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Bretton Woods and After 

The two l(reat World Wars of this century have been 
responsible for the presentation of many schemes for the re· 
construction of the \llorld's political and social order through 
international action. The attempts made during the Second 
World War differ from those of the First War in two respects. 
During the earlier war, informed opinion showed the need for 
reconstruction of the political order on the basis of democracy 
and national self-cletermination; in the later war a new em· 
phasis was placed on economic reconstruction based on full 

'employment and increased living standards in all countries. 
Whereas in the . first war no comprehensive scheme for a 
Jational economic . order was formulated and international 
action to meet immediate and pressing economic needs was 
be)!un only about two years after the war, during the course of 
the second war itself schemes were discussed and agreement 
was reached in the matter of international action in several of 
its aspects. 

The main objectives of international co-operation in the 
economic sphet·e were outlined in the Atlantic Charter. These 
are access on equal terms to the t.-ade and raw materials of the 
world. intpmvecl labour sl<utdarcls, economic adjustment and 
social security. . Subsequent Conferences and Agreements 
stressed the importance of the part played by international trade 
in realizing ·these objectives. The parties to the Lend-Lease 
~gr~ement accepted the obligation to take national and inter
national measures to promote expansion of production, employ
ment and exchange and consumption of goods and to eliminate 
all forms of discriminatory treatment of international commerce 
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and to reduce tariffs and other trade barriers. The Intern\11 
tiona! Labour Conference held in Philadelphia in 19H recog
nized the great contribution that international exchan~e oi 
goods and services could rende•· to hi~her living standards and 
to hi~her levels of employment and recommended the adoption 
of measures to expand trade. 

The emphasis now placed on the need for international 
trade on a multilateral basis represents a reversal of the policy 
followed by many nations during the inter-war period. After 
the breakdown of the International Gold Standard during the 
second half of that period and the imposition of restrictions on~ 
international commodity and capital transactions, many econo
mists arf,!ued that owing to permaneut stmctural chauges iu th~ 
world economy, international trade would in future play a"' 
ever decreasinf,! part in the economy of nations. It was arf,!ued 
that the cessation of growth in population, combined with im
provements in agricultural production in the Old \Vorld and 
the growth of manufactures and self-sufficiency ii1 the provision 
of capital in the New World, narrowed the range within which 
international specialization in the production and exchauf,!e of 
goods could be carried on for mutual advantage. Accordin~ to 
this school of thought, the great economic depression of the 
thirties was the culminating point of a ~radual chanf,!e in basic 
factors rather than the result of temporary difficulties arising 
out of the First World War. 

It is not possible to go into the merits of this argument, 
here. It is clear that under the conditions that existed dm inJ
most of the inter-war period, international trade was . not with
out its disadvantages, the most important of which was the 
element of instability it introduced in national incomes and 
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,employment. From the point of view of internal stability, 
different nations had, in the absence of effective international 
co-operation, to take measures which .restricted international 
trade. 

The recent war has changed the position in several im
portant respects. It is now realized that the Great Powers 
have an obligation to increase the productive powers of the 
backward nations whether they view the problem from the 
standpoint of their own economic interest or from the strategic 
point of view. An ~conomically weak country cannot defend 
itself and thea·efore invites aggression from the stronger neigh
bours which mi<:ht lead to another world-wide war. If the 
existing inequalities in living standards in different countries 
tare allowed to continue while international· migrations are 
obstructed, international relations continue to be strained 
and permanent peace could not be had on this basis. Now 
the economically backward countries intend to proceed with 
theia· plans for industrial development whether they get outside 
assistance or not. If this process takes place with the co
operation of the advanced countries there would be distinct 
advanta!(es for both. The backward nations could increase 
their income more quickly and the advanced 'countries could 
find markets for industrial equipment required by these 
countries. Even when the p.-oductivity of the backward coun
tries is raised, the advanced countries need not experience any 
reduction in their trade, p.-ovided their productive system is 
flexible and could be adjusted to the chan~:ing conditions 
easily. Even between countries with equal living standards 
and similar industrial structures a wide sphere could be found 
in which goods might be exchanjled on a mutually advantageous 
basis. In the coming years, export of capital goods by the 
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advanced countries would be of special importance. During thi!1 

war, these countries expanded their mechanical industries fa• 
beyond their peace-time requirements ancl the transition to 
peace economy would be facilitated if they could find markets 
for their products. 

