
International Liquidity

by Dr. Per Jacobsson, Managing Director, 

International Monetary Fund

F E D E R A L  R E S E R V E  B A N K  O F  N E W  Y O R K

S U P P L E M E N T  T O  

M O N T H L Y  R E V I E W ,  D E C E M B E R  1 9 5 8

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

December 1958



SUPPLEMENT TO MONTHLY REVIEW, DECEMBER 1958

International Liquidity*

by Dr. Per Jacobsson, Managing Director, International Monetary Fund

As we all know, a great deal has been spoken and writ
ten recently about the problem of international liquidity; 
and it is therefore not surprising that I have been asked to 
speak on this subject at the present meeting of your Asso
ciation. A year ago when the economic recession became 
more in evidence here in this country, there were, of 
course, those who remembered, especially in Europe, how 
many learned economists, and others also, had been con
vinced that a setback in the American economy would 
expose other countries to a strain in their balance of pay
ments and, indeed, intensify what had been called “the 
dollar shortage”. For the European countries this could 
be a serious matter; a number of them had already experi
enced two periods of acute tension in their exchange mar
kets since the summer of 1956, and if they now had to 
look forward to another period of exchange troubles, they 
were naturally inclined to be worried. The British espe
cially, who had been taking strict measures at home to 
restore their financial position, began to be anxious, and 
they considered it necessary to enter into discussions with 
their American friends about the international liquidity 
position, with a view to finding out whether some safe
guarding measures could not usefully be taken.

Looking back, we now know that the movements in the 
exchange markets have been very different to what had 
been feared; instead of losing reserves to the United States, 
most European countries, and also some countries outside 
Europe— notably Japan— have been able to increase their 
gold and dollar holdings quite substantially, while the 
United States on the contrary has had to sustain a gold 
outflow of about $2 billion. Fortunately the United States 
has still very large gold reserves, and with other indus
trialized countries gaining reserves, there are not at the 
moment any signs of an immediate liquidity crisis or any 
real prospect of any such crisis in the foreseeable future. 
I think it is fair to say that, at the recent meeting of the 
Fund and the Bank in New Delhi, the representatives of 
the industrialized countries in Europe and elsewhere were 
more relaxed than they had been at any previous meet
ing of these two institutions. But even so, the discussion 
about the world’s liquidity position has been continued; 
and— what is really significant— at the New Delhi meeting

* Because of the importance and timeliness of this subject, and the 
unique qualifications of the writer, the Federal Reserve Bank of New  
York has invited Dr. Jacobsson to prepare, as a Supplement to the 
Bank’s Monthly Review, this slightly expanded version of an address 
which he delivered at a joint meeting of the New York Division of 
the American Finance Association and of the Metropolitan Economic 
Association on November 14, 1958.

the representative of the United States put forward pro
posals for an increase in the resources of the Fund and 
the Bank. Why have these proposals been made? And 
why is it that these proposals have received almost univer
sal approval at a time when nobody seems seriously to 
believe in any immediate threat to the world’s liquidity 
position?

Before I try to answer these questions, let me for a 
moment recall how the problems of international liquidity 
were successfully dealt with in the days before 1914, when 
almost all countries adhered to the rules of the interna
tional gold standard. The gold standard system as it 
worked before 1914 secured for the world the following 
two advantages:

In the first place it was effective in maintaining proper 
balance between the economies of the various countries. If 
in the pursuit of too lax a credit policy a particular country 
went out of line it would lose gold; and it was then bound 
by the generally accepted rules to increase its discount 
rates and to take other restrictive measures to check or 
reverse the flow of gold. Since world trade was generally 
expanding, it was often sufficient for a country to call 
a halt in the credit expansion to get into line again. The 
measures were no doubt harsh at times but, since world 
trade was expanding, they generally did not cause more 
than passing hardships.

