Chapter IX

VANAGTEG TYR INTERNATIOHAL VALUE F MONEY (Continued)

The Baisen &' etre of Internation Hongtayy
COo=aneratioll,

The experience under imsernatioral gold standerd and flaxible
exchenpes clearly demonstrates vhat domestic cconomic stabllliuy
of eaeh country 15 the prereguisite for a rrogragne of securing
international stebility. The factaré which are responsible Lfor
bringing about fluctuations in domestic incomes auwtomatically aifech
she oum total of world inmcome, For, a country's natlonal income is
ultimately the part of the tatél world iﬁcome, Assuming an open
ceconomy and free international exchange of goods, the national
income of o country is supported by home expenditure and foreign
expenditure on domestic goods (i.c. oxport earnings)e If there is
o fall in either of these two types of experditure,the naclonal
income is bound to record a £a11, The £all 4n the national income

adversoly infiuences the domestic expenditure on foreimmn goodss Thie

63

the Lluctuations I income and exponditure in one counbry communicate
themselves to other counbtries, The clagsical theory of sold standard
studisd the yrobdblem from the point of view of only ;&e ad jugtment

of the balance of payments ﬁ;ile vhe obther ond more important

aspech viz, that of the intéfﬁational transmission of economic
fluctuations was hot given any serious abttentlon. But under the
income and expenéituré aproach the adjustment probdem and that

of the propagation of business cyele appear meroly ag LWo aspecté

of the same dynamie progegs of income change.l

Tn thic sense the mational and international objective ol

- Ew

l. R.lurske 'Domegtic and inbermational Bouilibrium' Hew Iconomics
eSS el Harris pel00e



282

monetary managoment 38 the sameé ViZe, thet of maintaining & high
level of national income and omployment in cach country so that the
sunt 5% total of these national incomes = the world income- may bo
the highest. The national economic objective of monebary policy
is , therefore, not pessentially rival bub complenentary Ho the
imcornational objectives too. The nations of the vorld can best
achieve these . twin ends by cooperation based on proper BaGEm
integration of natfonal and foreign oconomic policies. Such a
basis of economic caapera%ien among nations fundamentally differs
from the moneéary poliey of the gold standard and the inberswar
attempts at eguilibrating the balance of payments. In a way, oever
the gold standard systen was intended to be worked out by cooperati
Ol whiah»was,af ceurge,valﬁntary;lfha doflationary policy in the
#ufends deficit country was to be retiprocated by iﬁflati@navy
mbnetary policy in the surplus countyy. tut even this thooretical
ééogeration of the geiﬁ standord was divected towards balancing
tho balance of paymeh$s as its objective and not vowards Increasing
and stabilising employment and incomes the iﬂﬁerwarvﬁﬁficd is
£raught with bagga?fmybnaighbéur’policias which were undertaken
pfed raise'dcmestic income é@d employment by means of a surplus in
the balones of payments, Such yaliﬁiég are harély suocessful for
pveviaing A pernanent or i@ng—term solution, dzain, even if such
dovices are successinl for any one counbry, tho tobal world employ-
ment ag a vwhole ¢an not b favourably affected by thoma

‘ The two Systeasqnameiy those of the gold standard and
flexible exchangea,rapreéenﬁ two cxtrenes, one in the dircctlon
of extrome wonetery internationalism and the other in that of
monetary sovereisnty. While the intérdwar expericnce demonstrates
that national policies which are mmid heedless of international
ropurcussions are doomed o evenstunl faillure,tbe gold standard

systom, desplte 1ts axtreme rigidity, indicates that no internfe
‘ Lional,



Rk ) 2 ‘ 8 3 :
‘ nonetary systen oan be worked succescfully unless nations of the

world arc willing to foldow certain rules - even if those are

cecasionally inopportuncsl

The New fpproach = The Intornational Monetary Fund.

The postewar approach towards international monebary ::gz*oblané
is onc chavacterised by cooperation to be achieved ¥ rough a \
permanent institution, This instisution provides the machinery for
consulsetion and collaboration onm international monetary problems.
The Intornational Mowetary Fund, the ingbitution raised ~ for this
purpose, aims at premotlng world trade throush oxchange stabllity
and establishment of multilateral payments gystem, ALl foreign
transactions which hamper the realisation of thesc oblectives are
50 be elim":mted{. Yhe Tund aims at enabling its members to correch
nalad justments in their balsnce of payments without resorting to

The new aprroach is cssentially based on internabional
li{;uid':ltyz, Generally, liguidity in herms of international means of
pavaents depends in the case of ahy sne countyry upon the balance
of paymonte of thot couwntry. I it is ables to maintaln g surplus
balance of paymentsfims for a serico of yoears, it would
be able bo build up good internatvional monetary reserves which
would enable that country to tide over tempél‘ary difficulties on
intermviomal payments account, Bud £or the world as 2 whole the
iiquidity will not rises For,; increase in the licuidity of the
surplus country brings about a corresponding fall in the liguidity

of the deficit countrye

AT RN W I S LA A B W
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A cmall amount of internatiomal money. will serve the purposs
of mroviding licquidity to all the countries, if it is eguitably
@istribuﬁéa~ anong the nations of the world and again if the
fluctuntions in the balance of payments are short-Llived and of a
small magnibude. In such a cogse,all the countries of the world will

be able Lo meet the deficits in tholr balances of poayments withoub
reporting to deflaticnary expedients. But it is not possible 1o
paslise such o situation due to the differcnces in the dogree of
dependsnce of various countries on foreign trade. Thelr needs for
internabionn 1l liquidity are varying in terms of bovh ‘amcunt and times
Under the system of gold seandard and under freely ‘aliehalies
exchanges additianal liguidivy in the form of Toreign shovrb-borm,

1

funds was pbtained by the eountries falling short of their reguires

ments by the timeehonoured instruments of the rate of inbersst and

»

exchunge deywreeiction. These foreisn balances uere only Tair-weather

griends ard could not be rolicd upon under all ciroumstancos.

lioreover, the cost thab wes Lo be psid for acquiring Toreign exchange

siecky by meens of theve instruments val gomparatively
hoavier, for the couniry econcerned bad to pay cithor more in 4erms
of imberest peymonts,or in the alveynasive,a larger omouwnt of
domestic money for tle same amouny of forelgn oichanpe. The new
approach of rroviding additional means af ingernasional paymente lg,
Lo a large a:tcnﬁ,suﬁarimr to and a distinct developement upon the
past methols,

Leeoxrding Lo the now systen,a countyy con purchase from the
Enteréa@ianal Vongtary Fund Foredgn exchange at 2 fived rate o mooh

]

hop current balance of rayments darficulties.l On oeccount of this

™

aumvernal source of cobtaining peans of payments,the country concernad

EE o AN L S A -
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will not be congtraimed to adopt dellationary measures or 1o devalug
her Curpencys

Sueh an ayrangeasnt,no doubbt,ean have only temporary
significance and can allow only a breathing spece. In the long run
no countey can leave boyond its capagity to earn foreipn axchange.
During the bime-margin provided by the Fund's resources, the deficit
country shall have to increase its productive ef Ticicncy so that
its cost 6f rroduchlon ds kept strictly in steps with the correspo-
nding costs in other countries.l