The organization of a stable and expanding world trad· 
ing system with advantages for all countries is now reco!Jnized 
to be one of the essential conditions for the •·ealization of the 
main objectives of economic policy. This requires agreement 
among nations on several matters, e.~., on commercial and 
investment policies. The failure of the international monetary~ 
mechanism and the er.-atic movements of capital during the' 
inter-war period were conside•·ed to be the main factors that 
led to the world-wide adoption of restrictive trade practiceg 
and so it is these problems that attracted the attention of ex
perts and governments first. Various plans were SUI!!Jested by 
experts to re-establish·mnltilateral trade, but discussion of these 
plans was at first confined mainly to academic circles. It ex
tended to wider circles with the publication, in April 19-l3, of 
the proposals of the British Treasury for an International Clear
ing Union and the U. S. Treasury plan fot· an International 
Stabilization Funcl which underwent several modifications and 
the Canadian Plan fot· an International Exchan!Je Union in 
August 19H. These wet·e followed by the U. S. proposal for 
a United Nations Bank for Reconstruction and Development. 
The differences in the American and the British plans led to a 
discussion between the experts of the two countries in 1941-
and this resulted in the publication of a Joint Statement on th~ 
Establishment of an International Monetary Funcl. The United 
Nations Monetary and Financial Conference which was atten
ded by delegates from 44 nations met at Bretton Wood• in July 



,1944 and an Agreement was arrived at, which was sent to the 
different governments for ratification. 

II 

The objectives of the proposed international monetary 
arrangements have been variously defined but the primary ob
jective is contained in clause (ii) of the Objectives enumerated in 
the draft agreement, viz., 'to facilitate the expansion and balanc
er! growth of international trade, and to contribute thereby to. 
the promotion and maintenance of hil(h levels of employment 
and real income and to the development of the productive 
resources of all members as plimary objectives of economic 
policy.' Here balanced l(rowth of international trade is taken 
t~s a means to the realization of the other purposes mentioned 
therein. Assuming that the Giber objectives are accepted by 
all membet·s, it is the aim of the ne1v orl(anization to facilitate 
theit· realization throu~h development of international trade on 
sound lines. For this purpose it is considered necessary tG 
eliminate restrictive trade practices which were prominent 
durin!( the inter-\trar periGd. After the transitiGn peliod during 
which metnbers might retain the war-time controls as they 
think necessary, they would have the right tG contml capital 
transactions but they would 1\0I he permitted tG impose restric
tions on payments for cmTel\t international transactions. They 
would have to 1mdertake not ro have any discrin,inatory cur
•·ency arranl(en,ents Gr multiple cunency practices. Further, 
1they mil(ht nGt chan!!e the external value of their ourrencies 
substantially witho,.t the concurrence of the Fund. 

The inter-•var restrictions on international trade were. 
hGwever, due to diffic11lties experienced bv inclivickoal countries 



to balance their international accounts. In order to make the t 
imposition or continuance of restrictions unnecessary, the Fund 
has to provide facilities for all members to balance their ac· 

counts without restrictive practices. 

The factors that have hitherto unbalanced the interna· 
tiona! accounts of many nations and consequently made it 
necessary to adopt restrictive policies are several but the most 
important of them are:-

I. uneven distribution of international means of payment 
amon)l the different nations of the world; 2. ri~idity of 
exchange rates and 3. economic depressions. Another 
important factor has been international investment which 
will be discussed in another section. I 

I. Distribution of international meana of payment. Every 
country which has commercial and financial transactions with 
the outside world needs a certain reserve of liquid assets which 
are accepted in payment by all countries in discharge of debts. 
In the absence of such reserves every temporary cl1anl-(e would 
affect the exchange rate and distmb the economic activity of 
the country. The reserves enable countries to reduce the 
intensity of the shocks due to extraneous factors and maintain 
exchange rates and national income fairly stable durin!( short 
periods. Before the war these reserves were made up of !(old 
and forei,:tn exchanJ,te, i.e.t claims on forei~n countries· in the 
fot·m of theil· currency, balances kept with foreign banks, short