Secondly, the regular flow of gold from current produc
tion led to a general increase in monetary reserves, which 
in its turn gave an impetus to expansion in the supply of 
credit, sufficient as a rule to provide the increase in pur
chasing power and working capital needed to finance the 
growth in trade and production. The Swedish economist, 
Professor Gustav Cassel, laid great stress on the role that 
newly mined gold played in securing an adequate expan
sion in the financial structure; he arrived at the famous 
figure of 3 per cent as the rate of expansion required. In 
some periods before 1914 this rate was not fully reached, 
in other periods it was somewhat exceeded, but the diver
gence was never considerable, with the result that the 
general price level was relatively stable in the period 1860 
to 1914.

If we take a look at the reserve holdings of the indi
vidual countries, we find that some had quite substantial 
gold reserves which went on increasing from year to year; 
others— particularly Great Britain— had what we would 
now consider astonishingly slender gold reserves— only 
some £ 3 0  million or $150 million when they were the
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highest for any pre-1914 year. One reason why London, 
although the centre of the pre-1914 gold standard system, 
could manage to maintain orderly monetary conditions on 
such a slender gold basis was that Great Britain at the 
time was a pronounced creditor country and more pre
cisely had substantial short-term claims on other countries 
— largely in the form of acceptances— which could readily 
be mobilized. Another reason was the effectiveness of the 
British banking system, working with a traditional 10 per 
cent cash ratio; in such a system only a relatively slight 
addition to reserves was needed for credit to be expanded 
in an effective way. As between the individual countries 
the proportion between the gold reserve, on the one hand, 
and the credit volume or the volume of foreign trade, on 
the other hand, thus varied considerably. Both for the 
individual countries and for the community of nations the 
efficient working of the credit system was a factor of the 
greatest importance. Just as the liquidity of an individual 
firm can never be judged on its cash holdings alone, since 
account must be taken of its credit standing and its bor
rowing possibilities, so the very fact that the international 
credit system functioned smoothly under conditions of 
widespread monetary confidence made it possible as a rule 
for individual countries to borrow when a deficit arose in 
the balance of payments, so that they would not have to 
rely solely on their reserves at a period of strain. There 
would often be an equilibrating flow of funds in response 
to even slight variations in interest rates and in the quo
tations in the foreign exchange markets —  a form of 
“borrowing” inherent in the system itself. In the efforts 
to restore and maintain balance, the tasks of the central 
bank can be much facilitated by such movements of pri
vately owned funds.

There are indeed three main lessons still valid to be 
learnt from the working of the pre-1914 gold standard: 
there is need for monetary discipline to keep the various 
economies in balance one with the other; there must fur
ther be a mechanism sufficiently effective to assure the 
expansion in the credit supply needed to sustain the growth 
in trade and production; and, thirdly, in order to imple
ment these prerequisites and thus to assure a properly func
tioning international monetary standard there must be an 
effective international credit system.

Indeed, foreign as well as domestic trade is financed 
primarily by commercial banks and it is the supply of 
commercial credits that keeps the wheels of commerce 
moving. The liquidity generated in the financially impor
tant countries is therefore of special importance for the 
trend of world trade— to give but one example— and an 
example from our day— the credit expansion in the United 
States during the recent recession has helped to increase 
the supply of dollars also to the rest of the world and has 
thus facilitated international settlements. But in order to

expand credit, the commercial banks need the support of 
the central banks— here in the United States of the Federal 
Reserve System— and such support can only be granted 
if the central banks themselves are in a sufficiently strong 
position. Situations may arise— in emergencies, in booms 
and in depressions— when the central banks are in need 
of temporary assistance— and the need of such assistance 
was, of course, one of the main reasons why the Bretton 
Woods institutions and especially the International Mone
tary Fund were established.

Before I turn to the consideration of the problems that 
now beset us there is one important phase of the interwar 
period from which, I think, we still have a lot to learn. 
I refer to the phase which led up to and followed the sus
pension of gold payments by the Bank of England in 
September 1931. I suppose some of you would still re
member how in May of that year the largest Viennese 
bank— the Austrian Credit Anstalt— had to close its doors; 
how the nervousness which this created spread to Germany 
and gave rise in the summer to a very severe banking 
crisis in that country; how then within a few weeks the 
pound came under presssure and the flight of capital be
came so intense that, in September, first the pound and 
then a number of other currencies were devalued. Thus 
a crack which had begun in a relatively small country 
went on spreading; and before the disruption was ended, 
both the dollar and the so-called gold bloc currencies—  
including the Swiss franc— had also to be devalued. There 
are a few observations which I would like to make in 
this connection.

