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Chapter 31

wawAfttm tos tktSRKATIOHAL VALUE G? HOMEY (Continued)

The Baleen d* etre of Internation Monetary 
co-operation*. l. «ri-.—Tt —T* I " ' '“*'

The experience under international gold standard and flexible 

exchanges clearly demonstrates that domestic economic stability 
of each country is the prerequisite for a progra©ge of secwing 
international stability* The factors which are responsible for 
bringing about fluctuations in domestic incomes automatically affect 
the sum total of world income* For, a country’s national income is 

ultimately the part of the total world income. Assuming an open 
economy and free international exchange of goods, the national 
income of a country is supported by home expenditure and foreign 
expenditure on domestic goods (i.e. export earnings}* If there 3s 
a fall in either of these two types of expenditure^the national 

income is bound to record a fall* The fall in the national income 
adversely influences the domestic expenditure on foreign goods* Thus 
the fluctuations in income and expenditure in one country communicate 
themselves to other countries* The classical tnoory o.t gold standard 

studied the problem from the point of view of only y*iO adjustment 
of the balance of payments while the other end more important 
aspect vis* that of the International transmission of economic 
fluctuations was hot given any serious attention. But under the 
income and expenditure approach the adjustment problem and that 
of the propagation of business cycle appear merely as two aspects

of the same dynamic process of income change*l
In this sense the national and international objective Go.

3* 9 £1* 0.Kurske ’Domestic and International Equilibrium* Hew Economics 
Dd.3,E.Harris p*266.
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monetary management is the same vis •, that of maintaining a high 
level of national income and employment in each country so that the 
sum total of these national incomes - the world income- may bo 
the highest* The national economic objective of monetary policy 
is , therefore* not essentially rival but complementary to the 
international objectives too* The nations of the world can best 
achieve these twin ends by cooperation based on proper'&steBQ 
integration of national and foreign economic policies* Such a • 
basis of economic cooperation among nations fundamentally differs 
from the monetary policy of the gold standard and the iater-war 
attempts at equilibrating the balance of payments* In a way* even 
the gold standard system was intended to be worked out by coopsrat.i 
•on which was, of course, voluntary* The deflationary policy in the 
atergsrcraft; deficit country was to be reciprocated by inflationary 
rabnetary policy in the surplus country* Put even this theoretical 
Cooperation of the gold standard was directed towards balancang 
the balance of payments as its objective and not towards increasing 
and stabilising employment and income* The interwar period is 
fraught with beggar "my-ne±gjrtbour policies which were undertaken 
to raise domestic income and employment by means of a surplus in 
the balance of payments# Such polities are hardly successful for 
providing a permanent or long-term solution* Again* even if such 
devices are successful for any one country* the total world employ
ment as a whole casTnot be favourably affected by them*

The two systems*, name ly those of the gold standard and 
flexible exchanges>represent two extremes, one in the direction 
of extreme monetary internationalism and the other in that of 
monetary sovereignty*- while the inter-war experience demonstrates 
that national policies which are mM heedless of international 

■ ropurcussions are doomed to eventual failure)the gold standard
system* despite its extreme rigidity, indicates that no interna-

' tionol



monetary system oan be worked successfully unless nations of the 
world arc willing to fol&ow certain rules -■ even if those are 
occasionally inopportune#!

^he Hew approach - The International. Monetary Fund#

‘The post-war approach towards international monetary problems 
is one characterised by cooptation to be achieved through a 
permanent institution# This institution, provides the mehinery for 
consultation and'collaboration on international monetary problems# 
The Int or nat ional Monetary Fund 5 the xnst itut ion raisscl xor oh is 
purpose ,■ aims at promoting world trade through exchange stability 
and establishment of multilateral payments system* All foreign 
transactions which hamper the realisation of these objectives are 
to-be eliminated* the Fund aims at enabling its members to correct

i

maladjustments In their balance of payments without resorting to
r * wmeasures destructive of national or international prosper ity*2
The new approach is essentially based on international

liquidity* Generally, liquidity in terms of international means of
payments depends in the case of any One country upon the balance
of savnloots of that country* If it is able to maintain a surplus

sfbalance of payment s^sst sojantsgss for a series of years, it would 
be. able to build up good international monetary reserves which 
would enable that country to tide over temporary difficulties on 
international payments account* But for the world as a whole the 
liquidity will not rise# For, increase in the liquidity of the 
surplus country brings about a corresponding fall in the liquidity 

of the deficit country*
i# ifci w w m*#n> «■-*«»)— —»

1*- G.Malm »1nternational Monetary Cooperation’ X945*P*39t 
2, Articles of Agreement *> the 1,1’UF• Art#!#



A small amount of international money, will servo tho purpose 

of providing liquidity to all the countries, if it is equitably 

distributed - among the nations of the world and again if fche 

fluctuations in the balance of payments are short-lived and of a 

small magnitudee In such a case,all the countries of the world will 

be. able to meet the deficits in their balances of payments without 

resorting to deflationary expedients. But it is not possible to 

realise such a situation clue to the differences in the degree of 

dependence of various countries on foreign trade. Their needs for' , 

international liquidity are varying in terms of both amount and tamo. 

Under the system of gold standard and under freely 

exchanges additional liquidity to the form of foreign short-term, 
funds was obtained by the countries falling short of their require

ments by the time-honoured instruments of the rate of interest and 

exchange depreciation. Those foreign balances were only futo-weaiiier 

' friends an! could not be relied upon under all etoemstancosi 

Moreover, the cost that was to be paid for acquiring foreton exchange

fey means of these instruments was comparatively

heavier, for the country concerned had to- pay either more m terms 
of interest paymentsjor to the alterative.) a larger amount of 

domestic money for tile same amount of foreign excuange« The new 

approach of providing, additional means of international payments is, 

to a largo extent, superior to and a distinct developement upon the

past methods.
According to the new system,a country con purchase ircm the 

International Monetary Fund foreign exchange at a fixed rate to moot 

her owrmt, balance of payments difficulties.! Bn account of this 
external source of obtaining means of payments,the country concerned

1, 35k Articles of Agreement, the I#E.F*.*Art<»5 seeJ0»



*1X1 not be constrained to adopt' deflationary measures or to devaluew
her currency*