1 
and long-term securities payable in foreign currencies. Gold 
was universally accepted in payments but the status of the 
foreigu exchange varied according to the financial position of 
the cou11tries to which the claims •·elated. Durin!( the inter· 
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war pedod, these reserves were not distributed among nations 
according to their respective needs and the most important 
part of the r(serve, viz., gold was concentrated mainly in the 
U. S. A. and France. The recent war has made the situation 
worse. Most of the countdes outside America have suffered 
further losses of gold and Britain lost, besides, the major por
tion of her foreign securities and her debts to other countries 
have increased enormously. The position of most of Britain's 
creditors is not much better. Their reserves of gold have 
fallen and the sterling c•·edits that they have built up have 
been blocked so that they are not available fo•· meeting adverse 
balances in trade with countries outside the Sterling Area. 

The most urgent problem that has to be solved is the 
provision of adequate reserves of international means of pay
ment to the countries whose reserves have been depleted. As 
the pdnciple of multilate•·al trade has been accepted, all bila
teral clearing arrangements are ruled out except when the pro· 
jected scheme breaks down. Resto.-ation of gold as the prin
cipal means of payment does not come in for serious considera• 
tion after the inte•··war experience. The only practical alterna
tive is the exchange reserve system which was widely used 
during the inter.war period. But under post.war· conditions it 
is not possible for most of the countries to build up reserves of 
foreign exchange. Fo•· this purpose they have to export more 
than what they import and except the U. S. A. and possibly 
Canada, no other important country is in a position to do it for 
some years to come. The purpose of the reserves would be 
served if these countries are assm·ed of borrowing facilities 
which they could utili•e when they experience temporary defi
cits. Every deficit in iutemational trade for a country means 
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a corresponding surplus fm· another country and if the latter i• 
prepared to wait for payment towards it• surplus export till 
such time as the position of the deficit country improves, all 
countries could carry on trade without changing their plans for 
employment and national income when there i• a temporary 

change in foreign balance. 

An arrangement which is consistent with the multilateral 
trade prindple is the ~ran tin~ of overdraft bcilities by an inter· 
national authority which could be used for mcctinl-( temporat")' 
adverse balances in relation to any country. Two variants of 
of such an arranJ,!ement have been proposed. One is the crea .. 

tion of an international monet;n·y unit and f,!rantinf.! f:tcilities to 

member countries to borrow in terms of this money upto a I 
specified maximum to meet adverse balances. The money so 
created would be a mere unit of accounts beinl-( expressed in 
this money. The second plan which has been suggested by 
the experts of the U. S. A. is to arran~e facilities for exchanl-(in~ 
from a control fund, upto a specified limit, one country's em· .. 

rency for the currency of any other country required for 
meeting the excess payments to that country. There is no 
essential differenc~ between the two schemes with re~ard to 
the mechanism of their operation and actually the second has 
been adopted. There are si~nilicant differences between the 
two schemes with regard to the magnitude of the borrowing 
facilities and other conditions which are not necess"rily con· 
nected with the basis of the plans. 

According to the Agreement arrived at Bretton Woods, 
an international Monetary Fnnd would be constituted to which 
each member country would contribute the quota assi~ned to it 
in the fonn of ~old :md its own currency and the total of these 
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•contributions has been fixed at 10,000 million dollars. The 
~old part of a country's contribution is fixed at a minimum of 
25% of its quota or 10% of its holdings of ~old and U.S. dollars 
whichever is less. Each member would become eligible to· 
purchase from the Fund the currencies of other countries upto 
a maximUin of its quota plus its contribution in gold, provided 
that its purchases in any twelve months do not exceed 25% of 
the quota. These limits might be waived by the Fund in 
special cases. 