Despite this the efficieney cost of production would differ
fron coungry ia commtry due o 2 number of fackors cueh as
organisation of produetion; trade union movementsS, cost of Lranspors
ete, Thesc differeﬂéea shall have to be corpected by moans of
adjustment of the raves of exchange. The Fund Agreement Clearly rec
~oginizes the need for exchange rabe adjustmonta This is a disiinct
advance over the risidity of exchange rate under the gold standard
s?aéem. Bxchange £loxibility provided in the Fund agroouent is
pontrolled Flexibility which is to be suporvised by the Fund. Ho
member eountyy can aliter the rate of exchange when such a policy

is ecalculased to affect adversely the payments position of other
countries. This is because an extbange rate has aluways a hidlaveral
rolatlonsiidp. The new device of intermational monctary cooperatlon,
éhe?efareyﬁrovides for tho chonge of par values of eurrenciles Go
correct only 'fundamensel discquilibriuwm® l.e. a disequill L Rbin}
winich is not the é@ﬁu + of temporary causes but of thoge that are
peculiar to the country congerned and ave incowyigiblie by cther
HOaNSe2

The forelgn exchange rates wore much distorted and ghrained

2 I AR D W

A ﬁ’\ N K ne b v 3
1. J0tKeynes 8 peegh in the House of Tords't May 18,19.3,in
ilow Deonomics pa303s
2. Articlos of Agrocment Xhrb.h Se¢dbs
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by disequilibrating capita 1l movements during tho interewar pericds
1f such movements ave nof strictly comtrolled,they wounld thuart
any ohtonps ot international monetary ababilisasion, Undsr the
post-uar systen disequilibrabing type of capital transfers are

to be controlled by the members of the ™ and without any prejudice
to the Fund Agrsement. Such contro 35, however, can be excrecised in
o manner which will not restrict ov delay payments for current’
pransactlonsel The Fund ﬁgme'aem cives further Labibtude t0

2 wmenbey coumbtry ve regulabe by divect contyrols the trade with a

| country whose cm’:r‘r.mc}; has been declaved searca, An atteapt ab

gxchenge control in such a sitwation will not be deaped diseriminge
$ing, Lgain, in the trensitional pericc o wenhor countyy is allowed
o oxorcise restricticons on paysents and spapsfors arising. out of
oven curront intersaticnal trangachlons.?

’ Thus , the new approach vowards the panagénent of Intornde.
vionsl value of mowey abbeupts ab avoiding the dravbacks of the

and
wrovious svohems,blendsi pogether the fr wseful features. 16 io

and internation 0l peability, no matter if the degree of Inber-r. _

~derendence is not the aume for all the countries.

The Process of Adjustmont Under the lNew Sysbtom:

Fenporary Disequ:i.lzbr.ma &

-

The working of Lhe new oyotan Is hased on the creation of

intornational liguidity for a cotntry which is threatencd with &
deficis 4n her balancc of payments, Such a deficit may arise due
1o a Pall in income and employment abroad and due 7o wWol ¢k the

exporys of the eountry (which may be eallied A for the aake of

corwonienea) may £all, The deflation of the income and employment

T ke M IR T G WP KL B A R
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2. Thid Art.7 sec.3(b) and Art.lh oee.z...
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start in the Iirst inetance; in the surplus eountry ravher than
in the deficit country. Tho policy of compensabory spending in the

o

defiecit country would distort the trade pattern o) that country,
for, it shall have to @rcaﬁe specially a domestic market for the
goods formerly meant for oxpord markebs. This would involve mmm
uhnaccssafy chengos In the industrdial structure of the countrye
Again deficit country vhich was originally & full employment
countyy would bo obliged to undortake unnecessawy bovrrowings from
the Pund for mo fault of ive own but due to the failure of other
countries to maintain full employment. Moanwhile, the surplus
country would havo gathered a good amount of internabional reserves
at ite disposal which would supply it with a good prop LG SUPPOre
domestic employment by donsstic expenditure in cose of decline
of anploynent elsew&cfé without the obligation of bﬁfrowiﬂg from the
Fund, The obligation on.tpe surplus coundries to take soue positive
action to raise incdome and employment comes lavey in tho systen
of the Funds The surplus country would be faced with Aifficulicies
only when the Fund declarcs its curyency scarce and cmpowers other
members o impose restrictions on the trade with tho surplug
countryel

The new Bystom hased on interpational liquidity cannot offer
o workable solution where recovery is prolonged or depression
overtakes more than one or two countries at a time, Agrin, tho
acheme presuppeses that depresscion will appear regulorly and in
wotation in all the member countiics so that cach one of the membop
will have a chance to pay up the debts from the Fund.

It s true that, as the surplus country mrogresses towards
full employment, oxports of vhe defdelt country would increase and

ite defieits would disappear, Bub westorabion of full cmployment

1, Arbticles of Apgrecument Art.7.
]
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4n the surplus country only romoves the noed for further borrowing
from vhe Fund on the part of deficit country. In ordér that ib may
be able to pay up its debt to the Fund; not only that the delicit

ghoudd be wiped off, but a surplus should be created zubsequently.

x

A surplus in the balanec of g;»aym‘ents of the bhorrowing countyy is
. eontimues

pogeible if tho other country, domegtic componsabory zaxgmn;’zitm'e
sven after full omployment has been obbained. The inflationary rise
in vrices thus brought about in tho other country would enable the
borrouing country to ephance hor exporss to the extent of gecuring
a surplus. But the obher country can hardly be expected to undertake
auch an inflationary policy in ordinary circunstances. Under those
civeunstances, full employment couniries would be obliged to deflate
if they do not want to burden shomselves with accumulating inter-
national debts on curront accourt.l

1§ the full employment countrics are to be given any chance
to repay their debts,the surplus couwntry mpst baso its full
employment policy more on domostic expenditure rather than on
sxports. And in so doing, 28 soon as full employment 1o rcac‘hed, it
should gradually reduce exports and 4increasc domestlc expenditure
in ordor to support full employment at home. The pow scheme fails
to integrate rroperly the vole of domeetle expenditure with that

of erporte in yaising and supporting employments All couwntriles

5

should in the firgt instance try 1o maintain full enployment by
moane of sufficient demestic expenditurce,

The policy of helping a full employment country by means

-~

it suffers & deficit due to recession abroad would be of doubtful

sueﬁess%’ L SZueh an arvengements vould drive the domestie and

world ceonomy frost one gtate of disequilibriun to the other rather
e S ¥
1 1. Bowee © foonpemisd O%F Sel Bripl oA 87T ox&hd -k P gy