Such an arrangeaant#no doubt,can have only temporary 
significance and can allow only a breathing space* In the long run 

no country can leave beyond its capacity to earn foreign exchange* 
During the time-margin provided by the Fund's resources, the deficit 

country shall have to increase its productive efficiency so that 

its cost of production is kept strictly in steps with the correspo

nding costs in other countries*1
Despite this the efficiency cost of productxsn would diihor 

from country to country due to a number of factors ouch as 

organisation of production^ trade union movements, cost of transport 
etc» These differences shall have to bo corrected by moans of 

adjustment of ths rates of exchange* The Fund Agreement clearly rec 

cognises the need for exchange rate adjustment. This is a distinct 
advance over the rigidity of exchange rate under the gold standard

system. Exchange flexibility provided to the Fund agreement is 
controlled flexibility which is to be supervised by the Fund, ho 
member country can alter the rate of exchange when such a policy 

is calculated to affect adversely the payments position of other 
countries* This to because an exchange rate has always a bilateral 

relationship. The new device of international monetary cooperation,

therefore, provides for the change of par values of currencies to 
correct only 'fundamental disequilibrium' i.e* a disequilibrium

which is not the result of temporary causes but of those that are 
peculiar to the country concerned and are toe o ~V“.W-gible by other 

means,2
The foreign exchange rates were much distorted and strained

O& «

J.K.Itovres toQpeecb in the House of lords' May 18,1 
now Economics 35*363* .
Articles of Agreement Mrb*t Sec.5*

943 d to
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by dis equllibrating capital movements during the inter-war period* 

If such movements are not strictly controllo&jthey would thwart 

any attempt at international monetary stabilisation* Under the 

postwar system disequilibratiftg type of capital transfers are 

to be controlled by the members of the Fund without any prejudice 

to the- Fund Agreement, Such controls § however 9 can be exercised in 

a manner which will not restrict or delay payments for current)-: 
transactions*1 The ITund Agreement gives further latitude to 

£ scenber country to regulate by direct controls the trade with a 

' country whoso currency has been declared scarce. rAn attempt at
'~o

exchange control in such a situation will not be deemed discriaina- 

ting. Again* in the transitional period a somber country is allowed' 

to exorcise restrict ions on payments and brausxers ai*.tsxng- out of 

oven cum1 out international transact ions. Z
Thus t the new approach towards the management of interna- 

tional value of money attempts at avoiding the drawbacks of the 

proirlous Syoteras^bleadSvi" together thair asoful fe&utres# Z% xo 

based on the clear recognition of the interdependence oi national 

and international stability* no matter if the degree of intor-m _ 

-dependence. is not the same for all the countries*

Under- the Row System:

The working of the new oyotcra is based on the creation of 

international liquidity for a country which is threatened with a 

deficit in her balance of payments, Such a doxxcit may oris© due 

to a fall in income and employment abroad-and due to which the 

exports of the country {which may be called A for the salt© of 

convenience) may fall. The deflation of the income and employment
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abroad travels through the balance of payments deficits to country 
A which upti.ll now had nothing to fear in this respect, country A, 
therefore} should try"to prop up falling income and employment by 
compensatory domestic expenditure to fill up the gap creat.ee by 
the balance of payments deficit, But such a compensatory spending 
policy will enhance the deficit in the balance of payments. Country 
A ^therefore ^t/ould Obtain necessary means, of IntsnEi..Loncil payments 
for the excess of imports {supposing that it has no international 
monetary reserves with it to fall Upon) at & fixed rate of exchange 

from the Fund,
This is the case of temporary disequilibrium. The surplus 

country in the meantime* it is presumed, will recoup either auto 
-saatlcally by the expansion of her export trade or by compensatory 
fiscal measures or both. As soon as the surplus country has restored 
income and employment fully the deficit country will no- longer 
find difficulties for her exports. It is said in this sense that 
the Fund Agreement envisages a two way adjustment process»1 
Despite thatf the nm system~ imposes greater responsibility on the 
debtor country. This is because to compensate for the fall in 
employment in the surplus country, compensatory spending initially 
has to be undertaken by the debtor country. The policy of making 
available from the Fund the means of foreign payments to the debtor 
country makes the sty’plus country unduly reliant on exports* If 
at a particular time conditions of full employment are prevailing 
in all the countries except one. the falling of incomes and 
employments in the latter can be ascribed to purely domestic causes. 
In such a case the attempt at stopping the- disequilibrium from 
becoming international by means of compensatory fiscal policy should

■% n** H.Henson, ’Americans Role in the World Economy* London 1945 
pp.Cl»d2.



start (±n the first -instance, in the surplus country rather than 
in the deficit country. The policy of compensatory spending in the 
deficit country would distort the trade pattern of -feat country* 
for, it shall have to create specially a domestic market for the 
goods formerly meant for export markets* This would involve Hue 
unnecessary changes in toe xnd us tr mi s tract or q of the country*
Again* deficit country which was originally a full employment 
country would bo obliged to undertake unnecessary borrowings fx osi 
the Fund for no fault of Its own but due to the failure ox other 
countries to maintain full employment * Moanwhilo, the surplus 
country would have gathered a good amount of international reserves 
at its disposal which would supply it with a good prop to support 
domestic employment by domestic expenditure in case of decline 
of employment elsewhere without the obligation of borrowing from the 
Fund* The obligation on the surplus countries to take some positive 
action to raise income and employment comes later in the system 
Of the Fund* The surplus country would be faced with difficulties 
only when the Fund declares its currency scarce and empowers other 
members to Impose restrictions on the trade with the surplus 

country*1
The new system based on international liquidity cannot oxfer 

a workable solution whore recovery is prolonged or depression 
overtakes more than one or two countries at a time* Again,tho 
scheme presupposes that depression will appear regularly and in 
rotation in all the member countries so that os.cn one ox the meoibos. 
will have a chance to pay up the debts from the i‘und®

It is true that, as tho surp3.ua country progresses towards 
full employmentj exports of the deficit country would increase and. 
its deficits would disappear* But restoration of full employment

Xi Articles of Agreement , Art *7*



in the surplus country only removes the need for further borrowing 
from the Fund on the part of deficit country. In order that it may 
be able to my up its debt to the Fund* not only that the deficit 
should he wiped off, but a surplus should be created subsequently* 
A surplus in the balance of payments of the borrowing country is 
tossible if the other country^domestic compensatory expenditure 
even after full employment lias been obtained* The inflationary rise
in prices thus brought about in the other country would enable the 
borrowing country to enhance her exports to the extent of securing 
a surplus. But the other country can hardly be expected to undertake 
ouch an inflationary policy in ordinary circumstances. Undos* those . 
circumstances* full employment countries would be obliged to deflate 
if they do not want to burden themselves with accumulating inter—
national debts on current account*!