The provisions relatin~ to the purchase of other curren
cies with one's own currency reduce the amount of interna
tional means of payment that a ·country has to hold and the 

1 
arrangement woul<i enable even a poor country to avoid resa 
trictive measures when the international drain is temporary and 
a breathing time is •·equired to make necessary adjustments in 
case the drain is due to a fundamental chan~e in its economic 
position The richer countries which could afford large re
serves of gt)ld or forei~n currencies are able to meet temporary 
deficits from these reserves and they keep their exchanges 
stable. Countries which have or!(anized short-term money 
mal"i<ets could obtain the same result by raisin~ the discount 
rate and thus attractin!( forei!(n capital whenever thet·e is a 
deficit. The proposed arran!(ement is an alternative to these 
two methods and it would be available to all members. The 
detailed provisions in the matter are, however, open to criti
cism in two respects. 

Any arran!(ement of this kind should, in order to be 
equally beneficial to all countries, take their relative needs in 
determinin!( the amonnt of accommodation ~ranted to each by 
the Fund. This has been made ditlicult by makin!( the quota 

11 



assigned to each member serve two purposes. 
both the contribution of the member to the 

It determines 
Fund and the 

amount of overdraft it could get in case of need. The capacity 
to contribute gold and the need to borrow are not related and 
often they move in opposite directions. The British and the 
American Plans proposed that factors like the volume of trade 
and the range of its fluctuations, national income and gold 
holdings should be taken into account in determining the 
quotas. Under the conditions that are expected to prevail for 
a long time to come, the only rational basis is to take the maxi
mum possible export surplus which countries like the U. S. A. 
and Canada would have and fix that as the total accommoda
tion that the othe1· members of the Fund could obtain and dis
tribute this total according to the range of variations in these 
balance of payments. In the actual determination of the 
quotas no simple and satisfactory formula has been used. The 
total of the quotas of all members has been determined with 
reference to the desire of the U. S. A. to limit her quota to 
2,750 million dollars and in calculating the quota of each iudi· 
vidual member such factors have been taken into account as the 
national income, holdings of gold, value of imports and varia· 
tions in exports and finally the economic si!(nificance of each 
country which has actually meant its political power. 

The limitation of the purposes for which the resources of 
the Fund could be used is also open to criticism. They could 
be utilized only for payments for current transactions and not 
to meet large movements of capital, to provide facilities for 
relief or reconstruction or to settle the debts arising out of the 
war. These restrictions have been generally accepted but it is 
with regard to the transfer of abnormal war-time balances tb;•t 
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have been accumulated especially in Great Britain by the mem
bers of the Sterling Area that there have been differences of 
opinion. 

According to the Agreement a member country could get 
the balance it holds in anothe•· country transferred if they have 
been recently acquired and if their conversion is necessary fm 
settling current transactions. But the country holding these 
balances could relieve itself of the obligation of providing for 
the transfer under a clause which gives power to every mem
ber country to regulate international capital movements. It 
has also been provided that the country holding the balances 
need not undertake their conversion if it is, for any reason, not 
entitled to purchase foreign exchange from the Fund. 

The earlier Plans recognized the need for making special 
provisions for the conversion of these abnormal balances 
through the agency of the Fund. They have been accumulated 
recently and they might be requh·ed to meet deficits .that are 
expected to arise from the purchase of goods by the owners of 
these balances. The restrictions laid on the convertibility of 
these balances are in conformity neither with the declarations 
of the statesmen of the United Nations to help the backward 
countries to develop theh· industries nor even with the more 
limited purpose for which the Fund is to be organized, viz., to 
facilitate the settlement of current transactions. 

2. Exchange Rates.-The use of gold or foreign exchange 
reserves to meet deficits in the balance of payments is useful 
only when the deficit is temporary and is expected to disappear 
within a short time. When the deficit is due to a fundamental 
change in the economic position of a country in relation to 
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other countries, these reserves woulld allow the deficit countries , 
some time to make necessary adjustments. When such chan~es 
occur, member countries have the problem of making neces· 
sary adjustments in their economy. Under the gold standard 
it was expected that the loss of gold or foreign exchange re· 
serve which formed the base for the circulating media in a 
country would reduce the quantity of money, income and pri· 
ces in the country and thus reduce the imports and stimulate 
exports. Such an adjustment is not desired at the present day. 
The only practical measure available, barring quantitative trade 
controls, is a change in the external value of the deficit coun· 
try's currency. Such a change affects the position of not only 
the country that makes the change but other conn tries as well. 
While the other countries cannot object to a change when it is 
effected to correct a persistent disequilibrium in the trade of a 
countr)', they would naturally take defensive measures if by 
such a change the country tries to gain an advantage at their 
expense. While it is, therefore, not the intention to force rigid 
exchange rates on member countries and while it is recognized 
that changes in exchange rates should be made whenever there 
is a fundamental disequilibrium, it has been thought necessary 
to make sure that changes are made only when they are neces· 
sary and that they are made in an agreed manner. 

