-term assistance in advance, with full know

ledge of the terms on which it will be available. This ha® cer

tainly helped a great deal toward a closer and more stable inter

national financial end monetary system as we know it today.

A DOAL SYSTEM ?
Williams has also argued that a 8dual8 system might develop 

from the Bretton Woods provisions. This means that a part of the

(117) See chapter iv.
(118) Ibid.
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international payments exchange would take place via th© Fund, 

another part could possibly just ae well function outside the Fund.

In other words, the Fund would eventually be used only to obtain

scarce currencies. (119)

The Fund Agreement contains several provisions formulating its 

policy concerning scarce puirencies. If in the course of itB ope

ration, the Fund discovers that the demand of members of members 

for a particular currency is draining its supply to a dangerous 

degree, it may take several steps to remedy the situationi the 

Fuad may borrow or buy currency from the member whose currency is 

becoming scarce, it may notify its members formally that the parti

cular currency has become scarce and proceed to ration its dwindling 

supply 8with due regard to the relative need of members, the ge

neral international economic situation and any other pertinent 

considerations.8 Stephen Enke and Virgil Salera in their recently 

published International Economics, compare the scarce currency clause 

of the Fund to the provisions in the International Trade Organization 

charter regarding th© same problem; they recognize the superiority 

of the Fund’s approach to this problem in these wordsi

The Fund permits and regularizes exchange control discri
mination against a country cUrrenoyis'generally scarcej
the IT0,vin>contrast, permits discrimination (via import
quotas) whenever a particular nation’s balance of payment 
is in a weak condition. Under the Fund, faulty domestic 
policies in one nation, when they lead to excessive im
ports, at worst predispose the nation to favor currency 
overvaluation; and a single nation cannot create conditions 
that will enable it to introduce discriminatory and re
strictive measures destructive of world trade, as it can 
under the ITO charter. (120)

(119) J.H.Willlaae, Postwar Monetary Plans, op.cit., p. 10
020) Stephen Sake and Virgil Salera, International Economics,op.cit.,

p. 595.
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Of course, the practice in the future will have to prove in 

how far the Fund has succeeded in working ae a "general* interna

tional monetary exchange inatitutien. From its 15 years activities 

so far, we are safe to conclude that it has succeeded to a great 

extent to attract its member states eadfeh as to prevent a dual 

system.

oomujsicwi

Our evaluation of the Fund indicated that this institution 

probably overstressea relative exchange stability in a world of 

uncoordinated national economic policies. Such a policy probably 

puts a premium on the overvaluation of exchange rates. On the 

other hand, freely fluctuating rates are not a way out of the 

problem.

The Fund’s resources are also supposed to be used to cover 

temporary deficits in balance of payments, but the operations to 

date suggest that we may need a new definition of "temporary*.

Relative exchange rate stability and the quasi-long term use 

of Fund resources further suggest that the Fund’s focus is inappro

priate in a world of rigorous exchange exchange controls. That 

is, there is not likely to be a serious threat of competitive 

exchange depreciation when everybody has strong exchange controls. 

There have also been criticisms of the Beamingly indefinite length 

of the transition period ae well as of the widespread use of mul

tiple exchange rates. Finally, there are the undemocratic plural 

voting arrangements. (121)

A, definite monetary standard is not followed in the Bretton

(121)" Two major netione(the United States and the United Kingdom) 
actually take the lead in the Fund.
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Woods proposals. The Fund cannot determine a specific monetary 

policy for ite members* it ie actually standardless,tkid has often 

been considered as one of the major inefficiencies of the Fund.

The Fund has tot

promote international monetary cooperation (122)j

and each member has tot

collaborate with the Fund to promote exchange stability, 
to maintain orderly exchange arrangements with other members 
and to avoid competitive exchange alterations. (125)

And that is the extent of its authority. All its members are sove

reign in determining their own monetary policies. Although gold is 

used for several purposes in the Fund, the Bretton Wood proposals 

by no means mean a return to the traditional gold standard. Gold 

ie still used as an international means of payment, but in practice 

the U.S. dollar may be considered as the Fund’s '’standard'1 (124)

In one word* Beetton Woods lacks a specific standard. Balm, author 

of International Monetary Cooperation writes *

But it does not solve the question concerning general po
licies of world credit oontrol, the measures to implement 
such policies and the applications of these measures deci
ded upon by the Fund, to the domestic policies of member 
countries. (125)

Graham, another monetary expert says that the proposals

would set up a whobbly system of fixed rates maintained 
until collapse is imminent without any provision for the 
adoption of the internationally unified price level policy 
under which alone, fixed exchange rates can make sense.(120)

(122) IMF, Articles of Agreement, op.cit., Art. 1, aec. 1
(125) IMF, Ibid, Art. IV, sec. 4(a)
(124) IMF, Ibid, Ait. 17, see. 1 (a)
(125) G.N.Halm, International Monetary Cooperation,op.cit., pp. 108-9
(126) F.D. Graham, Fundamentals of faternaiional Monetary Polioy, 

Princeton 1945, p. 10.
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I have also indicated that the dangers af s "dual" system 

are not likely to appear in the near future, if at all.

