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The Vienna Meeting of the International Monetary Fund

The International Monetary Fund has made substantial 
progress toward enlarging its capacity to meet the financial 
problems of the evolving world economy. At this year’s 
annual meeting, held in Vienna toward the end of Septem
ber, there was unanimous agreement that the most prac
tical and effective way to deal with the serious foreign ex
change disturbances that sometimes arise from major bal- 
ance-of-payments pressures is to strengthen the existing 
machinery for international cooperation. The governors 
rejected various schemes for a drastic remodeling of the 
international payments system. Instead, they reached agree
ment in principle on arrangements under which the Fund, 
in case of need, would augment its holdings of certain 
major currencies and thus strengthen its ability to cope 
with possible international payments strains. Details of 
these arrangements, which are necessarily complicated, 
are to be worked out in the course of the fall and winter.

In so acting the governors have recognized, as the 
IMF’s latest annual report states, that “the international 
monetary system cannot consist of fixed arrangements 
expected to be suitable forever” and that “the Fund must, 
within the framework of its Articles of Agreement, develop 
in keeping with the evolution of its members’ financial 
and monetary needs and potentialities”. It was in this 
spirit that the Fund’s usefulness was enhanced both by the 
introduction in the early 1950’s of more flexible policies 
in the use of its resources by members and by the increase 
toward the end of the decade in the resources contributed 
by its members.1

Now a new need to strengthen the Fund further has 
arisen from recent and profound changes in the world 
economy. Industrial nations abroad have emerged from 
their postwar difficulties and have attained a high degree 
of economic vitality. Western Europe’s currencies have 
become freely convertible into dollars for nonresidents. 
Investors and borrowers alike are again in a position to 
take advantage of differences in relative interest-earning 
possibilities and borrowing costs in the various interna
tional financial centers. International movements of capital

1 These and other developments relating to the Fund were 
discussed in greater detail in the September 1961 issue of this 
Review , p. 153.

funds on this account have expanded. Also, political and 
economic disturbances have on occasion led to additional 
large-scale shifts of funds across national frontiers. Thus, 
various types of money flows have at times exerted heavy 
pressure on major currencies.

The Fund has been keenly aware of these problems and 
has initiated action to deal with them. This summer its 
executive directors clarified their interpretation of the 
Articles of Agreement regarding the use to which Fund 
resources may be put and removed any doubt that the 
Articles permit the use of these resources to deal with 
capital transfers. Now, with the agreement reached at 
Vienna, the Fund has taken an even more important step 
toward redressing the serious imbalance that has developed 
in the composition of its resources.

Although the Fund has, since the time of its establish
ment, had large dollar resources, it has been provided with 
only limited amounts of the currencies required to deal 
with the problems that have actually arisen since con
vertibility. In integrating its operations into the multi
lateral payments system, the Fund has directed members’ 
drawings toward the currencies of countries that are ac
cumulating reserves or that have relatively large reserves. 
Whereas in the early postwar years drawings were almost 
exclusively in dollars, in 1960 almost half of the draw
ings were in other currencies and in recent months the 
proportion has been even higher. As a result, the Fund’s 
holdings of some major currencies have been reduced to 
levels that seem quite inadequate in relation to the poten
tial demand for them (see chart).

Against this background, the Fund’s Managing Director, 
Per Jacobsson, proposed last spring that the Fund should 
use its borrowing authority to strengthen its resources. 
Under this proposal, which represented the culmination 
of much thought and discussion by central bankers and 
other financial experts in recent years, Mr. Jacobsson 
envisaged the establishment of

a network of stand-by arrangements with the 
main industrial countries, under which the Fund 
will be able to use increased amounts of their 
currencies whenever the need for such use 
would arise as part of a Fund operation. Our
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aim is to look beyond immediate needs and to 
seek to equip the Fund to be able to handle 
flexibly the many and varied situations that may 
arise under a system of freely convertible cur
rencies.2

This suggestion was strongly supported at the Vienna 
meeting by Secretary of the Treasury Douglas Dillon, 
who urged that such a multilateral arrangement be worked 
out in order to give the Fund access to additional supplies 
of the major industrial countries’ currencies. These sup

2 From Mr. Jacobsson’s report to the thirty-first session of the 
Economic and Social Council of the United Nations, April 20, 
1961.
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pLies would then be on tap if “balance-of-payments pres
sures involving these countries ever impair or threaten 
to impair the smooth functioning of the world payments 
system”. For its regular requirements, as distinct from 
its needs in the face of unusual threats to the international 
payments system, the Secretary said, the Fund might use 
its existing authority to borrow bilaterally from one or 
more of these countries whenever its holdings of their cur
rencies were depleted. He went on to suggest that the 
possibility of crediting such a bilateral borrowing against 
any commitment that the lending country had made under 
the multilateral arrangement might reasonably be con
sidered.

The Secretary emphasized that the additional resources 
to be provided under the multilateral arrangement should 
be sufficient in amount to “add decisively” to the Fund’s 
power to lend and “be promptly available in case of need”. 
He especially noted that, in the multilateral arrangement,

safeguards will be required to ensure that there 
will be effective consultation between the Fund 
and the lenders and that the Fund will only 
actually borrow under the commitment arrange
ments after taking full account of the current 
reserve position of the lending country.