9, H.Kalecki tMuldilateralism and Full Employment! Canadian Journal
of Boonamics and Political Science AugelSht p.323.
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ﬁ:hanr;festw@.a: pouilibriun as such,

e
o

Fundamental Disequilibrivm & Its Detorminants,

‘ It may be that oven afber sccuring full employment in all
the countries,deficit in the balance of payments of any one or
nore countries Bay persiste This may bo due to certaln peeulior
conditions in the countries concerned and not due to any cyelical
fluctuations abroad. Such deficits are largely explained by the
disrarities in the lovels of prasbeuitem dr cost of production in

various countrios, This is the cese of fundamental discequilibriwn.
The Fﬁﬁé Agrocment wrovides for romoving such g diseguilitwium by
allowing tho nmembor countries to adjust the exbernal value of thelr
currencies %o the de facto internnl value resulting from domestic
policics R

o guestlons arise pertinently in this reapect. Firstly,
as to vhat conditions ghould be nceéegsary on. the basis of which 1iv

aseespiaifed

can be . that a country is suffering from fundomental disoguililbrivme
And seecondly, therc Is the question whether the remedy envisaged in
the Fund Agrecment will be an efficacious cne to medh the situations

The neu imﬁ;arenation&l monetary ayvoteon tries to securo Doth
incernationnl and incernal equilibriws by the modntenance of high
levels of employment ond real income in all the countrice, This
objective will rule oub %;otmge extent the existence of international
disequilibwriun, PDospite that,; if a disequilirium in the balance

»

of pavments of o countyry persists, the Fund woild be called upon to

decide whether It is due to Internal or . Lornabional factors. The
Fund fproement on this coneed does not guide vo ag to vhat should

AT
be thoe criterion on which a'diseouilibriun should bo galled
fundamental, Ore of the purposes of the Fund as sbated in frticle
ono of the Fund Agreement is Pto shorten the durotion and lopsen the
degree of disoquilibriuvm in the internationol halances of pas}:z}@nts“.

YA G L g e W B

1.3 keymed s Sheetitim Bt Wonoe A Fedds. Akl 28 1Ghite- oy Teowomied ¥ %1,
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From this it may be ealculated thot the disequ ilibriun, which persis sbo
for a very long time, would be more thah a mere o cyelical disequilibe
rium, For this, the Fund,in the first instance, shall have to look
i round whnother there is unemployment mrevailing eloowhere. I
+hore 45 nG unemplosment elsevhere and despive thab @here iz &
deficis in the balance of poyments of gny one country, such a dis-
aouilibeiw should bo charagt eriscd as fundamental.

This is the holonce of payments crdtorion. &galnst thiss
there 45 one serioud objeetions It may be thov there may not be any
deficit in the balonee of payments of a coumtly an& yev vhera may
boe the case of overvalustion of mational CIPTONCTe - ia situation
5e 11lustrated by Brisish balance of paymie snis in the yeors A925-30.
fhero vas 1litble sign of diseguilibrium in the Eritish balance of

pavients ard the Bank of Pnpland's godd resorves rogained nfaaﬁicau

foed

17 constans during those 6 voars.l  But this payments positlon

-

-, -

in Prisain wos maintained by 2 contraction of tobal ﬂane¢t¢a income
and domend . The overvalued pound wat res filooted not in the deficit
in the balance of payments but in a geriows deof lationary pressuro

0.

sty QL AC iency.-

upon wices and vages, Differences in ¢
cogtn of poduction were roflected nob in the balance of payments
bus in the levels of income and employments Tt 18, therefore, argued
shat while asecevsaining the eouililwrium rate of exchanpe the

\ 8 Exlessk EE REr hEw ik
balence of paymorbs position alang with ebgence of any degrec of
unemployment at home,or vﬂemployﬂ@nt at home at least not more
shan that in %dm ocher countries, should be taken into consideration. 2

The comparison of pelative levels of emnployment , however,

wader the mew syeten is out of placey Fory £ull employnent, and
not Sha balance of paysents,has been already accepted as the
cbjective of both she national and Intornational pelicies. L countey
should not,thercfore try to securo an equilibrivn in ibe balance of
ET'ZKZZQQQalonax Lurrancy*PKDCfionec e 1250266

2. LsH Hansen '4 note on %uncsnﬁﬂma? ﬁ?ﬁcaui?Akéidn’ dppendix B bo
1hmoricats Role in the Werld Hconony ﬂ@.ﬁ&u.,ﬁolu?

[



292

payacnte by ereating wnenployment ab homes For, such o policy, even
59 it mey be successful to remove deficits indstially, I8 calgulated
to -eeport wnemployment to other counitirios, & cbuntwy\ahauld %y Lo
reise eaployment despite the rising defitits In ite balonce of
paymonte, Such a course would be gnectly in keeping with the Fundis
gbjeetives.iIf in so doing the dolflelts may grow the aiﬁuaﬁian-
will ke cne of fundanmental disequilibwium and to rectify-whi&h
rhe country concorned shonld be allowed to davalic, ‘
During the period 192531, the overveluwation of pond
dboriing was reflegbted in the domestic unemployment rather than
in n defieit balance of poyuments because Bngland wes not in a
poaition to pursuc cxpansionary policies, Her international
monchary reserves wore meagre in comparison with her liabllities,
4 lovering of the vave of interest might have lod fmmedintoly bo

an oreflow of foreign shorb-born fiwnds and a corrosponding loss of

Undor the oystem of the Fund the cepital movements of
gopecinlly the disequilibratiwg type ave O he ruled ous for , an
iadiyiduaﬁ country can impose nocessary restrictions on stch’ move=
mentss Again, the Fu&ﬁ ploges at the disposal of the country faced
with defigits aﬂ&iﬁi&n&l inbernational liguld resowrcess In the
Yentfhit) L \gultvace @ powpastsats Laitedfot N R RN
contoxt of the Fupd Agrecment,the existence of fundemental
Gisequilibrive is better sulted, It Is further ¢lained for thip
eriterion that it supplies objective unsnbiguous, ol obsarvable
woat of 2 fundasental disoquilibrium,.

The belonee of payments criterion , however, shouldd not

]

Bl

rule oub albogethier the presence of any degree of unemployments
a country where the compensalory policics of the govermsony are

net successiul dus vo cortaln gtructural dravbacks,uneaployuent
cannot be removed wholesalo, Such policies, instesd of increasing
1l.Ropnar Burske,'Conditions of

Sag 3100 Lons ”€§§garnatﬁeaal HMonebary Douilileium
Roadings the theéory of

serpational Trade?! Op.litepelze
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P! owe’% , begin to excrt an nflationary prepsure on domesbic
pritoss 3
Tn the gase of ouch countries, it vriil not be inapgropriate
o allor depreciation vhich wou 1d go a long way %o relleve tho
caployment positlon &s8p veeielly in tho context of £nil employment
conditlors  in othor ¢comitries,

Tn this respott Yobjective unamblguous and obga 31@ togt
shall

.,

#3131 not be at once avalls blo,

fﬂ

Tho Fund [imv%;» $0 he vary - sk

u

watehful as 4o the natioral end Internatio nl eaonomic situations.

Devaluztion under the Fund Agrecnenb.