It is often asserted that the real reason for the devalua
tion of the pound was that the British authorities had in 
1925 stabilized their currency at too high a level, namely 
the pre-1914 gold parity— so that it necessarily had to be 
adjusted in relation to other currencies. But when the 
whole process of adjustment was over, by the middle of the 
1930’s, the pound and the dollar as well as most other 
currencies had again reached very much the same relation 
to each other as existed before the devaluations, so in that 
respect hardly any real change had occurred. Would it 
not then have been better if the original relationship had 
been preserved? After all, little was gained for the world 
by these devaluations: world trade remained stagnant 
throughout the 1930’s, notwithstanding the resort to cheap 
money policies and deficit spending pursued in so many 
countries.

In fact, some serious efforts were made in 1931 to sup
port the existing exchange structure when it came under 
pressure. Special credits were arranged up to a total of 
about Swiss francs 5 billion or $1 billion which in real 
value would be equal to at least $2.5 billion today. These 
credits, as we know, proved insufficient but this does not 
mean that a larger amount of credit, perhaps twice as
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much, would not have been successful in averting the 
devaluations— and in doing so many of the subsequent 
troubles, political as well as economic, might well have 
been averted.

Winston Churchill has said about the Second World War 
that it was the most unnecessary war in the history of man
kind. I would not go so far as to say exactly the same 
about the devaluations of 1931 and the following years 
but I still think they could have been avoided: and if they 
had been avoided, much of the trouble that followed in 
their wake would also have been avoided and perhaps even 
the war itself.

I have dwelt at some length on this liquidity crisis of 
1931 because I am haunted by Santayana’s saying: “Those 
who do not remember the past will be condemned to 
repeat it.”

After the gold standard had broken down in the interwar 
period, something new and more firmly founded had to 
be built and that was the task at Bretton Woods. The 
International Monetary Fund in particular was established 
to ensure a better order in monetary relations and to do 
that by granting, in case of need, financial assistance which 
would help the particular countries to take the proper 
steps to restore balance both internally and on their foreign 
accounts. It was, however, specifically laid down that the 
Fund was not intended to provide facilities for postwar 
reconstruction or relief. Nevertheless, thanks to Marshall 
Aid and the fact that many overseas countries had fairly 
large sterling and dollar balances accumulated during the 
war, it was possible to embark upon programs of postwar 
reconstruction without being unduly hampered by a dan
gerous shortage of foreign exchange. Since these needs 
were thus met from other sources, there was little necessity 
for Fund assistance in those years.

The combination during the war years of direct controls 
to keep down prices and the generally rapid rate of increase 
in the volume of money and of claims that could easily 
be turned into money left most countries with excess 
liquidity in their domestic markets in the postwar period 
of reconstruction. This excess liquidity necessitated some 
important adjustments, which for the most part took the 
form of a fairly rapid increase in prices, although in a num
ber of countries the adjustments also took the form of 
devaluations. Often one crisis followed the other— not
withstanding the aid from abroad— but after ten years of 
postwar reconstruction, two important results had un
doubtedly been gained: (i) By 1956 the European econo
mies had generally reached a fair degree of balance in
ternally and in relation to each other and to the rest of 
the world; (ii) by that time the adoption of flexible credit 
policies (including changes in interest rates) had generally 
been accepted as an essential element in the efforts to 
maintain a balanced position.