T£ the full employment countries are to be given any chance
to repay their debts,the surplus country must base Its full 
employment policy more on domestic expenditure rather than on 
exports. And in so doing, as soon as full employment io reached, it 
should gradually reduce exports and increase domestic expenditure 
in order to support full employment at home. The new scheme fails
to integrate properly the role of domestic expenditure tjxbh that 
of exports in raising and supporting employment* All countries 
should in the first instance try to maintain, full employment by

means of sufficient domestic expenditure.
The policy of helping a full employment country by means 

of placing at its disposal the means of international payments when 
it suffers a deficit due to recession abroad would, bo 01 doubtful
cuedess^ 1 S^ch an arrangement would drive tho domestic and 
world economy from one state of disequilibrium to the other rather
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than ^y-est or-&u: equilibrium as such.

Fundamental Disequilibrium & its Determinants.

It may be that oven after securing full employment to all 
the countries, deficit to the balance of payments of any one or 
more countries may persist» This may be due to certain peculiar 

conditions to the countries coneornod and not due to any cyclical 

fluctuations abroad. Such deficits are largely explained by the 

disparities to the levels of is cost of production to

various countries* This is the case of fundamental disequilibrium* 

The Fund Agreement provides for removing ouch a disequilibrium by 

allowing the member countries to adjust the asternal value of their 
currencies to the do facto internal value resulting from domestic

policies «&1
Tv?o questions arise pertinently to this respect* Firstly* 

as to what conditions should be necessary on. the basis of which it
cist> Zt&ftc'd/'AZs}

can beAthat a country is suffering from fundamental disequilibrium* 

And secondly* there is the question whether the remedy envisaged to 
the Fund Agreement trill be an efficacious one to moot the situation#

The new international monetary system tries to secure both 

toternational and internal equilibrium by the maintenance of high 

levels of employment and real income in all the countries* This 
objective will rule out to^large extent the existence of Internationa] 
disequilibrium. Despite that* if a disequiliriura in the balance 
of payments of a country persists* the Fund %rould bo called upon to 

decide whether it is due to internal or tofcernattonal factors. The 
Fund Agreement on this asooct does not guide no as to that should 
ho the criterion oaAwh$ch a1 disequilibrium should bo called 
fundamental. One of the purposes of the Fuad as stated in Article

ono of the Fund Agreement is »ta shorten the duration and lessen the 
degree of disequilibrium to, the international balances of payments15.

&-Viteenes**.!?** P' %%



From this It may be calculated that the dioequilxoraum,which persisu© 
for a very long time, would 'be sore than a more cyclical disequilib- 

rlis* For this9 the Fund,in the first instance* shall have to look 
round whether there is unemployment prevailing elsewhere* If 

there is no unemployment elsewhere and despite that there is a 

deficit in the balance of payments of any one country, such a dis
equilibrium should bo characterised as fundamental*

Thin is the balance of payments criterion* %ainst this» 
there is one serious objection* It may be than there may not be any 

deficit in the balance of payments of a country and yet there may 
■ bo tho case of overvaluation of national currency* this situation 

is illustrated by British balance of payments in the wears 192fr*30. 
there was little sign of disequilibrium in tho British balance of 

payments and the Bank of England*® &>M reserves remained practica
lly constant during those 6 years*1 But this payments position 

in Britain was maintained l>y a contraction ■ of total domestic income 
ejkS demand. The overvalued pound was reflected not in 'die deficit 

in the balance of payments but in a serious deflationary props or o 
upon prices and wagon. Differences 2n the smwfes efficiency.- 

costs of production were reflected not in the balance of payments - 
but in the levels of income and employment. It is, therefore, argued

ttet *U» asMTWtotaB the ***
balance of payments position along with absence of-any degree of 

unemployment at home,or ^employment at hate at least not more 
than that in other countries should be taken into consideration*2 

The comparison of relative levels of employmenthowever* 
under the new system is out of plo.ee* For., full .employment*, and 

not the balance of payments,has been already accepted as the. 
objective of both the national and international policies* A country 
should not ) thereforeftry to secure an equilibrium in ita balance of

h. International•Currency Experience op.12.S~2o*
?* A*H*Hansen »A note on Fundamental Disoqullai»c*wu' * t<£flriea*s Hole in the World bconony Op*Ca.t. ,p*lo/



payments by creating unemployment at home. For, such a policy, even 
i£ it Hay be successful to remove deficits initially* is calculated 
to export unemployment to other countries* 4 country should try to 
raise employment despite the rising deficits in its balance of 
payments» Such a course would be exactly 2x1 keeping vita uh© Fund * 0 
objectives. If in so doing the deficits may grot;, the situation ■ 
will be one of fundamental disequilibrium and to rectify which, 
the country concerned should be allowed to devalue.

During the period 1925**319 the overvaluation ce pound
sterling wao reflected in the domestic unemployment rather than 
in h deficit balance of payments because England was not in a 
position to pursue. expansionary policies,* Her international 
aonetsry reserves were meagre in compariLSon wiuh her i3xibilats.es« 
L lowering of the rat© of interest might have led jmmediatQly to 
an outflow of foreign short•torm funds and a corresponding loss ox

gold.l
Under the system of the Fund the capital movements of 

especially the disaquilibmtu^ type are to be ruled out for f an 
individual country can impose necessary restriction on such' move
ments* Again* the Furr! places at the disposal of -the country faced
with deficits additional 5uter-natIona 1 liquid resources. ,111 the 
tVx?vt,fc^ Vrod-C-^v%-^e VCM'*-'p-^y
context of the Fund Agreement^the existence of fundamental
disequilibrium Is hotter suited# It is further claimed for this
criterion that it supplies objective unambiguous8 and observable
test of a fundamental die equilibrium #.