»

The recomendation of devaluotion upder the Fund Agreanout
a5 o moasure for correcting fundamental diseouilibrium Is based on
the clasaical théwry of grice emccasslmss Hovever, in the now
intornstional monetary ation 1‘3 erc, the policy may be expocted $0
yield good resnlid. ‘i‘hewe‘sical’?— the policy can be expected to
wake exporte of the devaluing count vy pore ativactive , for, the
genorel lovel of income and t’semf::sre whe consumpbion stondards
iphor in the imporving Countriles in view of the goneral
ohisctive of the Pund to help full employment in cll cowdries,

The remedy that iz preseribed for correebing the fundamental

Sisoaunilibeivm, nanely devaluation, is based on much simplifiied

¥

agoumptions like those of the clagsical theory. In the first plage,

tits

it 1o

o]

asumed shat tho couilibrium achicved between the intornatioml
Zoes and domestic costs by means of devaluvation mu?el be permanent

or would lash for & lonz -tid-« come. This assumption con hor orddy

be fulfil iet;, for, changes in the efficlency cosbte of wroduct ion

will be Lakly g.’i.aea congtantly whick will distort the old parity

sceuved by means of devalvatdeon. In the case of o cowtry whic

in not able vo conpoxve tho advan woges of davaluntien, there would

mu be available any other means ewcept a furiher resort o
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devaluations Sveh o policy is liko 1y o give rige to Wimecessary
speculaticns which will adversely tell upon the income and employe
nent pat Lwas of the cowmtry concernods The disparitlss in the
effic “enc:;z\c:wts of producticon are likely to be recwrent fory; they
are the eonscousnce of changes in domestic ag woll as forelgn
invostnent and consumrdion oublay. The invebtment eapaé:h‘; les of
variovs countries cannot be . the sames In practice shere exists
a wide Alsparisy 4n then, The best dllustratlion of this s provided

Ueid

by the rrosent posibtion of the WS, winea=vizg other counbilcgs

Ituge capital outlays of the .5 can outdo any other country in
aredugtive offlciency within a very brief per:iod and 3t

ip impossible for any other countrico compste with hi soehitical
superieority of the ¥«8,1 The consequence of oueh hugo ca.g:vit&l
ouslays every year can be mothing bus lavger quantivies of ANl Qe
asured goods, Such a surplus country will always be looking corgerly
Lo othor am:a.ﬁ*ixzs for pockeobs, f» f nd 4F other countrios ave not

e

able o aboprb Amerdican exporks, they will be blamed for forelng
Yhat . is really vequired is thet the responsibilivy of
consuning the geods should \fz:zll. reimardly on the produse? coOumLTy
Avpied iteelf, Meintonance of domesitic cmployment shouli be the

Funotion of donestie @:@;ﬁdiﬁme.« 19, instead of dnerecsiug domestiec

expenditure as "&'ﬂcmuc:uv Jiyy z’i.ses,g the swwrlus country triog to
veen up full omployment by an export surplus, It pursucs & sord of
beggar-ny~ncighbox p’*lﬁ.*m.’é SSimple increases in domestic

zpenditvre cither on 201 emmam or mrivats agcouns will not
Buffice Lo moeh the rroblem. Expendituro must be such ap would
dnerease the congunptlon standards of the people so that they

may be able to =mes absorb what has begn producelds In 211 countrles

A A U SR

1. 04D Kindleberger 'International Konevary seabilizationt in post
~sa:r' Monetary Problems. Bd.S.8 Jarris 3.9!»3, p,}’;’f} '

2. M.Kaleeki Opl.lits nelR3,
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and ab all tines, "plac" s of adequate purchasing power in the

m,@ of et *U{:no,, o that the
main instrument of a full employment

nereased domest
propensity to consume has gol immenoe
of payments. In recent times in the U

expenditure lags far behind domestic

E]

2

{D

and Covornment exponditure

vhile persoral comcuurtion oxpenditir

e Ed ”~ ry 3 9 N *
This indicates tlob the absox

] W % x nr - e T
be inereased cousiderably in the T8¢ 1

je expendizure which increases

ey & ™ o e 4 En e g 1T ¢ o T waln g X
rivase domesbic investment rose Uy GG?' uhile povs

v will expond more; should be the

policval

the bobad
significence for the balance
Se porsonnl consumpbion
investoent outlay. In L9h9-50,

ol consumption

. ot 2 ey ey TAPYE LR R I P I Bty wenfaperde oy -
mordibure rose ouly by 8%, In 1950-~51 both mivate lnve osbnent

87 rospoctively
& inercased only 5%.e

phion of domoat:

prd, increased scelal services expendifire On Lhe palt of the -
"'@"fﬂ“ﬂfﬁl@: Go Suech an & iz"‘*‘"l’iﬁ' Kt R i 5732 E}R‘u*f N NICSONAL consum G"bi”rl

wpenditure may alse invrease Iaporis
conoumer goeds providing

) .
C thém;an:ae dolliar

hes dncressed in the U.5, espeaddvere the naturc of Th is

sem to come o the relief.of

[
o
o
e
cr
e
("3

"".},,..\...“ . - v . o de ERN
Boployment het of A040 rellects the
P R L e ad

1, oBaveridre tPull 533?2233,(}}?2?161’3:‘ in =
e Hol.Zasscnhans .Coﬁ*’iﬁ** thecaent
E’*lﬂ*}CO o‘f" Pw’*zenus? Staft Papers., in

Fund » » ai'{‘x'ﬁi” .Z..rz.,l(;,,m e &',:3:"'2@:0

of B COonsSuEIer O Neale

relicf to other coumtyies Dy makiing

exchange, Though, done gtic cupenditure

efherir ot
,\: 5 such

pnat it enhances balence of papuents Aifficvltles for other
serossed compobivion from Aderican esoorihs, rather

than relleving thome The post-war flsenl and monetary policles

other countrisd, Lven the

wnwillingness of the Songroess

froo socloby? London 1945,psi8:

Developmemss in the U a8
toz’muwmi. Monebary
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w0 toke hold measures to doal with deficlont demend and wnenploymert L
The Postwar rollef in tazation largely benefits savings rabher
than consumpbion.? The nostewar publly debdb policy of keeping the

volues of gocurities mekes the zicher secticons of the countyry

conpiderably liguid vhich Miguidity connct be ewpecied 4o inf luence

such she consunptlon standards of e cconomically hother-pff
™ 15 WY Or T o 7 e > « e - . s -
holderss hoeping up precent lovels of income by means of greater
K . 2 gt oy - PP} XY . S : «. ®
e groater investment cupenditure elbher on privato oF public
SR SO Bt Bges Ban e # oy « e 3 N PN : e W—— .
acoocunt is nothing bub apgraveting the reoblem for UMVELIDES
Eorrgy] SOmOTYoT..
5 5y gon i £ L v A3 ET s o N -] =
The Pund showld follos decper the dgvelopaorts inthe
; iy Hovegora wpoy e Y % » g g " o ol G
surpliys couwntry rather than In fhe deficlt covmbry, But oo
;-/
ISk nernatioenal B ter mnt boles abops, by vy £ e TP et o) T e
...Aﬂ.b AL IL‘;;U;..,gr.i.i‘m(:-. d@&~f Q'Jw}. L L E ‘v’u‘.i;, & osm oy O-u m»«-‘l««li«vbo&} 9:-«5‘1{1. -x ﬁcwwfﬁm
. . N . '
~datory oobions, on internatlenslly desireble distribution of income
b :
and curehaning power f=2 within o country. Here agoin smeh would