Mr. Dillon also stressed that acceptance of the proposal 
should in no way change either the Fund’s existing prin
ciple of treating all applications for assistance according 
to the same terms and conditions or its standing require
ment that use of its resources be accompanied by adequate 
measures to deal with the borrower’s balance-of-payments 
difficulties.

In their statements at the meeting, individual governors 
naturally emphasized various aspects of the multilateral 
borrowing arrangement. Like Secretary Dillon, represent
atives of the major Continental countries stressed that 
Fund assistance could only supplement but could never 
replace appropriate domestic economic policies. As the 
governor for the Netherlands said, “Both surplus coun
tries and deficit countries will have to concentrate on re
establishing balance-of-payments equilibrium by the use 
of internal policies appropriate to that end.” The gover
nors also stressed the desirability of making the multi
lateral borrowing arrangement reversible so that, if a lend
ing country’s balance of payments were to deteriorate, it 
could obtain from the Fund virtually automatic assistance 
equivalent in amount to its loan. They likewise agreed 
that the mere adoption of the proposal would act to 
strengthen the international financial system. Similarly, 
Wilfrid Baumgartner, France’s Minister of Finance and 
Economics, suggested that the proposed multilateral bor
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rowing arrangement should, in effect, be considered as a 
strategic reserve and that the first line of defense against 
disruptive short-term money flows should be the “Basle- 
type” central bank cooperation, which was so successfully 
employed following the revaluations of the Netherlands 
and German currencies last March.

On other points, there was some difference of emphasis 
among the representatives of Continental countries. In 
activating any multilateral borrowing arrangement, M. 
Baumgartner stressed, there must be assurance that the 
situation is appropriate for general action of that kind 
and that the existing condition of each committed cur
rency will be taken into account before an actual borrow
ing by the Fund is completed. The governor for Germany 
expressed the view that, under conditions to be specified 
and subject to advance consultations, the participating 
countries should make “firm commitments” for the grant
ing of credits to the Fund. Others, including the governor 
for the Netherlands, held that the collective judgment of 
the lending countries should be given special weight in any 
Fund decision to borrow at a particular juncture. He felt, 
moreover, that such credits should be granted for only 
relatively short periods but should be renewable.

These comments indicated both the areas of agreement 
in principle and the questions of precise formulation that 
still remain to be ironed out in negotiations during the 
next few months. In any event, Germany and Italy have 
apparently indicated informally the possibility of granting 
the Fund sizable bilateral loans to replenish its depleted 
holdings of their currencies.

The clearest summary of the broad agreement reached 
in Vienna was set forth in the closing remarks of Mr. 
Jacobsson in these words:

I am glad to be able to say that all the Gov
ernors who touched on this subject expressed a 
positive interest in the Fund making suitable 
borrowing arrangements to meet this contin
gency, and it is particularly heartening to find a 
broad measure of agreement among the coun
tries that would be the expected lenders under 
such borrowing arrangements. As a result of 
this week’s Meeting, I am confident that an ar
rangement can be worked out, large enough to 
be a powerful deterrent to any threat to the 
stability of our system. By its very existence,

such an arrangement may indeed be expected 
to have a calming effect.

I mentioned in my Opening Statement that 
general safeguards for the lending members 
would have to be provided in any borrowing ar
rangement which would be established. Much 
attention has been devoted to this aspect in the 
discussion—and this is certainly a matter to 
which a great deal of attention must be given in 
the coming negotiations. Much work remains 
to be done, but my hope is that this work could 
be concluded by the Executive Directors before 
the end of this year. If that aim is achieved, 
there would be sufficient time for the member 
countries who will participate in this borrowing 
arrangement to seek early next year whatever 
authorizations are needed to give effect to the 
arrangement in their own countries.

In addition, several Governors, including those 
for Canada, France, Germany, the United King
dom and the United States, referred to the pos
sibility of the Fund borrowing currencies from 
one or more of its member countries when, for 
other requirements of the Fund, the Fund’s 
holdings of those currencies need to be replen
ished. Of course if the Fund needed to replen
ish its holdings in this way it would agree with 
the lender on all the terms on which this would 
be done.

The prospect for a further strengthening of the inter
national financial system was thus greatly improved at 
Vienna. There was increased recognition among the 
assembled governors that, with economic power more 
equally distributed among the Free World’s industrial coun
tries and with no nation immune to sudden strains in a 
world full of political and economic uncertainties, coun
tries with balance-of-payments surpluses today may well 
become the deficit countries of tomorrow. The governors 
agreed that the foreign exchange disturbances that some
times arise out of rapid shifts in money flows are a mutual 
problem, and they achieved a wide range of agreement 
on how to cope with these disturbances. With negotia
tions for this purpose scheduled to start in the near future, 
there is every reason to expect that the IMF will soon be 
in a better position to assist its members and thus pro
vide them with the time to adjust in an orderly fashion 
to the ever-changing pressures of the world economy.
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