According to the terms of the Agreement, the par value 
of a country's currency would be established in terms of gold 
or the U. S. dollar. Purchases and sale• of gold or exchan~:es 
with foreign currencies should not be made at rates which 
differ from this par rate by more than a fixed margin and mem· 
hers undertake to take all necessary steps to maintain the 
stability of exchan~:c rates. \Vhen there is a fundamental dis· 



l equilibrium, a country could change the par values upto 10% 
without obtaining the concurrence of the Fund. With regard 
to chan~es beyond this, the Fund has the right to object or 
concur, but for changes between 10 and 20% it has to give its 
decision within 72 hours if the member so requests. It is 
stated that the Fund •hould concm· in a change if it is neces
sary to correct a fundamental disequilibdum. During the tran
sition period special consideration should be shown to mem
bers who request a change. 

The provisions relating to the exchange rates, when given 
effect to, would introduce some of the important features of 
the gold standard and so the whole scheme has been inter
preted in some quarters as an attempt to reintroduce that dis
credited standard. If the rates of exchange are d~idly adhered 
to, the new plan would not materially differ from the gold stan
dard. Gold would still be the regulator of value thou~h it 
would not be the chief means of international payments. Be
sides the provision relatin~ to the change in the par value of 
individual currencies, there is another which permits a uniform 
change in the value of all currencies by a majority of votes and 
with the approval of each of the members having at least 10% 
of the quota. 

The provisions relating to the alteration of exchange 
.-ales are open to criticism from several points of view. In the 
first place, the term 'fundamental disequilibdum' has uot been 
defined and there has already been difference of opinion among 
economists regardinl-( the criterion to be used. The British 
Plan suggested that the persistence of a deficit for at least two 
years might be regarded as v~lid ground for changing the 
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exchange value of a country's currency. This is the most ob\·i· 
ous criterion but it is not an infallible one. It is now recoJ,!• 
nized that there is an equilibrium rate of exchange for each 
level of employment. A country could have balanced interna• 
tiona! accounts and yet have large unemployed resources and 
if this happens as it happened in Britain from 1925 to 1930, it 
could not be said that there is real equilibrium. The criterion 
of equilibrium differs from country to country accordinll to the 
stage of economic development reached and so it is necessary to 
l(ive a wide definition to the conditions of disequilibrium which 
justify a chanl(e in the exchanl(e rates. The British Govern• 
men! is now pl'Oposing an amendment which would include the 
level of employment as a criterion but in the case of a!(ricul· 
!ural countl'ies it is not applicable. · 

In the second place, the provision• relatin!( to the transi· 
lion period are not adequate. Durin!( the war, each country's 
economy became independent with no rel(ular market relation• 
ship with other countries. Fixinl! an appropriate rate of ex• 
chanl(e immediately is impossible. Even if it is possible to 
discover a rate of exchan~:e appl'Oprbte to conditions prevailinll 
at a particular time, these conditions are liable to chan!le and 
then the par rate previously fixed becomes inappropriate. Un• 
det· these circumstances the best arrangement would be to 
provide for t·e-consideration of the rates of all countrie,. at fre• 
qoent intervals. 

Further, the conditions attached to a oniform chrrn!le irr 
the value of all currencies in gold are open to C\'iticism. Under 
the scheme !(old is made the regulator of valrre, and commoditl' 
prices all over the world chanl!e with chanl(e• in the supply of 
gold. The cl·mger of c\e(Jation could be· ;woiclecl if the vah.e of 
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currencies is changed whenever there is a change in the supply 
of gold but this has been made almost impossible because any 
important country that is interested in supporting gold could, 
under the constitution of the Fund, veto such a proposal. If 
any counh·y does not want to change the value of its currency 
it should not be forced to do so. There is a specific provision 
to that effect. Why such a country should be given the power 
to prevent the revaluation of the currencies of other countries 
when they want it, is not quite cleat". 