depend npon the wteopparation’ of the swplus commply ag it was

£

95 M T . \ 3 3 E gy o . K W]

the case under tho zold otandard, Tho bterm *Qooperationt dmplles
By g g prey S Y e "3,‘" ‘oo - g S L3 rd e " -t JOPRE. i

aluans gyeator responsibiiicy on the fart of Strplus countrlitG. M

e e NN . A 3 3 NI, o
vabem dooks oo much Govards the dof indt

cb
ermiries Lo mabe adfwtment. 77 thure io ever imewessing mroductiv

-

. &40y in ono coundry, devaluaislon can do litdle bo mond the situatim

el .
2

even if conceived on orbhodex lines, For, oven if 4% ey give

5 e A “ Ly b By o - iy ‘ 24
pome depree of prico concestion to the fovelisgn cousumer, 1t cannot

bkl d

1s SsbHarpis, Forelgn Beconomic Policy for the U.3, Opeldt o 4100

7, Thomas Balough:tThe United States and Intoraationsl Beongmie
Fouilibrigat in ¥Forelgn ¥conemic policy for the Undted States
0L it o pek59e The auvhoy further remarks:

afh 1o fob likely that tho trend of the tax measures can bo
rromstly reversed whon increesed wreductive capacity necessltates

o stimulous o consumpbion pashor than saving, A fraction only

of the Soelal ncasures declared netesgery bo errive ab a distribus

“i6n of the national income (cspecially those favouring a veédistrie

busion betwesn the Stases of the Unlon o favour of xumpman poorer

and baelward areas) had been passods The backelog Of pent-up

congimers typurehasing power hios melied Lo relatively srall proportdons

The shorp rise in wices singe July;19:6, incompletely followed by
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cam*y she devaluing country very far If the goncunpbion expendlture

is not rising in the; &n@@fﬁ%@ countyriess In that coase ,.' if fovelpn

{mports increase at all in the surplus country, they will do 8o

at the cost of tho denind for domestic goods the mwodueers of which
Qe e

7411 be hit hard, Such effccte are likely bo aggravate the Jnter

sipuation »

-nobional cconomie/rather than relieve it. The attenpto of the

Fund and the policy recormendevions thet it hos to make in ¢aso of

a fundancntal disequilibrivm begin st a wrong cnd. Though the

cearce currency provisions will comé into operation in case o o

rrolonged disecuilibrium despite devaluation, those gong very

late and only aftcy the ¢oonomy of tho devaluing country is advorscly

affeoved by the neasyre of dovaluation,

The sesond diffienlty which is more likoly to arisc and
vhich has not been given sericus considerasion is the cccurpence
of' chortatern flucéuaﬁiczg ‘:311 income Tound about tho full anploy=
ment levels Such finctuations cannot be avolded and action %o

potard the furthor ¢yelical downswing can domo only when & certair

Fall dn income and 'ﬁmplwén@m hos positively appeared. This sord

of f£alls in nationul Incoms will exert proportionately larger ov
smaller influsnce on imporbe according to the inconewclasticisy of
demand for imports of vardious countries. A emall fall In national
Income in the case of & counvry with high income olasticity é}f
deriand for dmports will brimg sbout a considerable fald In imports.
The U.5. 48 such o cownry in the pesont context. Uswally, changes
in U:S, national income are assocliated with somewhab larper relotive
changot 4n the value of imparts. On two otcaoions of sush shorte

eycles vhese rosulis eve indicoted in recent history. In 193 Fa38

(Note 2 continued frem page 6 )

a rice in wages must have fuwsher reduced the importaonce of this
atabilising afber-offoct of wer®s Ibid,
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vihen the U.5mabional dncome declined only by 0%, the value of total
1.0 inpores £oll by 315 and that of UlS.imports fron Europs by 33
por cenbs In 19L.9, thore was a2 similor ﬁiaor rooesoion, The
notionnl ineoms in the first helf of 1949 wos only 2% lower than the
First hall of 1950. Despitc thab, the percontages of Imports indica
“ted wide disparities hotwoen thess two dabes,l In the case of
USedmports, tho invernal coononic fectors are more dmportant than
cxuornal ones, Devaluation cannot be wpectod o revent deterioras
tion in Sho balance of payaentd position of otkéy countries vhen the
~ore ore minoy recesglons ﬁmuthe inporsing country with ﬁigh intome
oclasticity of demand, Again ﬁévaiuaﬁion cannot be resorbed £0
ropeatedly over o shord neriod for the purpose of renaving TPocuUrrent

halence of paynents disequilibriune

TH PHE RBLLIL OF RUALETIES,

The new aprroach bo sodve the international monetary problems
ghrough intornational organisation and cooperatdon io congeived
an old ond orthodox lincs. It does not ueet gufficiently the

past@war‘mgnetary>gﬁoblamaa These are,no doubt)taken into considers

o
ation bub they are side~tracked as only trangitional. In fact,
she tronoitional problens are 5o complicated and miy stupendous

shat withouts a direct hendling of them normml vime will be deferred

dndefinitelye

The Pundamental characteristic of tho nogtwsecondeworid
14 dne aaraRrqess eL S o ‘

war world - coonomy, policies in varlous countries with certain
objectives to achicve, the most comprehenglive economic gbjactives
are those of full employaond, gspecially in geoncmleally mature
countrios and planning for an over«zil economic development in
the undeveloped cconomics. These countries need direcvlonal control
of all scorcmic forces and vendencles, =he control and regulation

1, J.d.Polaks *Contrdbution of September Devaluations ©o the Soluticr
of Turopets Dollar- Problem®. Stafl Papert ;I .M.F «5ept e 1951 Pebo
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of international paymonte in such countries s inevitablos They
connot afford to walt and éa@ shings done by the frcely vworking
cconomic forees. Defieits or surpluses in the baloneo oFf payuenbs
of such countrics @uﬁm@t be the outcome of the freec and vneontrelled
srancactions of ‘he private comnariedal anterprisess They would be
the outcome of the economic ?Qliﬁies of the gaﬁexﬁmeﬁt ajmed ob
sacuring cortain dopestic eponomic objoetives, The now ap@oach to
solve. intovrnational monebory problens through x sornational
ponchary cooperakion foils 4o take into considerction the new
porspective in vhich the Mmternational Monetary Fund has to funchiom
The wofficial discussions, namely the Reynes Plan and shdeh yrewednd
actual Fund

the White len momeh which preceded the
Agreement and also the Fund Agrecment cnvisage an intornational

monetney eyoten based on mulbiloteral cleaying and Freoo convertiblile

9,
¥

oy of natiomal curyencies, The somporary Geficits are o be mot oub
of tho internstional liguid vesources made avoilable by tho Fund
and deficits out of fundewental seehonlt Poasens in a counbry arce
to be ronoved by devaluation, These poaedios are based on the

past experdence of the wo?king of the varlous exchonge cqualisation
funds cotablished in sgveral countriss and the ccmpaéibive dovalve
ations ecarvicd on *?,aé?@@al'aouatries one ofber tho oﬁh@r.,@ho

ilegsons of those past eZposieonces, Canncy fally cérve as reliable

-

guides for sclving whe individual économic probloms of varions
national econcniens