T^o balance of payments criterion , however, .should'not
rul© out altogether the presence of any degree of unemployment * 3n
a country xdiere the compensatory policies of the govornmont are
not successful duo to certain structural, dratfoachs# uneoplo^cnt
cannot be removed wholesale# Such policies9 anstead of increasing
lTiaSSr“lursko. Conditions ofinternat iomi Monotary EquiXitrinn 

’in ’Readings in the theory of International Trade’ 0p.C±b-.p.l2«



employ/'stmts begin to exert an inflationary pressure on domestic

prices* :
In the ease' of such countries s it will not be Impropriate

to allow depreciation which weld go a Ions way to relieve tho 

employment position especially in the contest of full eQployme&fc

conditions, in other countries.
Is this resreet ^objective unambiguous and observable test*

shall
•1111 not be at once available, the Fiind/hav© to be very much, 

Watchful as to the rations- .1 and international economic s.it wations ,

Devaluation under the Fund Agrodasont,

Th© recommendation of d ova 3,tint ion and or the i?und Agreement 
as a measure for correcting fundamental disequilibrium. is based on 

the classical theary of ,tries concessions. However $ In the new 

international monetary atmosphere* -the policy my be expected to 

yield good results, Theoreticallys the policy can be expected to 

make ©sports of the devaluing country more attractive for, the 
general level of income and , theraf ©re9. the consumption standards 
will foe higher in the- inportlng countries in view of the general 

objective of tho Fund to help full employment 5n all countries..
The remedy that in prescribed for correcting the fundamental 

disequilibriiti, naaelvi devaluation, in based on much sisipHMed 

assumptions like those of tho classical theory. In tn.o xaxst places 
it is assumed that tho equilibrium achieved between She international 

prices and domestic costs by means of devaluation would be permanent 
or would last for a long time to coeao* This assumption can hardly 

be fulfilled}, for., changes in the efficiency costs of production 
will be talcing place constantly which will distort the old parity 

secured by means of d ova XuatIon *, in the"case of a country which 
io not able to conserve tho advantages of devaluation* there would 

not bo available any other means efecopb a further resort to



devaluation* Such a policy is likely to give rise to unnecessary 
speedation;which will adversely toil upon the oncosto and employ**' 

nont pattern of the country concerned* The disparities in the 

efficiency/, costs of product ion are likely to be recurrent for, they 

are the eonsoquenee of changes in domestic as well as foroign 

Investment and eonsueytion outlay* The investment capacities of 

various countries cannot bo,the cane. In practice there enxats 
a wide disparity in them*. The best illustration of this is jsroyided 

by the present position of the tJ«S* vis-a-vis other couhtrxe$*
Hugecapital outlays of the t>S* can outdo any-other country in 

tonus of productive efficiency within a very brief period and it 

is Impossible for ’ any other country**© compete with high technical 
superiority of the 1T*8*1 The Gonoecmenco of ouch huge capital 

outlays every year can bo .nothing but larger quantities of roahufa- 

stored goods* Such a surplus country will always he looking eargorly 
to other oountrios for markets* iPad if other countrios are not 

able to absorb American export^ th&y will b® blamed for forcing 

depression on the tl»S*
What.Ss really required in that the responsibility of

consuming the goods should,full primarily on the producer country
r<w«a»rig Itself* I*&irafc0nam© of domestic employment should bo the
function of domestic expenditure* If, instead of increasing domestic

expenditure as productivity rises, the surplus country trios to
keen up full employment by an export surplus, it pursues a sort of

beggar-my-neighboirr policy*?, iSimplo increases in domestic
expenditure either' on government or private account will not

suffice to meet the problem * Expenditure must be such as would

increase the .'consumption, standards of the people so that they
may be able to stae absorb what hae boon produced* ‘ la all, countries

1* C,P.kinclleberger * International Monetary Stabilisation* in post 
• war Monetary Problems* Ed.S *E«HorrIs 1943., p*379*

2* M.Kaleeki Gp.Cib* p«3?3»



and at ail times, placing of adequate purchasing power In the 

hands of e it Isons, so that they will, expend more, should he the

sain instrument of a full e&ploymeht policy'. 1
Increased domestic expenditure which increases ^he total 

propensity 'to consume has got teens© sigaif icanc© for the balance 

of payments. In recent times In the IUS. personal consumption 
expenditure lags far behind domestic investment out,lay. In l%9~50> 

private loaestJ-c Investment rose by 6Op uhire personal consiMption 
expenditure' rose only by in 1950-51 both private investment 
and Government expenditure Increased by 3C$ and 5S>b respectively 

whilo personal consumption cRpenditw* increased only %*Z

This indicates tint the absorption of domestic gooas can 
be. increased considerably in the U.S, by a redistribution of income 

aril, increased social services expenditure on the tart °A 
government. Such an attempt to -'Mis hauy up person! consumption 

expenditure may also increase imports of rs consumer or near- 
consumer goods providing relief to other countries ny nicking

that It enhances balance of payments dia'.x acuities xor other 

countries'duo-to Increased competition from American exports , rather 

than roiicvmg them-# fhe poet-war fiscal and monetary policies 

do not seem to come to the relief .of other countries, Even the 

-Suployment ."‘let of 1946 reflects the unwillingness of the Congress

1* vf.Bcverideo 'Full Smplojwsnt in a free society?.Loudon 1945,pel^

2. ii.E.Zaoscrihans I3,C.Dirks^?Receht Devolcpients ^In the U,S# 
Balance of Payments? Stair Paperso international ioonetary 
Fund, slips’11,1952 pp.22-23*



to. taka "hold measures to deal with deficient demand and tmesploptenta 

The Postwar relief in taxation largely benefits savings rather 
than eonsisrpt ion*2. The post-war public debt policy of keeping the 

values of securities nates the richer sections of the country 
considerably liquid which liquidity cannot be expected to influence 

much the cohs'vwipfcioii standards of its economically botber**0ff 

.holders# Keeping up present levels of income by means of greater 
am greater investment expenditure -either on private or public 

account is nothing but aggravating the problem for teSEfiffis? 

irodsew tomorrow ar
The Fund should follcrv deeper the developments In'the 

surplus country rather than in the deficit country. But no- 
international body can bring about, by ay of voluntary and recomm 
-datorv actions, m Sate?nationally desirable distribution of income 

and purchasing power fe within a country* Hare again much would 

depend upon the c*cooperation* of the surplus country as it was 
the case under the gold standard* Tho term »Cooperation* implies 

aiwai^i greater responsibility on the part .of surplus countries* 3h 

this -respect the nm system loots too such towards the deficit 

countries to stake adjustment. If there is ever increasing productiv 

- «lty in oho country 5 devaluation can do little to monel the satuaticn 

even if conceived on crthe-elcst linos * Fars oven if it say giye 

coas degree of price concession to the foreign consumeri#[ xt cannot

1*. S0E.Harris* Foreign Economic Policy for the U.S* Gp.C±t.,p.6.