. Concluding, with the International Monetary Fund, a real 

and significant start has been made in the difficult task of 

working toward an internationally cooperative approach to mo

netary problems. The bare fact that the machinery of the 

Fund is in operation is in itself a great achievement. Never 

before in history have so many nations possessed the assurance 

of monetary aid and cooperation as today with the Fund.



EKEKAL CCWinSICU

The representatives of forty-four nations at the Bretton 

Woods International Conference in 1944 agreed upon the Interna

tional Monetary Fund as a device that they thought would enable 

th© world to cope with the complicated technical problems involved 

in international financial and monetary relationships.

The purposes of the Fund ere» (1) to promote international 

monetary cooperation and consultation; (2) to facilitate the balanced 

growth of international trade; (5) to avoid competitive currency 

depreciation; (4) to assist in the re-eatablishment of a multi

lateral system of payments on current account transactions and (5) 

to provide resources that members can use to tide them over brief 

periods of maladjustments in their balances of payments. An 

elaborate machinery, consisting of monetary quotas, controls over 

capital, rules governing the adjustment of exchange rates and the 

treatment of scarce currencies, and voting procedures, is esta

blished to help the members as a grov.p realize the purposes of 

the Fund.

It is a hind of international financial pool, with a member

ship of 60 nations by now. Each nation contributes a certain 

quota to this pool, part of it in gold, part of it in the nation’s 

am currency. The quotas vary in size from § 2.75 billion for the
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United States to 4 500,000 for Panama.

Present resources of the Fund some to slightly more than $ 8 

billion. Of this total, about 6.6 billion ie in local currencies,

» about 1.7 billion in gold and 175 million is invested in U.S. trea-

sury bills. The Fund achieves its chief purpose of helping member 

nations maintain stable currencies and assisting them when they 

have financial difficulties in dealing with other nations, by giv

ing each member nation the opportunity to purchase from the Fund, 

foreign currencies of which it is short. It also acts as a canter 

for the collection and exchange of information among member nations 

on monetary and financial problems. In general, the Fund’s purpose 

is to promote unhampered exchange of goods and currencies among

nations.

The highest authority in the Fund is a Board of Governors, 

which consists of one Governor and one alternate appointed by 

eaoh member nation. An executive board of 16 directors, chosen 

by the member nations, handles all matters except the most im

portant ones, which come before the Board of Governors.

The Fund 1b authorized to use its resources to help members 

to meet temporary payment difficulties. Without help from the Fund 

some members would probably have felt obliged to ressrt to more 

stringent restrictions and discriminations. The availability of 

Fund resources should encourage members to rely more on financial 

and monetary policy and less on diredt controls as instruments for 

maintaining domestic and international equilibrium, and also as their 

payments position improves, members should relax further their 

restrictions and discriminations.

Total Fund transactions now exceed $ 1.2 billion. Because the



0

Fond is, in effect, & reserve institution, the voluxae of transactions 

must be expected to vary considerably from year to year. In 1947 

and 1948, the Fund sold f 6T5 million of currencies to its members. 

During the dritical period before the Marshall aid program, the Fund 

edopted a bold policy for helping its members. From 1949 to 195^ 

however, many of the larger members were receiving generous aid 

from the United States and were therefore advised to avoid drawing 

on the Fund. In 1952 and 1955, the number of drawings increased.

More recently, the payments position of many members has strengthened 

and repayments to the Fund have exceeded new drawings.

In all, close to 30 members have purchased foreign exchange 

from the Fund, some on two or more occasions. The list includes 

Turkey and 9 other countries in Europe, 6 in latin America, 5 3n 

Asia, 3 in Africa, and Australia. Of the total credit extended by 

the Fund, more than two-thirds has already been repaid, either 

directly or through drawings by other countries of the currency 

of a borrowing country. Most of the Fund’s transactions, about 

85 % of them, have been in U.S. dollars, but members have also 

&rawn on sterling, Belgian francs and German marks. Members using 

the Fund resources know that they are expected to repay the Fund 

within three years with, as a genex-al rule, an outside limit of 

five year8. A system of stand-by arrangements has also been in

stituted undei which members can agree in advance with the Fund 

for drawings of a specified amount during a limited period.

During ite past 13 years of activity, the Fund has helped
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restoring international balance , helped its members establishing

the convertibility of their currencies and liberalized in many 

countries currency discriminations in their import policies,

It has greatly helped in restoring order in exchange relations and 

assisting in the establishment of a multilateral system of payments. 

Nevertheless, the Fund has often been called inadequate by many 

critics, since by its Articles of Agreement It is limited as a 

strictly ‘'advisory" international institution, it has no power 

to impose its decisions on its member countries, which retain 

all sovereignty in determining their individual domestic mone

tary policies.

All aspects considered, the Fund's advantages seem to out

weigh its disadvantages. It is a going organization? its Ar

ticles of Agreement can be amended. Moreover, many of its 

apperent weaknesses can be overcome by a true spirit of cooperation 

among its member nations.

s
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