3. Economic depressions:-Among the objectives of the 
Fund, maintenance of high and stable levels of employment 
takes a prominent place. Unless every country takes all possi
ble steps. to maintain employment at a stable level, the 
new mechanism would not work smoothly. When, in most 
countries, employment is maintained at a stable level, a tempo
rary deficit in an individual country clue to, say, a failure of 
hat·vest could be met by the accommodation provided by the 
Fund and when deficit persists due to changes in the long-term , 
factors, it might be removed by an appropriate change in the 
par value of the cunency. These two provisions relate to the 
maintenance of equilibrium in short and long periods but there 
is still the need to provide some mechanism by which interme
diary equilibrium might be restored when it is distm·bed by the 
failure of one or more foreign countries to maintain full em
ployment. A depression would start in such a country or 
countries and if the principle of multilateral trade is in opera
tion, it might spread to the rest of the world. The country 
having a depression would have an export sm·plus and the 
other countries would lind the demand for their exports falling 
and consequently employment in their export industries would 
fall. If the deficit countries continue their policy of maintaining 
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full employment, they would increase domestic expenditure 
correspondinJ!ly but this would not remove the deficit in foreiJ!n 
payments. The deficit might be removed by chanJ!ing the 
exchange rate but this would cause a shift in the distribution of 
resources within the country among industries and when the 
foreign demand increases the ori~:inal distribution would have 
to be restored. Such frequent shifts are not desirable from the 

. point of view of internal stability and so exchan~:e variation is 
not considered to be a suitable method of correctin!l such a 
disequilibrium as that under consideration. 

If the deficit countries (countries with full employmentl 
possess large reserves of international means of payment or, in 
the alternative, they are !liven lar~:e ovenh·aft facilities and if 
foreign trade plays an important part in the economic activity 
of the surplus (depression) country, adjustment is po .. ible if 
sufficient time is allowed. The deficit countries would use their 
reserves to maintain their purchases from the country with 
depression and the export surplus of the latter would compen
sate for the original fall in domestic investment which caused 
the depression and this would cause expansion in internal 
business activity and the export surplus would disappear. 
But there is at. least one country which does not satisfy the 
second condition, viz., the U. S. A. whose economic activity 
was subject to l.uJ!e fluctuations during the inter-war period. 
The Fund does not provide sufficient accommodation to meet 
the above mentioned situation. 

Under these conditions, the Fund would function pro
perly only if the U. S. A. takes more effective steps than in the 
past to stabilize her domestic investment. The British and the 
U. S. A. plans SUJ!Jlcsted some measures which are recom· 
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mendatory and not obligatory, to meet a situation where a 
country has a persistent export surplus. The proposals con
tained in the Agreement are more radical. 

The currency of the country which has such a surplus 
would become scarce if the surplus continues for a time. The 
Fund may then purchase the scarce currency with gold or may 
borrow it with the' consent of the government of the surplus 
country. If these measures are not sufficient the Fund would 
declare.the currency scarce and would apportion the1 limited 
supply among the members according to relative needs. When 
once a country's currency has been declared scarce other mem
bers would be free to take measures to reduce the demand for 
such currency by such measures as. exchange control, tariffs or 
quantitative controls. This means the introduction of discri
mination but it is preferable to a policy of merely tendering 
advice to a country which does not follow an expansionist 
policy. When other members are likely to adopt any of the 
above measures, the surplus country might be compelled to 
take appropriate steps to increase her purchases from abroad. 
If defensive measures are not taken in right time, the countl'ies 
experiencing deficits would find their reserves exhausted and 
this might lead to the imposition of restrictions on trade with 
other countries also which wonld lead to a wol'ld-wide contmc
tion of trade. This provision is therefore well conceived and 
if it is intended to be made use of in case of necessity, it would 
meet a difficult situation. We have now an authoritative state
ment from Lord Keynes that the provision is intended to be 
enforced and the rep1·esentatives of the United States are a 
willing party to it. It may, however, be desirable for the Fund 
to suggest appropl'iate measures to the surplus country for ex-
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panding internal investment before declarinf( its currency 
scarce and if the suggested measures are not adopted, to make 
proposals to the other countries to increase the volume of trade 
among themselves to make up for the reduction of trade with 
the surplus country. fn this way the volume of trade might be 
kept up and the spread of depression might be prevented. 