Both these gains were put to a severe test at the time 
of the Suez crisis that occurred in the autumn of 1956, 
which, in particular, exposed the pound sterling to a con
siderable strain. The pound being a currency used for 
international settlements was particularly vulnerable in 
a period of nervousness; those who had claims on London 
asked for immediate payment, while those who had pay
ments to make in sterling delayed as long as they could 
the date of settlement. Britain’s gold and dollar reserves 
were rapidly reduced by these capital movements, although 
the current account of the balance of payments continued 
to show a surplus. In December, the British Government 
turned to the Fund with a request for financial assistance 
for an amount of $1,300 million, and received a drawing 
of $561 million, and a stand-by of $739 million. More
over, a line of credit of $500 million was arranged with 
the Export-Import Bank. The assistance by the Fund was 
granted on the basis of a declaration by the British Govern
ment that strict financial and credit policies would be 
pursued; that quantitative restrictions would not be re
imposed; and that the value of the pound sterling would 
be maintained. Thanks to the policies thus pursued, and 
the financial assistance obtained, the crisis was averted and 
the value of the pound upheld.

Nervousness persisted however. In the summer of 1957 
a new tension set in on the European exchange markets—  
this time caused more particularly by rumors regarding 
a possible revaluation of the German mark. In September 
1957, when the crisis was at its height, the Bank of 
England raised its discount rate from 5 to 7 per cent, 
while the Deutsche Bundesbank lowered its rate from AV2 
to 4 per cent, and declarations were made at the Fund 
meeting in Washington to the effect that there was no 
intention to alter existing exchange parities. These meas
ures and declarations impressed the markets, calm being 
restored; from October 1957 up to the present— for thir
teen consecutive months— Great Britain has been able to 
add to its reserves. All this points to the fact that the 
pound was not overvalued; that there was no fundamental 
reason for any devaluation; that it certainly was in the 
general interest that the exchange crisis should be over
come. For had it led, as happened in 1931, to an altera
tion in exchange value, nobody could have told what the 
consequences might have been.

At the time of the Suez crisis the Fund was able to grant 
substantial assistance to Great Britain because its holdings 
of gold and convertible currencies were at that time still 
almost intact. This was, however, the beginning of a very 
active period for the Fund, and the assistance granted has 
reduced its uncommitted resources so that today it would 
not again be possible to extend assistance on such a mas
sive scale as was received by Great Britain.

So, when I now turn to the question of increasing the
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resources of the Fund, one of the principal reasons for 
such an increase— but by no means the only one— is to 
be found in the general interest of avoiding devaluations 
which are not dictated by the realities of foreign trade and 
competitive prices, since experience shows that once a 
crack starts it is difficult to limit its effects. However, in 
this connection, it is important to remember that the British 
Government itself took very strict measures, including an 
increase in Bank rate, to 7 per cent— which is an unusually 
high rate in times of peace. In other cases where the Fund 
has granted financial assistance corrective measures have 
also been taken by the countries which received the assist
ance; and the policies which the countries in question in
tend to follow have been set down in declarations to the 
Fund, often taking the form of comprehensive stabilization 
programs, as recently in the case of France, Brazil, and 
Turkey. In these and in some other cases, the resources 
which the Fund has provided for the support of their pro
grams have been supplemented by credit facilities obtained 
from other sources —  from United States agencies, the 
European Payments Union and, in a few cases, also from 
New York banks.

The principles and practices which govern the granting 
of financial assistance from the Fund had already been laid 
down by the Board of Executive Directors before the active 
period started in 1956. The attitude of the Fund towards 
requests for drawings or stand-by arrangements depends 
not upon the absolute amount involved, but upon the pro
portion it bears to the country’s quota (each country has 
a quota in the Fund which determines not only its con
tribution to the Fund but also its voting power and its 
possibilities of obtaining assistance). Requests for draw
ings of the first 25 per cent of the quota, normally corre
sponding to the country’s own gold subscription, are almost 
automatically approved; for the next 25 per cent the Fund’s 
attitude is a liberal one— the members being required to 
show that they are making reasonable efforts to solve their 
own problems. For any drawings beyond these limits, 
however, substantial justification is required: namely, that 
the drawing must be in support of a sound program likely 
to ensure enduring stability at realistic rates of exchange. 
It is largely through the application of these principles that 
the Fund is able to contribute to the observance of a degree 
of monetary discipline in the member countries. The Fund 
is not therefore just an additional source of credit, but is 
recognized more and more as a source of credit that is 
available in substantial amounts only to member govern
ments that have satisfied the Fund of their intention and 
capacity to restore balance. These principles apply to de
veloped and underdeveloped countries alike; in fact, the 
majority of cases in which the fund has granted assistance 
has been in relation to underdeveloped countries, which 
have had to satisfy the Fund as well as the other institu