The weapons that & tountyy can use in ordoy o meed how
bhalance of p&ym@nﬁs'diﬁfﬁ@u;ties; are inadequabe for tho spocial
vequiroments of planucd peononios. Devaluzbion may be successful in
ipfluenging the total volume of paymenis and reoelptc, But iﬂfiﬁ@n#‘
cing the total volume of foreigh paynentd and roceipbs is not the
only Ex end inportont objective of & planned @ccﬁéﬁyg‘ﬁhaﬁ 1a

poally nceded i5 the control of the composition and directiow: of
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a0
mymeriss, & full employmont sconomy will need only corbain types
of imports which are nocessary for achlewing and maintaindng foll
eiployment, 0.5, the Beitish import needs for raw meterlielse A
plan for ceonomic develommont in a backuward economy will ospeew
ially need imported - capitel goods. That is to say vhat thope
eountrios will have certain prigrities of dmports and exportd. &
non selective method 1ike devaluati ion, for repressing bone demand
for inports would wanecessarily sacrifice estentlal imports. Againg
it my be that in an cconcmy of this type vhere the incone wonld
be stealily rising, the price elasticity of hamc demand for imported
compodities may be very lowel Devaluation for such counivries wild
not prove an aprropriate rémedy fop solving baldnce of payments
aifficuiticss Ho planning can be corried on unless the economy
1s insulated from external disturbances and oxchange eontrol is
the indisponsable link by which alone planned economles can be
onneebed with the reghb of the worddsl

+ 48 worthwhile to nobe that in 1046 when the vardous
nember comntries of the Fund were %o give the par values of thedr
currencies 4o the Fund, several countrics selected the soame or 2
higher perisy than vhat wvas before the war, The price lovels in
vorious countries had not risen vo the sal e extent, The Fund studicd
in all poosible details the etonouic sﬁ.maﬁion in oach member
gountry vig-tevis that of the world, It was admivved, then, that
Hlere wore cubstantial disparities in the wage and priece lovels
in a nuaber of countricss3 Despitc that, the Fund accepted the
paritiss which wewre not in keeping with the pational wrice and wage

levels, This poliey was bagsed on the convietion of the Pund thot in

1, T.Baloyech 1The Bconomics of Full Bmploymentt Qp.f.«in.,pel%o

2, G.HeHaim !Intermational Monetary Uooperationt Op,Clti,pe3

Je I .F.El:h:seli 1The Role of Ia% ,Grmtimal Monetary afg’;memnm in
a world of planned Eeonomies}) in deoadings in the Thoory of
;zwmamonal Teade opw.s. s 3 Da02,
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the paculiar postewar conditions the exchange rotes were quite vafih
to perform the functions gencrally attributed to them, Not only
that bat lower exchange rates were incapable of restricting a
denand for imports in the post-war cconomies, nor could they be
of any help in incrensing exports when the countries (espesially
non-dollar} werc not able to step up exports.l

The post-war balance of payments difficultins especially

Fal

for dollar reyments of mosh of the countries of the world cannot

G,

o explained simply by uncomtrollable inflation in domestic aconomies
and;therefore, they cannot be cured by exchange depreciations This

35 well borne oub by the axperieonce realized after devaluations of
September 1949, Devaluation was only one of a number of significont
econonic dovelopments affecting the dollar trade balance, Some of
the most lmportant amons these were an upwturn in U,S5,economic
aetivity towards the ond ofjl?LQ and during 3956 ang addivional
export restrictions applied by many countries against dollor inports.
Tt is interesting to note that the catcgories of goods whose dollar
pricos were most affected by devaluation, especially the type of
manufactures exported by Western furope, ers the least important

in U,3, imports, The dollar prices of manufactures fell to a larger
extent after devaluotion than those of food stuffs and raw
materials, Bven vhon, UeS. imports after devaluation concenirated

on food stuffs and raw materials rather than en manufactwress

There is o long torm downward trend in U.S, imports of manufactures
o tobal consumers sxpenditure. This clearly chows that price -

concessions given by devaluation also cannot help if the expertable

o

1, Camille Cutt (Choirman of the Bxecutive Board aad Hanaging Directo
I.05.F, 3in one of his public speeches roprimted ),'Exchange
fabes and Tnternationsl Monetary Fundt Rov.0f Ecoed
Stabistics, May 1948 pp.€2-83.



23

goods have to compete with domestic goods .1
Tn the case of countries which have undertaken a planned
devolopment wississtrprotrcEisd of thelr productive resources, the

cesoure for imports will be exercised in two WayB. fn one hand,
a_

thoy will need lerpe imports for development purposes and on the.

other, due %o increased domestic incomes, for satisfying the rising
consunption gtandords.ingreases in national income tend to accrue
Pirs: to the richer groups and to creato bhalance of payuents
difficultics because of the propensity of these groﬁﬁa ﬁo dmport

luvurics from abroad¥2  There is thus an unNeCessar'y loakage in

»

sho nesisnal income which chedks the national tacome. from rising

as muck as it can do otherwige, The need fow gxchange eontrol

»

ag o ooleetive instroment of contrealling international paymeonts
of such gountries is imperative.

cchange control has come to be associaked with cortaln
abuses and malpractices duvring the inter-war poriods It valises

vsuch emobional veactions 86 bo prevent any seriovs dlscusslon. Bub

. ¥ n N g

o blind oxcommunicasion of exchsnge controls is not justifieds The
antives should boe understond and every efforg: should be made to
prevent abuses withowt sacrificing the real purpose which none

tntdze discriminatory exchange control can Justifiably serve.ld

The rols of the Internovional Nonetary Fund will be adld

she more important even then, The Fund Authorisies will have to

A S K S AP TR,

1, U,¥,world Seonomie Report 1949-50 Prel75=179, There is a
vecponsible Amerisan opinion thay stopring of inflatlon
and adjvstment of cxchange rabtes form “necessary and sufficient
cordition for restoring stable equilibzimm in the halance
of payments of any country? . (G.Haberlere '"Dollar shortage?
Foreign Economic polley £or U.Se pek35) To this view one gannot
easily subseribe, Such & view is humourously eompared to that of
a *fond mother, who looking ¥mat the victory parade,proundly
exelaimod,'Look Papa gvery ono 15 out of step except owr Sammyt ¥
(T, Balogh YExchange Depreciation & Beononic Rendjustmentsl Heveol
EeoS0at«HoVae ;1068 262 Foot note 28},