Ill 

Balanced expansion of trade is not the only essential con· 
clition for maintaining full employment and raising living stan· 
dards throughout the wol'ld. Even a balanced l(rowth of trade 
could not be had without planned international long-term in· 
vestments. For raising the livinl( standards in the backward 
countries, provision of long-term capital by advanced countries 
is necessary. The advanced countries themselves lind it neces· 
sary to make investments in foreign countries in ordel· to have 
stable employment at home. These countries save a consider• 
able proportion of their incomes and unless there are invest· 
ments to offset these savings, income and employment would 
fall. Within their territories they might not find profitable 
channels of investment. By radical changes in the distribution 
of income they might increase consumption but they might not 
be prepared for such changes. The other altemative is to 
make investments in foreign countries which would enable 
them to maintain high levels of income and employment in 
spite of large savings. Such investments should be planned by 
an international authority in ordet· that they might benefit the 
backwat·d countries and also contribute to the stability of inter· 
national trade. One of the important factors that made the 
intemational economic transactions unstable during the inter· 
war period was the fluctuating intemational investment. In 
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1 the discussions relating to the Great Depression, the part 
played by the movements of short-term capital was stressed 
but fluctuations in the lonJI-teun investments were also respon

'sible for it. It has been calculated that between 1929 and 1932 
the foreijln investments of the U. S. A. fell from about 1000 
million dollars a year to 90 million dollars. This was larjle!y 
responsible for the shortage in the supply of dollars which un
balanced the international accounts of ma,ty countries. 

Because of the close connexion between international 
commodity trade and the flow of long-term capital, the U. S. 
T1·easury published the draft scheme for i Bank for Recon
struction and Development within four months after the publi
cation of the plan for the Fund. The Bretton Woods Confer
ence discussed the problem of international investment along 
with monetary problems and recommended the establishrroent 
of an International Bank, the membership of which would be 
open only to members of the Fund. 

The functions of the Bank are to aid the reconstruction 
of the areas devastated by the war, to facilitate the reconvet·· 
sion of pt'oductive enterpt·ises from wat·-time to peace-time 
neerls and to help economically backward countries to develop 
their resources. It would have an authorized capital of 10 
billion dollars and the minimum capital which each member 
has to contl'ibute is fixed at an amount which in most cases is 
equal to the quota under the Fund scheme. 20% of the sub
scribed capital might be called for using it in making loans and 
the remaining SO% would be called only to meet losses. 

The Bank would make loans from its own funds and from 
funds bon·owed from private investot·s and it would also guar-
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antee loans made for the above purposes throu~h ordinary in
vestment channels. The total of the loans and gu.trantees is 
limited to the capital, reserves and surplus of the Bank. 

The scope of the Bank's activity is very limited. It is not 
expected to displace the ordinary investment channels; it would 
provide capital only to such sound enterprises as could prove 
their inability to raise the required amount throu~h those chan
nels. It has been calculated by Prof. Staley that the Asiatic 
countries alone should invest, in the next 40 years, about 270 
billion dollars in order to reach the sta~:e of development 
attained by Japan. Much of the required capital would be 
found internall>" but a considerable proportion should be pro
vided by the economically advanced countries. To this must 
be added the requirements of the areas devastated by the \Var 
and other undeveloped conn tries. The forei~:n capital require
ments for these purposes would have to be expressed in hun
dreds of billions and not tens. }lost of the required capital 
would, therefore, have to be found throu~:h ordinary investment 
channels. The main purpose of the Bank appears to be to set 
an example to private investors by char~:inJ: reasonable rates of 
interest and by makin~: other conditions liberal. 

IV. 