2* Thomas Balougli: ’The United States and Sxtoraational Bcoaomic 
Seiiilibritnp' in Foreign Economic policy for the United States 
0p.Cit*p*459. The author further remarks?

«It is tot likely that tho trend of the bast measures can be 
prorswtlv reversed when increased productive capacity necessitates 
Si stimnlouo to consumotion rather than saving* A fraction only 
of th* coo ini noasuroo declared necessary to arrive at a dxa-tribUu 
Jion of the national income (especially those favouring a redi3fcrx* 
but ion between the »tatcs of the Union In favour <& gasps* poorer 
and baelrward areas) has boon passed. The hack-log Of pent-up

” *> ... »„. .      *. i*.   * *9 il« *-.!<.*•> *>j a *1 --t 4* «i i rr nr^O i * V*^



carry the devaluing country very far if the consumption expenditure 

is not rising in the,importing countries* In that ease* If foreign

imports increase at all in the surplus country * they will do 3©

at tlie cost of tho demand for domes tie goods the producers ofpiich
A.nvitw'f-n <£jr~will he hit hard* Such effects are likely to aggravate theater 

-national, economlc/r&ther than relieve it* The attempts of the 

Fund and the policy recorimepdatxoiis that it has to males m Case or

a fandomoctal dioeQuilibriisa begin at a wrong end,® ihough tho 

scarce currency provisions will come into operation ip case o& a

prolonged disequilibrium despite devaluation* those cone very
late and only after tho economy of the devaluing country is adversely

affected by the measure of devaluation.
The second difficulty viiich is more likely to arise and

which has not been given serious consideration is the cccumonco
of short-term fluctuations in income round about tho full employ*

; ;

sient .level. Such fluctuations cannot be avoided and action to

retard the further cyclical; downswing .can demo only when a certain 

fall in income and employment has positively appeared. This sort 

of falls in national income will exert proportionately larger or* 
smaller influence on imports according to the incoBie^lasticity of

demand-for imports of various countries. A small fall in national

income in the case of a country with high income elasticity Of
demand for imports will bring about a considerable fall in imports. 
The U.S. is such a country in tho present context #1 Usually* changes 
in U,S» national income are associated with somewhat larger relative 

changes in tho value of Imports. On two occasions of such abort- 
cycles these results are indicated in recent history. In 1937-36

(Note 2 continued from pag© l<\$> )

a rice in wages must have further reduced the importance of this 
stabilising after-effect of war”* Ibid,



when the U»S Rational income declined only by the value of uotal 

Tj.S.imports fell by 31$ and that of IJ.S* import® from Europe by 33 
per cent# In 1949» there ms a similar minor’ roceocion. Tnc 
national income in the first half of 1949 was only 3$ ^owor than the 
first half of 1950» Oospitc that, the percentages of imports indica 

-ted wide disparities between these tm dates, 1 In the case ox
TJ.S*3g»popts, tho internal economic factors are more Important than 

asternal ones. Devaluation cannot he .expected to ^evont deteriora
tion in the balance of parents position of other countries when th» 

-oro are minor recessions in the importing country with high incoa© 

elasticity of demand,' Again devaluation cannot bo resorted to 
repeatedly over a short period for tho purpose of removing recurrent 

balance 'of payments disequilibrium*

m the nmm of mrossst
The new approach to solve the international monetary problems 

through international organisation and cooperation in conceived 
on old and orthodox linos* It does not meet sufficiently the 

post-war monotary problems* These orOjOo doubt,taken into consider

ation but they are side-tracked as only transitional. In fact* 

the transitional problems are bo complicated and stupendous 
that without a direct handling of thorn normal time will be deferred

. Indefinitely*
The fundamental character is t ic of ,tho pos t**s ee ond-world

it XVvg, ,%tA/'A&*uX^A5. St- '’t-- B
war world; - econcaay* policies in various countries with certain 
objectives to achieve, The most comprehensive economic objectives 

are those of full employment, ©spectolly in economically nature 
countries and planning for an over-all economic development in 
the undeveloped economics. These countries need directional control 
of all economic forces and tendencies* The control and regulation

1 !~j~Polaki ’Contribution of September Devaluations to th© bolutioi 
* of Europe*s Dollar Problem’*• Staff Papers,1.1*1»?*oepu • 19.il»!■>• •



of international payments In such canneries is inevitable*. Tiiey 

cannot afford to wait and soo things done by the freely wkiag 

economic forces* Deficits or surpluses in the balance of payments 
of such countries cannot bo the outcome of the free and imeontrollod 

transactions. of the priveto bomoreial enterprises* They would be 

the outcome of the economic policies of the government aimed o.u 
securing certain domestic economic objectives« Tae now approach to 

solver, international monetary problems through rmternational 

monetary cooperation fails to take into consideration the new 
perspective in which the International Monetary Fund has to function^ 