tions from which they have requested assistance as to the 
soundness of their programs. I believe that with the en
largement of the Fund’s resources there is no desire or 
intention to depart from the principles which have thus 
been laid down.

There are indeed some strong arguments for contrib
uting to an increase in world liquidity by means of an 
increase in the Fund’s resources. Through the financial 
assistance the amounts made available by the Fund are 
pinpointed to particularly weak spots in the monetary 
structure, and are thus used to prevent cracks.

Secondly, the funds are made available at a time when 
they are most needed— which may be in times of boom 
as well as in times of depression. As a matter of fact, the 
greatest amount of Fund assistance was made available in 
the boom years of 1956-57. Some Fund assistance has 
also been granted in the recession, but perhaps less than 
had been expected. It would, however, be rash to conclude 
that the Fund will never in the future be called upon to 
grant large-scale assistance when business activity declines. 
This time the flow of funds has been decisively influenced 
by the credit expansion and the fairly liberal trade policies 
in the United States. But even if such policies are pursued 
when a United States recession again sets in, one can 
never tell what other factors may be operating. The Fund 
must in fact be prepared as it has been in the past for 
diverse contingencies— many of which cannot be clearly 
defined in advance.

Thirdly, the Fund will help to ensure that degree of 
financial discipline, without which no international mone
tary standard can function properly. This is the more im
portant, since the quasi-universal adherence to the fairly 
simple rules of the old gold standard is now a thing of 
the past. These rules served the world quite well in the 
years before 1914, providing a basis for an increase in 
production and trade, and in living standards, beyond any
thing known up to that time. Then in the 1930’s this 
system received a deadly blow, not merely through the 
devaluations but more particularly because the hardships 
were no longer temporary but in fact seemed interminable 
and the idea spread that the gold standard set of rules 
could no longer work. It is true that in recent years flexible 
credit policies have again been adopted, and generally 
more attention is being paid to monetary stability, but that 
does not mean that the earlier rules are again thought to 
be fully applicable. For one thing, the public sector is now 
more extensive than it was in the past; now amounting in 
most countries to some 25 per cent or more of the gross 
national product, as compared with less than 10 per cent 
before 1914— and this in itself makes it necessary for 
conscious monetary management to play a greater role, 
whether we like it or not. More time is generally required 
for corrective measures to take effect, and to gain that time
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financial assistance may often be needed to supplement 
reserves. Without the corrective measures, assistance will, 
however, be of little avail. The Fund system establishes 
a combination of financial assistance and corrective meas
ures in conformity with the principles just described, and 
this combination has to a large extent already been tried 
out in practice. It should be possible for this new system 
to gain widespread allegiance, and in that way help to 
restore that measure of discipline without which the world 
cannot expect to reap the benefits of a properly working 
international monetary standard.

May I add some further considerations which argue in 
favor of an increase in the Fund’s resources? The balance 
which has been restored by the economies of various coun
tries, taken together with the recent improvement in the 
reserves of most industrialized countries, has naturally 
again raised the question whether some further steps could 
not be taken in the fairly near future to restore the con
vertibility of currencies, at least of the leading countries. 
The possibility of having recourse to the Fund’s resources 
— as a second line of defense— may make countries more 
confident to make progress towards convertibility, and 
may, indeed, induce them to take stricter and more con
structive measures than if they had to rely on their own 
resources alone. At the New Delhi Conference, the British 
Chancellor of the Exchequer, Derick Heathcoat Amory, 
stated at the Fund meeting that the strengthening of ster
ling had “brought us still nearer to the convertibility of 
the pound, which is our objective”.