2. BR,Triffin 'BExchange control and Bguilibrium! Foroign Economic
Policy For the U.S. pekll, '

3, R, Teiffin ' National Sentral Banking and International Economy
nevs of LeolStudios1006e47 o386 p.t6,
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be congtantly vigilent as regards the exchange practices of the
members and they can sound & note of warning if abuses of Jdisw
eriminations develop., T this respect the Fund has actually played
a significant role in the post-war peried.l The countries which
wxercise exchange restrichions of one kind or the other c¢leerly
oxpressed bhoir views rocently bo the Fund thot they could secure
a varietby of purposes, such 28 vestraint of over-all jmport demand,
discrimination as b etween hard and soft currency countries, rostrice
ticnyon capital £iight etc¢ by means of exchange coﬁpral, Not only
thot but some countries indicated that they alse tried to apply
restrictions in such a vay as'to serve other subsidiary purposes
guch as ceconomic developnont, o maintenance of high levels of
employacnd and also proteéﬁien of certain domestic industhics.2
Tt 15 not possible to achleve S0 mAny ebjectives at 2 vime by the
ad justmont of the rate of cxchnnwm* Tt 4s likely thot,as the
countries regain competitive sn"oneth and raise a gsound ropoYve
pogition, many of the reﬁtricticns will be liguidated., But a Comm
plete disaprearance of Sxahuﬂﬁé restrictions as ulbimately intended

by the Fund Agreoment is Impossible and even undesirable,

Full Emplovment & Multilateralisms

Any system of multilateral exchange of poods is based
especially on two basic conditions, Flrgtly each country wi i1l try
lling to
these covntries. That is to say it will try $o equalise Its imports

o purchose from other countrles to the extent it 18 se

and exports. And secordly, a country will import only those goods
from others which are nec@ssa“y'ﬁcr domestic production (i.e. raw
matevials) or COno whiep and which the country concerned is not

‘w””‘-‘mﬂ

1, See supra pe 309

2, Fourth Annual Report on @mchange Restrietions. T H.F.,1953
p.S . ’



304
able to meet all her needs horselfs The system of multilateral trade,
in view of these two corditions, can worl properly only when the
world's productive power is evenly distributed, I any one country
has ot an excescive productive ecapacity, it should first make
Comestic srrangements to obsorb the goods that it is producing. Such
a3 covatry should not try to support enploysent and income at home
by meens, of ezport suﬁﬁ; 608, Lack of demand for hcmcuproduead goods
connot be an intermatcional liability especially vhen full employ=
ment is already provalling in other countries. Intermatlonal exchonge

of coods among full enp doyment countriss can be hased only on the
conplinentarily of exportable goods that these counbries wroduce.
Full employment and mulbiloteralism can go hand in hand only when
s fulfilled, In iz w limiting multilaveral

i
exchange of goods o

coanod ities vhich ave complimentary to the
soonomies of the counbries vhich enter into such exchange; the

\Wweean - s .
counsries nay @5&&5@%@& ind *IL? poorcr bud on the whole they will

be aa?e to establish hebter control over the employment situat ion,
This is no less important an objective than that of é higher stande
ard of living for a limited nuamber of people, I we interpret the
tern 'otandard of living' broadly encuzh so as to take Into account
he fasydhicnl income! resulbing from fuil employment aid souial
segurity, the effects of the reduction in international division
of lahoﬁr (and hence in international trade) are certainly negligible
in conparison with those of the cabastrophle ccononisc instablility
of the world which arises out of oxtreme Invernational ﬁpeqialisatimn§
In the present world contoxt wherein the productive pover

ha$ cone to be unevenly distributed among %h@ natlons of the world,

multilsteral trade dees not provide g solution for achisving full
employment, The prob&nm is that of securing vulfi ient means of
ol St Tt Stk ok ol

~

Lo h0jal Tnstitube of Intormational Affairs. Eec.Lessons;p.2754.
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of nmeking intarnatiqaal payments. The new ingtitusions like the TJ4.F.
and T.B.R.D. place éuch means to the disposal of deficit countries
but these jnstitutions cannot be relied upon indéfinitely. The help
provided by them should be used with extrene canticn especially when
p country is not capable of increasing hor repaying capocliye

The schemne of the ¥

wnd creabes liquidity for a deficit courkry

but 1t doea not leave scopc for selecting imports. This is bocause

1+ 15 not based essentially on the gonplimentary character of
internntionsl exchange of goods, This requires wuch moroe Lhan ners

crcation of demand abvoad for the goods vihich the surplus coumry

whom for developmental purposes and also should direct the country
wnich focas the fall in demsnd to produce thosc geods which other
countries sgosuntially needs Full cmployment dn an economically
matuwre cowrsry in this way will not bave to be supported on
aggresaive export polley.l

This sort of ordering of world trade envisages the
organinsation QL&x?fQﬁuﬂtiGﬁ‘Oﬁ the hasis of wuiunl adventage of
inpernational traﬁe}iﬁa composision of exports which ave likely
to compate with pmmm demestlc goods of Imporbing countries can
surrors the industries of exporting country indefindtely. For, oven
1 there may he esﬁablisheé & balanced exchange of manufactires for

manufactures of idemstical varities it 1s Llable to ebl; and flow in

changes. Tt would be a Insting boon to the manufasturers in both

&,

the countries if tho invermationnl exchange of their products which

are of the same verleby may be abolished.2 ultillateralism can be

1, T.Ralogh 'Foonomics of Puil Employment! OpeCit e Delb2s

2. Dof. Robertson, tThe Future of International Trade! Readings in
the Theory of Internationzl Trade OPeCit e D506,
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roconciled with the objective of Pull employment only on these grounds

and no ohhepr,

Yeaterday, Yo=day and To-morvow.

.

Mulsilateral trade in the past largely depended upon the

complemeniasy nature of the goods vhich entered into International

i

trade; In ﬂiﬁuCC‘ rwanties countries of the tropical belt exported

?

L

oy materials to U.5.4.5 UuS.k, found outlet for her eXports to
Turops and othor semi-doveloped counmbries, many of the Buropean
countries exvorted to U,K, and the exports of U.K. weroe cbsovbed by
rhe counbries of the tropisal belt.l This pattern of trade s nob
pnosaibls so-day vhen the cowrnries in diffcorent rogionn of the

Iv diversified in productilon and accordingly
more solf-gulficient, To one would sugpest ab the rresent juncture

whan Trdia has become almest selfssufficiont in food stwffs that

¢!
Frm
g
&
L0
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st
e
)’:«5
e

import food stuffs Crom the U.2, in order to help that

R3

country o solve the oreblan of hey agriculiurasl surpluses. In the

postewar werled the war-rovaged countriss of Furepe snd other
bacimard comnbries Llike Tndia were in need of fmcrical goods such
oot shuffe,. This created
s doilar shortage for the whole world, Wut now that. the Furcpean
countries have been able Go vehabilitate thoeir cconomies their
imports from the Us0. have maturally fallen and the wosgure of
doilor ravments is congider ‘ ably caged. Gven in the case of the US.,

inpoets are composed of i;hc:sac soods which are eithor not otk ald

e

»

-

* - Glk J
mroduced ot houe oy in which hose supply is oot sulfic

A = o

<
[

x

The above facts indicate that the volume, composition and

L

dirpevion of intereatloml trade will depend upon the nroduction

tpends and nabional ecomomic objectives in different countries.