The unofficial discussions* namely the Keynes Plan and sdiisii 
the ’white Plan vnsstmrsk which preceded the pgff&g^lsSEg? actual Fund 
Agreement and also the fund igreoment envisage an international 

monetary system based on multilateral clearing end free, convertibil

ity of national currencies* The temporary deficits are to he met out 
of the international liquid resources made available by the Fund 

and deficits out of fundamental aconcmie reasons in a country arc 
to be renewed by devaluation* iheso remedies are baaed on the 
past experience of the working of the various exchange equalisation 

funds established in several countries and the competitive devalu

ations carried on by. several Countries one after the other „ Tho 
lessons of these past orperienceo cannot fully serve as reliable 
guides for solving the' individual economic problems of various 

national economies*
fho \mapom that a Country can use in order to meet her 

balance of payments difficulties - Ore 'inadequate for tho special 
requirements of planned economies* Devaluation may bo successful in^ 

influencing the total volume of payments and receipts. But influen
cing tho total volume of foreign payments and receipts is not die 

only «* and important objective of’ a planned economy, tfnat is 
really needed’ is the control of the composition and direction- of



payments* A full employment 'economy will need only certain types 
of imports which are necessary for achieving and .maintaining fall 

employment, o.g., the British import needs for raw materials* A 
plan for economic development in a backward economy will espec

ially need Imported A. capital goods*, That is to say that those' 
countries will have certain priorities of imports and exports * A 
non selective method life© devaluation, for repressing home demand
for imports would tmneceasariiy sacrifice' essential Imports* Again* 

it may be that in an economy of this type where tho income would 
ho steadily rising, tho price elasticity of homo demand for .imported 

commodities my ho very low,.! Devaluation for such countries wi2i

not prove an appropriate remedy foe’ solving balance of payments 

difficulties* Ho planning can be carried on unless the economy 
is insulated from external disturbances and exchange control is

the indispensable link by which alone planned economies can be . 

connected with the rest of the world*2
It la worthwhile to note that in 1946 when the various 

member countries of the Fund were to give the par values of their 

currencies to the Fund * several countries selected tho same or a 

higher parity than mat was before the war* The price levels in 
various countries had not risen to the same extent. Hie Fund studied 

in all possible details the 'economic situation in each member 
country vis-a-vis that of the world*. It was admitted, then, that 
there were substantial disparities' in the wage and price levels 

in a number of countries*3 Despite that, the Fund accepted the 

parities which wore not in keeping with the national price and wage 
levels * 'll is policy was based on tbe conviction of the Fund that in

1* T.Galosh *The Economics of Full Employment* 0p,*0it.#p*2A4«
2* Q.H.Halra * International Monetary Cooperation* Gp*Cit±,p*36 
3* R.F.Miksell »The Hole of International Monetary Agreements in 

a world of planned Economies 1 in Headings in tho Theory of 
' ' International Trade op«Cit.,p.62»
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the peculiar post-war conditions the exchange rates were quite unfit

to perform the functions generally attributed to them* Sot only 
that but lower exchange rates were incapable of restricting a 
demand for imports in the post-war economies, nor could they be 
of any help in increasing exports when’the countries (especially 

non~doliar} were not able to step up exports*!
The post-war balance of payments difficulties especially 

for dollar payments of most of the countries of the world cannot 
be explained sisnply by uncontrollable inflation in domestic economies 

and,therefore, they cannot foe cured by exchange depreciation* This 

is well borne out by the experience realised after devaluations of 
September 1949. Devaluation was only one of a number of significant 
economic developments affecting the dollar trade balance*. Some of 

the most important among these were an up-turn in U^S. economic 
activity towards the end of, 1949 and during X95o and additional 
export restrictions applied by .many countries against dollar imports* 
It is interesting to note that the categories of goods whose- dollar 
prices were most effected by devaluation, especially the type of 
manufactures exported by Western Europe, are the least Important 
in 11*8* imports* The dollar prices of manufactures fell to a larger 

extent after devaluation than those of food stuffs and raw 
materials. Even then, U.S* imports after devaluation concentrated 
on food stuffs and raw materials rather than m manufactures*
There is a long term downward trend in U*S, imports of manufactures 
to total consumers expenditure* This clearly shows that price « 
concessions given by devaluation also cannot help if the exportable

1* Camille Gutt (Chairman of the Executive Board and Managing Directs 
I.M.F.jin one of his public speeches reprinted ),’Exchange 
Rates and International; Monetary Fund* Rev.Of Eco'.fe 
Statistics,, May 1948 pp*82-83*
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goods have to compete with domestic goods*1

In the case of countries which have undertaken a planned 
dev?lory,ayi'h of their productive resources, the
pressure for imports will be exercised in two ways* On one hand, 
they will need large Imports for development purposes and on the. 
other, due to increased domestic incomes, for satisfying tee rising 
consumption .standards .‘’Increases in national income tend to accrue 
first to the richer groups and to create balance of payments 
difficulties because of the propensity bf these groups to 'import 
luxuries from abroach 2 There is thus an unnecessary leakage in
the national income which checks the national income- from rasing 
as much as it can do otherwise* The need for exchange control 
as a selective instrument of controlling international payments

of such countries is imperative*
Exchange control has cone to 'be associated with certain 

abuses and malpractices during the ihter-war period* Xt raises 
touch emotional reactions as to prevent any sarious discussion, But 
a blind oxcoromunication of exchange controls is not justified* The 
motives should be understood and every effort; should be made to 
prevent abuses without sacrificing the real purpose which non- 
dollar discriminatory exchange control can justifiably sorve•3 

The role of the International Monetary Fund trill be all 
the more important even then. The Fund Authorities will have to

10 II.h,world Economic Report 1949-50 pp,175-179. Theresia a 
responsible American opinion that stopping Oo. Imlou^on 
and"adjustment of exchange rates form ‘-necessary and sufficient 
cord it ilon £* cxc vdstsovi.r*g SotibXo JL Abz*xuni xn b&X&no© 
of payments of any country”,(G,Haberlev- ’Dollar shortage 
Foreign Economic policy for U,S* p*435) To'this view^one pannot

exclaimed 
(Is Balog-Eco^Stat.Kov-ij^B p*2$2 Foot note 28). .

2* R.Triffin ’Exchange control and Equilibrium* Foreign Economic
3* R*Triffin”1' National*Stentral Banking and International Economy 

Rev* of Eco,Studies,1946-47 Mo,36 p»66.

o
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be coastant 1 y ’Vigilant as regards the exchange practices of ohe 
members and they can sound a note of warning if abuses Ox dio**- 
criminations develop. In this respect the Fund has actually played 
a significant role in the post-Hvsr period*! Tno countries which 

exercise exchange restrictions of one kind or the other clearly 
expressed, their views recently to the Fund tnat they could secure 
a variety of pis’noses 5 s uch as restraint, of oversell import demand f 
discrimination as between hard and soft currency countries $ rostric** 
tion,on capital flight etc, by means of exchange control, Not only 
that but some countries indicated that they also tried to apply 
restrictions in such a way as to serve other subsidiary purposes 
such as economic development, s maintenance of high levels of 
employment and also protection of certain domestic industries.2 
It is not possible to achieve so many objectives at a time by the 
adjustment of the rate of exchange. It is likely that > as the 
countries regain competitive strength and raise a sound reserve 
position5 many of the restrictions will be liquidated. But a Com
plete disappearance of exchange restrictions as ultimately intended 
by the Fund Agreement is impossible and even undesirable.