It should, however, be pointed out that it is not only the 
countries approaching a state of convertibility that benefit 
from the possible access to the Fund’s resources, but other 
countries also— and especially those which seek, as many 
of them do, to liberalize their trade at more realistic rates 
of exchange. When these countries proceed to restore in
ternal balance as a prerequisite for further progress, they, 
too, can act more courageously in the knowledge that there 
is the possibility of Fund assistance as a second line of 
defense.

Secondly, it is an important fact that the world’s trade 
has risen considerably in volume and value in the postwar 
period, with the result that whenever periods of nervous
ness set in very considerable shifts may occur in the timing 
of the payments between the various countries; therefore, 
in any emergency, or even in any period of exchange ten
sion, the movements of funds that will follow are likely 
to be on a large scale. The rise in prices by at least 50 per 
cent since 1946 has reduced the real value of the Fund’s 
resources, which are now considerably less than was en
visaged when the original endowment was made. In fact, 
an increase in these resources by 50 per cent would merely 
give to the Fund the same power of action that was 
allotted to it at Bretton Woods. At the moment the Fund’s

uncommitted resources in gold and United States dollars 
amount to $1.4 billion. By an increase of 50 per cent in 
the quotas the Fund would obtain an additional amount in 
gold and United States dollars of about $2 billion; it also 
seems likely that drawings of some of the major currencies 
which are not yet fully convertible will become increasingly 
attractive to members. Thirdly, I should like to emphasize 
that the Fund’s ability to provide resources to countries in 
difficulties benefits not just those countries which have 
sought or may seek the Fund’s assistance but all the mem
bers of the Fund. This will be true in the future as it has 
been in the past. It was, for example, in the general inter
est that a devaluation of the pound sterling was avoided in
1956, that tension in the exchange markets was reduced in
1957, and that countries have been helped to push forward 
with their stabilization programs; it is also in the general 
interest that by means of a stricter observance of financial 
discipline a sound monetary basis should be created for 
a renewed expansion of world trade.

Now I can imagine that somebody might say that, 
although an increase in the Fund’s resources is all to the 
good, there still remains the problem of providing the 
regular increase in liquidity required for an expanding 
world trade. It has already been said above that commer
cial banks to be able to increase their financing will have 
to be supported by the central banks, but that these central 
banks will be in a position to give that support only if 
they themselves are in a strong position. The question may 
well be asked whether it is not then necessary to ensure 
a regular increase from year to year in the reserves of the 
central banks, and is it not true to say that the Fund can
not contribute to any such sustained increase in reserves, 
since its assistance is only of a short-term character— being 
repayable within three to five years? Would it not be 
better— it has further been asked— to raise the gold price 
so that more substantial contributions could be obtained 
from the current output of gold?

These are important questions, and I could only wish 
that I had more time to devote to them. The staff of the 
Fund has this summer published a document entitled 
“International Reserves and Liquidity” in which these 
problems are fully discussed. Here I can only make a few 
brief remarks.

Those who advocate an increase in the gold price gen
erally take as a starting point a particular year in the past, 
say the year 1938, when the relation of reserves to world 
trade was exceptionally high, and they then contend that 
a similar relation should be restored without much delay.

But 1938 was a year of stagnant trade in a disturbed 
world, with a most lopsided distribution of reserves caused 
largely by the massive flights of capital from war-scared 
Europe to the United States. For these and other reasons, 
1938 is a most unsuitable year as a basis for comparison.
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If 1913 or 1928 had been selected instead, the present 
reserve position would appear in a much more favorable 
light. But so many other factors have to be taken into 
account— among them the proper working of the interna
tional credit system— that no year in the past can really 
be said to provide an appropriate basis for the purpose 
of comparisons in this field.