1, U.H.world Economic Revort 1948 pehs



The ecuntries will try to so regulate their foreign trade that tholy .
eesNomMAS.

national, objectives 1% not bo jeopardized by external dlsturbanceSs

Deyaluation a8 a #eb 0{, of x’edresw » balange of payments difficule

ties cennod be pesovted to off and on. Productiviby of industry

cannot be inereascd dmmediately in order to eert a downwa wd Presse=

ure on prlces, Under Ul 1:5 conditions, uniike in the past, countries

1will chooze o sonoeiously regulate stheir fovelgn frade rather than

manipulate the natiosal price 1svol ox the foveign archange value

Lheir notionsl currencics. This is well borue out {rom tho
ervoricnce of bho BE.D.4U, ubleh iz an atboenpd ot Linited multilaterals
~lan angd fres btrade, “hen in 195152 the two lavge nowbers of the
Tlnicn, France and PBritain,accumulated debbp bu other nonmbers, they
sried BO romove Lhelr wayments Aiffisulsies by resteicting imports.

This neont o partial revereal of the novemenis sovards Turopean

>

srade liheralisasion which had beea the objective of E.FUel

oo

Mo country uhich ic maintaining a high level of employment

and pariennl incone can afford to lose a greater part of its natiomal

incone to fovelgners than what the forslgners arc contribubing

s dre own. Hlountrics,therclore, will act very cautlously in their

Ferolan wrade polielos. £ large Sarh of fuswre vorld trade will be
srried on by provicus agreements and wndc sravandinge s ls gencrally

the case todave This does nob imply that such trado deals will

-

check the groush of intorpational trade, The volume oOf trade may
wyon ineresse congeouent gpon an all vound mise in the national
incomes oFf the world. Tt 1 al:zo likely that such agreemcente and

undergtanding anong nrations m, olves may concribute towards an

expons ton of wvorld trade rather than check Ib. The importent point
shan 35 bo be noted horse is that for an Individunl country an

Red m > p LIS L .
sxransion of world ur'tdf:z is act,end in v dkself, It is imporbant 8o

long es it contributes Lo incrensod enmployment and incowe, Whatever

1. T.M.F. & nnual Report 1953 ppReil-ids
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she money cost of wroduction, if o country is convinved that the
topportunity cogtst (meastred in sorme of loss of employment and oubte
sut) of producing at home the goods which are imported is nll, thab
is Lo say *:;h.at;; home production causes a not lncrease in employment ,
it would choose to producs at home rather thon Lo import.l This is
) goonomnies
cnnctly the zomritten position of backwardfemomengfc like Indle .
substisution of howme production for imports in.such gountrios will
certainly increzse employment and natlonal income.

Yhenever the objective of the expansion of world trade comes
ipto confllct with that of full cmployment, it 1s the latter that
will Fivsgt receive tha atisemioﬁ, of guthorities, This iz not ab
211 contrary to the objectives of the Fund Adgreenant, For; according
no Artiele I (4i) of the Lgreewent)bhe expansion and balanced growth
" of world trade is important o long as it contribubes 'to the
o pronotion and ma intenanc o of high levels of employment and real
incone’. Thus the promotion of employment ig the end and expansion
of world trade 1s one of the meaps to secure that end, If member
countries Loy to witn? atbtaln full eaployment by pract ices which
mav oven be drestrictivet of world trode it is difficuls to find
1t with. them. This has been clearly recopnised by -;:he,Fumig ik 2
yog reslised after about & years of ite working thab the objective
of balanced growth of international trade and the onc of high level
of asployment and development ove difficult to recenc 1la.2 In
such civcmmstances the tagk of an institutlon for Inbernat ional
monetary co=gperabion heconss a. delicate one,

e

The importance of the International Monetary Fund essent ially

Y,

springs forth from the fact that it providss a forvm for representing

the views of menber counbries, Unless the member countrios meet
Peni odrcali
pestodieashy ond place forth their individual points of view ..
T, Moval IROLICUEG Of International AL1airS; ODeC ibe,Pec?3ds
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sheir aifficuliios and thoir objectives befowe other menbers , geoater
coononic understanding ard co-operation are not npossiblae, In the
postewar perdod countries ave ready O comoperate without BuERling
surrendeoring cheir right bto-wimpen shape tholr individual conmers
cinl policies so as to serve their national objectives: ’i’zerefox‘é,
the oxpansion of intcrmmitionel trade ¢an be secwred In the present
context only by leducating! the views of countries on the need for
inpornacionsl cconomic cowoperations This poims i3 omply illustraboed

by the hisbory of G.h:T.Te which developed Drou & merc egracuons!

iaho an torgenisotion? , The Gdhtyracting Parties of tho General

Agproenont hove co=oporoted gn the basic of mubuald advamohsts The

ropults are conswvicuous e 2 rdésuls of the world Parifi Conforendes
S

»

ciricd ouy under the cugplcics of GwhaTeTe dutles affeccting threee

-

., S - w5 e ey ‘1 " - - " ! ROV e
cparsers of the world tvade have been reduced cv bound. IV has

.‘

hecome the forwn mfor the sebtlement of dispubes which, in dbs
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ed to oputvering tavifil warc,
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e TGP, aloo has significantly
pontritubed towards grooter wderstandivg on prodlems of intornations
2l economic co-oborabidn among member counmtrles. Ibs advice Lo
corbain menber countries bo romove enuEbd restyictive policice du
wigy of thoir counder telsnce of paymonte position s willingly
cerriod oubs Thus, in 1953, wien Holglun and Luxenburg vere advised
by Lhe Fund that they should relax bestrigtions on dplisr impovis

in viou of their stroug bolance of payments positicn, tho two

~

countrieos folloved the advice of the pund ond substenticlly

R “ - »

incroased tho 1ist of Aollar dmports, Nomtay ond Finland ronoved

shoir roehonbion quots pactices for,the Fund is apainot such }araccic@g

1: Hichool L.lofinon, Fubure of G.4.7 oo Commerce (Uoelkly] Ochobor
16, 1955 paP3he .

». Rebention quote rractices mean the practige of aliowing the eLpore
ters Lo certoin countries, especially to dollar aveas,to retain
o certain pert of thelr saxnlngs with then and o use the carning |
rotained thus in vhatover way they liked,
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Cortain countrios refrained from introducing reventlen quota

mractices @é‘%ﬂ t‘i@% ¢onsulstion and discussions with the Fund,

,:gzz‘&e ‘r,hg fact bhat uhese countrios were sdversely affected by
the use c% czf,mh. procticesy by othor countries, The Fund expmesned
it ccncwm mer Hulbiple currency proctices in Grecee and thotesunbwg
gradwally eiwaﬂmec& auch roct’ ¢C€’5&z

The Fund 4a i gradwmlly holp to bring :? uh conditions

nocessary for the @Xp:,mion of world trade, Hevertholess, one gan
not hazerd the conglmsion that control gf?‘crea,gm trade and a:whénge

411 bo mimmdnmk abandoned by countries., In fact, at least in the
B foree-seenble fubure,countries will more depend wpon klesioeatpniec]
foreign trode and exehange controls in yﬁ*@férence 0 exchango rate

adjustmente or manipulasion of the price lavels

@éﬁ'q\nﬂ‘q—m WAL 22 Wl A2 M08 EI 7 R W T

LT,y Pourth Ahn 121 Report on Dzchanze Restridbions ;1953 , 70