Full Employment & Multilateralism.

Any system of multilateral exchange of goods is based 
especially on two basic conditions. Firstly each country will try 
to purchase from other countries to the extent it is selling to 
these countries* That is to say it will try to equalise its imports 
and exports.. And secondly* a country will import only those goods 
fren others which are necessary for domestic production (i.e. raw 
materials) or consumption and which the country concerned Is not 
I* See supra p, ^03
2, Fourth Annual Report on facchaugo Restrictions, X.-M.F, ,1953

p,3 *
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able to meet all her needs herself* The system of multilateral trade, 
in view of these- two conditions, can work properly only when the 
world’s productive power is evenly distributed. If any one country 
has got an excessive productive capacity, it should first make 
domestic arrangements to absorb the goods that it is producing* Such 
a country should not try to support employment and income at home 
by means of export surpltsses * lack of demand for homo-produced goods 
cannot be an international liability especially when full employ
ment is already prevailing in other countries. International exchanger 
of goods among full employment countries can be based only on the 
eompliaentarily of exportable goods that these countries produce.
Full employment and multilateralism can go hand in hand only when 
this condition is fulfilled# In stteftsg limiting multilateral 
exchange of goods to commodities which are complimentary to tho

countries which enter into, such exchange, theeconomies os
countries nay estlibfeah initially poorer but on the whole they will, 
be able to establish better control over the employment situation*

Ih:1b Is no less important an objective than that of a higher stand
ard of living for a limited number of people* If we interpret the 
term ’standard of living’ broadly enough so as to take into account 
the ’psychical income’ resulting frow full employment slid social 
securityj the effects of.the reduction in international division 
of labour (and hone© in international trade) are certainly negligible 
in comparison with those of the catastrophic economic instability 
of the world which arises out of extreme international specialisation^ 

In the present world context wherein the productive power 
has cone to be unevenly distributed among the nations of the world, 
multilateral trade does not provide a solution for achieving full 
employment. The problem is that of securing sufficient means of

1* Royal Institute of international Affairs# Sco• Lessons,p.274•



of making international parents» The new institutions like the I*M.P. 
and I*3*R.B* place such means to the disposal of deficit countries 
but these institutions cannot be relied upon indefinitely* The help 
provided, by them should be used with extreme caution ©specially when 
a country is not capable of increasing her repaying capacity*

Tho scheme of the Fund creates liquidity for a deficit country 
but it does not .leave scope for selecting imports* Thin xs because 
It is not baaed essentially on the compliment ary character of 
internations. 1 exchange of goods* This requires much wore tnaa. mere 
creation of demand abroad for the goods which the surplus country 
is not able to sell at home* What is required is that the Fund should 
directly give its liquid resources to countries which most laeed 
them for dere-lopmental purposes and also should direct the country 
which faces the fall in demand to produce those goods which other 
countries essentially need-# Full employment in an econoaxcally 
mature country in this way;will not have no be supported on
aggressive export1 policy*!

This sort•of ordering of world trade envisages the 
organisation ofx production on the basis of mutual advantage oi 
international trade*'To composition of exports which are likely

Lto compote with slssss domestic goods of importing countries can 
support the industries of sporting country indefinitely* Fora even 
if there nay be established a balanced exchange of manufactures for 
manufactures of identical verities it is liable to ©bfe and flow in 
the most confusing fashion, in accordance with minuba technical 
changes* It would be a lasting boon to the manufacturers in both 
the countries if the international exchange of their products which 
are of tho same Variety may be uboixskec * 2 knit 13 .s fc or a 3. ism can bo

lb TbBalogh * Economics of Full Employment ’ Op#C it .* ,p* 162 •
2. D*K* Robertson* *The Future of InternatxonaI rraae iteadxngs an 

" the Theory of International trade Op*Cit* »p*50b*



reconciled with the objective of full employment only on these grounds 

and no other,.

Yesterday, ip-day and To-morrow,

Multilateral trade in the past largely depended upon the 

complementspy nature of the goods which entered into international 

trader In niateen twenties countries of the tropical belt exported 

raw materials to U.S.At, found outlet for her exports to

Europe and other s&ni-doveloped countries, many of the European 

countries exported to H.K, and the exports of U.5, wore absorbed by 

the countries of the tropical belt,! This pattern of trade is not 

possible to-day when the- countries In different regions of the 

globe become increasingly diversified in production and accordingly 

iioro self-sufficient, No one would suggest at the present juncture 

whoa India has become almost self-sufficient in food stuffs that 

she should Import food stuffs from the IJ.S* in order to help that 

country to solve the problem of her agricultural surpluses. In the 

ix>st-war period the war-ravagod countries of Europe and other

bacln countries like India were 5n need of America^ goods such

as- capital goods, raw materials a and even food stuffs. This created 

a dollar shortage for the whole world# But now that, the European 

countries have been able to rehabilitate their economise their 

imports from the ll.S, have naturally fallen and the pressure of 

dollar payments ia considerably eased, Sven in the ease of the U,S,J 

imports are eoisiposed of those- goods which are either not att all 

produced at home or in which home supply is not sufficient.