Another line of argument has been that, since world 
trade may be expected to rise by something like 3 per cent 
a year, central banks ought to increase their reserves by
3 per cent a year also. But such a projection presupposes 
that those countries which already have large reserves 
should also continue to increase them at this rate. We find, 
however, that in general many of these countries consider 
that they already possess all the reserves they need to give 
adequate support to their commercial banks, and to meet 
whatever deficits may arise in their balance of payments. 
I am told that neither Switzerland nor Western Germany 
want to add at all to their present reserves— and I believe 
the same applies to Venezuela— while the United States 
is still the owner of over one half of the Free World’s stock 
of monetary gold. If one limits the consideration to the 
other countries which have not such large reserves, one 
finds that an increase at the rate of 3 per cent per year 
would, over the next ten years, require an addition to 
reserves of about $8 billion. On the other hand, we find 
that the addition to reserves from current gold production 
is likely at the present price of gold to be at least $7 billion 
for the next decade, even after allowing for an increase in 
the present large gold hoards. Thus gold production as 
a whole will go far towards meeting the additional require
ments of reserves, and some further addition may be ex
pected from increased dollar and sterling holdings of many 
countries. Moreover, the likelihood is that some of the 
countries which ought to add to their reserves will not in 
fact do so, and the result is therefore likely to be that at 
least some of the newly mined gold will probably be 
diverted to countries which already have sufficient reserves.

If the gold price were nevertheless to be raised and the 
annual supply of newly mined gold becoming available 
for monetary purposes thus to be increased by added value 
and rising output from $700 million to, say, $1,400 million 
a year the result might well be that too much gold would be 
offered to the monetary authorities. One must not forget 
that liquidity can be excessive, giving rise to further infla
tion if costly and difficult countervailing measures are not 
taken. It may well be held that gold will retain its useful
ness as a currency basis (and not lose it like silver did) 
only if it remains sufficiently scarce to be well sought after 
and willingly absorbed.

I mentioned at the beginning of this discussion that in

the days of the old gold standard before 1914, the British 
banking system was able to expand credit sufficiently on 
a relatively slender gold basis. Now that the leading coun
tries have relatively ample gold and foreign exchange 
reserves— especially after the recent improvement in the 
British position— it would seem that the credit volume in 
these countries could be expanded sufficiently to meet the 
normal needs of a dynamic world economy without any 
of them being unduly hampered by reserve considerations. 
Although there is therefore little reason to worry about the 
over-all reserve position of the world, safeguards must 
nevertheless be provided for exceptional circumstances of 
an emergency nature, for assistance in the implementation 
of stabilization programs, and for some other purposes—  
requirements which may be met by resort in case of need 
to the resources of an enlarged Fund. If these safeguards 
are provided, the basis should have been established for 
the pursuit of intelligent credit policies under which suffi
cient liquidity can be generated to keep pace with, and 
even to stimulate, the growth of world trade. These are 
developments which are important even in a much wider 
field for they form a prerequisite for more confident long
term investments, and for the pursuit of all those other 
activities which help to build up a sound world economy.

Before I finish I should like to point out that the Free 
World’s record in the financial field has been far from 
unsatisfactory in recent years. There have been formidable 
difficulties to be overcome, of both a political and an eco
nomic nature, but what have the results been? The emer
gency after the Suez crisis was successfully mastered, and 
so was the tension on the exchange markets which became 
so acute in the summer of 1957. There is now more con
fidence in most currencies than there was only a few years 
ago. Moreover, the recession here in this country has once 
again been only of short duration. World trade has not 
generally been hampered by new obstacles in the form of 
increased tariffs or import restrictions, but showed con
siderable resilience in the face of a downward trend of 
business. Foreign aid has been continued, and efforts have 
been made by the Fund and others to extend financial 
assistance to countries in temporary difficulties, not only 
to permit corrective measures to take effect but also to 
enable them to continue their development. All this has 
very largely reflected sound judgment and courageous ac
tion on the part of the authorities in many countries of 
the Free World. And it is, of course, in the interest of us 
all that the progress made should be consolidated and 
expansion resumed. I think we may regard the proposals 
to increase the resources of the Fund and Bank as a fur
ther sign of willingness and determination to give added 
strength to the economies of the Free World.
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