The above facts indicate that tho volume, composition and 

direction of int-arnaticml trade will depend upon the production 

trends and national economic objectives in different countries,

3,, U.M. world Economic Repeat 1948 p»49»



Tho countries will try to so regulate their foreign trad© that their,
e6.6vv.eiwv.vc.

national objectives may not bo jeopardised by external disturbances* 
Devaluation as a method of redressing balance ox payments dxfxieul— 

ties cannot be resorted to off and on. Productivity of industry 

cannot be increased fcaaedSately in order to exert a downward press

ure on nr ices • Under those cord at ions $ unlike m the past, countries 
will choose to consciously regulate thoir foreign trade rather than 

manipulate tho national price XoyoI or the xoreign Gj>.cl.iSngQ value 

of thoir national cufrencies. This is well borne out frow tho 

experience of the E*P»U» Tillich xs &xi attempt at xonii-oed multilatera 1— 

-isa and free trade* '3ien in 1951-52 the 'two large members of the 

Union, France and I3ritain#accumulated debts to other members3 they 

tried to remove thoir payments difficulties by restrict ing imports* 

This meant o. partial reversal of the movements towards European 

trade liberalisation which had been tho objective of 3.P.U.-1

Mo country which is maintaining a high level of employment 

and national incon© can afford to lose a greater part of its national 

income to foreigners than what tho foreigners arc contributing 

to .its own. iiCountries,therefore, will act very cautiously in their 

foreign trade oolJLGios* A large Sort of future worlo. trad© will be 

carried on by previous agreements and tmderstandinc as is generally 

the case today* This does not imply that such trade deals will 

check the growth of international trade. The volume of tirade may 

even increase consequent upon an all round rise in tho national 

incomes of the world. It is also likely that such agreements and 

unclerstandliig among notions themselves may Conorronee cowards an 

ex ■oarsion of world trade rather than check it# The important point 

that is to he noted hero is that for an individual •country an
O/vvexpansion of world trade is nct^end 'in itself* It is important bo 

long as it contributes to increased employment and income, that ever 

- 1» X.d.F. A imual Report 1953 pp* 12-23*



the money cost of production, if a country is convinced that the ■ 

•opportunity costs* (measured, la terms of loss of employment and out

put) of producing at home the goods which are imported is nil,, that 

is to say that homo production causes a not increase in employment,

it would choose to or educe at home rather than to import*! This is
economies

exactly the pjstit&sh position of bacinvard/nEsmsi^clike Indie « 

Substitution of home production for imports in-such countries will 

certainly increase employment and national income*
I'/heaever the• objective of the expansion of world trade comes 

into conflict with that of full employments -it is the latter that 

will first receive the attention, of, authorities* This is 'not at 

all contrary to the objectlyes of the Fund Agreement* For, according 

to Article 1 {ii) of the Agreement!the expansion and balanced growth 

of world trade is important so long as it contributes *to the 

3® promotion and maintenance of hxgh levels of deployment and real 

-income** Thus the promotion, of .employment is the end and expansion 

of world trade is one of the means to secure that end* If member 

countries try to nttcsd attain full1 employment by practices which 

mav oven ^restrictive* of world tradei it is acult to find 

fault with-them* This has,been clearly recognised by the,Fund, It 

has realised after about 6 years of its working that the objective 

of balanced growth of international, trade and the one of high level 

of employment and development are o. iffic’ lit to reconc ilg */- In 

such cireuristanceo the task of an institution for international 

monetary co-operation becomes a delicate one,*
The imnortance of the* International Monetary Fund- essentially 

springs forth from the fact .that it provides a forum for representing 

the‘views ■ of member countries* Unions the member countries meet 
iS^gltSfe and claoa
iTltb^r^lnstitutInternationaOiifairs* Op.o it,,p*i/i»
2,* I,?.i,F*? Annual Eoport 1952, p*34*



tlieir difficultand their objectives before other axossbers , greater 

economic understand lug and co —openat ion. are not possible* In the 

post—war period cour trios are ready to co-operate without/ sxsiusHilbsE^ 

surrendering their right to-Bfragfis shape their individual cpaoi^r 
cial policies 0o as to serve their national objectives* Therefore, 

th© expansion of iatermtional trade can be secured in the present 
content only by tcdtjcahirg? the views of countries on tho need for 

Giicornatioml economic co-operation* This point is amply illustrated 

by tho history of G+hiT+S* which developed from a mere * agreement1 
into an 'organisation* * The €cjntracting Parties of tho General 

Agreement have co-operated On the basic of mutual advantage* The 

results are conspicuous *$s a result of the world Tariff Uonforenoes 
carried out .under the auspicics ,of 0*A#T*T«y duties affecting three- 

quarters of tho world trade have boon reduced cr housrjd* It has 

become tho foruo nf or the settlement of disputes wnich , i;i .its .
, *3

absence* would have perhaps lea to sputtering tariff %mxkc§r 
Lifee the G.A*T*T*-, tho 1.M..P* also has significantly 

contributed towards greater understanding on jroblegxe of intonation* 

al economic co-operation among member countries* Its, aclvxco to 
certain member countries to. remove m@zm restrictive policies ia 

viow of their sounder balance of papjonfcs position is willingly 
carried out* Thus, in 1.953 > when Belgium and . LusEemibwg were advised

by the Fund that they should rols>: hos tractions on dollar Imports

in.viot; of their strong balance of paynciits position5 'tho two
countries followed the advice of the Fund and substantially
Increased ttio list of dollar imports* Borrny ar/1 Finland removed
their retention quote practices for*the Fuad is.against such practice!

1* Michael L*lloffeian, Future .of G./ulVi’. Commerce (toeisly) Ocuoocr 
16* 1954 p*734.2* Retention quota practices mean the practice of allowing the expor
ters to certain countriesespecially to dollar areas ,to retain / 
a certain part of their earnings with them and to use the earningp i 
retained thus In whatever way they liked,* /
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Certain eountrioo refrained from Introducing retention quota 
practices §ftcr their consulatioa and discussions with the Fund, 
tigsspitehiw fact that these countries were adversely affected by 
the use gf /such practices* by other countries* The Fund oocjressed
its concern aver Multiple currency practices in Graeco and thateewh*^

' '' igradually eliminated such practices#*-
The Fund can gradually help1 to bring about conditions 

necessary for the expansion 'of world trade# Povort-Iiolcss, one can
' cl, m

not hazard the conclusion that control ^foreign trad© and exchange 
will be rjtitmtizmk abandoned by countries. In fact , at least in the 
fms fore~seeable future )countr5.es will more depend upon fssnjgtn 
foreign trade and 'exchange controls in preference to exchange rate 
adjustments or manipulation of the price level#

«*mm>***» ■***'*• —* «n*».** ***“ «*•«< *•'»* **

1# Fourth Annual Report on Exchange Kestr iibione ,1953,PP«
■' 16>19. ^