The forc~:oin~ discussion has shown several defects in the 
Bretton \Voods A~:reement and when the two institutions have 
worked for some time other difficulties mi~:ht be discovered, 
while some of those mentioned previously mi~:ht be got over. 
If the l!eneral plan is sound, individual parts mi~:ht be altered 
in the light of experience and to suit chanl!inl! conditions. In 
the discussions that followed the publication of the draft A~:ree-
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ment, it was not the technical defects that received most atten
tion but the absence of conditions favourable for the successful 
working of any new international monetary mechanism. Mone
tary mechanism pla)'S an impol"tant part in international trade 
but it is only a part ol the international economic organization 
and if the new mechanism is to work successfully, there should 
be a corresponding adjustment in other parts. Further some 
special arrangements are considered necessary for the immedi
ate post-waa· period. 

The Ba·etton Woods Conference was aware that the 
Financial Agreements should be supplemented by further 
agreements on internal and external economic policies. It was, 
for instnnc~, stated in the Agreement that the purpose of the 
measm·es outlined in it was to enable member countries to 
maintain a high level of employment and as was stated in a 
previous section, the new mechanism depends for its success on 
the maintenance of high and stable employment in every 
country but nowhere in the Aga·eement has an obligation been 
laid on member countries to adopt such a policy. The question 
of the tariff policy of membea· countries is another subject that 
has not been dealt with. It is not desirable for countdes. 
especially industrially backward countries, to surrender their 
freedom of action in fiscal matters. Protective duties are an 
essential part of the plan foa· the realization of the ideal of full 
utilization of the resources of the backwaa·d territories but the 
use of the tariff to correct temporm')' disequilibda in interna
tional payments would lend to frequent chnn~es in the channels 
of trade. Several advanced countries erected ha~h tariff walls 
because of the instability of f"reil(n trade in the past and agree
ment on the future of the tadff policies of member countries is 
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another essential condition for the successful working of the 
Bretton Woods mechanisms. There is, again, the question of 
common action in regard to the control of the factors in inter
national trade that contribute most to instability. The trade in 
primary commodities, for instance, is highly unstable and it is 
the wide fluctuations in the prices of these commodities that 
create difficulties for a!lricultural countries. Measures for the 
orderly production and marketing of such commodities are 
therefore necessary if international trade is to develop in an 
orderly manner. 

The Bretton Woods Conference recommended that such 
matters should be taken up at a separate conference. A confer
ence on trade aud employment will be held during this summer 
and a joint statement re!lardinl( the principles that should 
govern an international a!lreement in the matter has been issued 
jointly by the U. S. A. and Britain. This statement raises 
several conh·oversial points into which it is not possible to go in 
this study. It is, however, clear that unless there is an agree
ment among the members of the Fund •·e!larding their trade and 
employment policies, the monetary mechanism would not work 
satisfactorily. The critics of the Bretton Woods Agreement 
might with some justification argue that it is unwise to start the 
Fund before there is ag•·eement on these important issues. 

The problem that delayed the ratification of the Bretton 
Woods Agreement by some of the important countries is that 
of the special aid requil·ed during the transition from war 
economy. The provisions in the Agreement relating to the 
transition period are in the form of exceptions to the normal 
course of action expected from member countries rather than 
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positive measures to assist countries to get over the difficulties 
in that period. 

The most important problem that confronts most count
ries today is the lack of adequate stocks of goods not only to 
feed the people but also to reconstruct their indu<trial struc
tures. Even among the nations th.1t have not suffered much 
physical destruction durin!( the war, depletion of stocks of now 
materials and the incidence of the wear and tear of the produc
tive machine have been quite uneven. The countries whose 
needs are pressing are not in a position to purchase from others 
on account of lack of adequate reserves of international means 
of payment. Some countries have built up considerable foreign 
balances but these have been blocked and they are not avail
able for payment to countries which are in a position to supply 
goods now. The ct·edits that would be made available when 
the Fund starts functioning are quite inadequate for this pm·
pose. In order to establish the system of multilate.-al payments 
by removing the war-time controls at an early date, it is neces
sary to grant adequate assistance either in the form of gifts or 
loans. Provisions of food etc. to impoverished countries has to 
take the form of gifts and these come under the jurisdiction of 
the U. N. R. R. A. Loans required for these purposes cannot be 
based on ordinary commercial principles and therefore the 
machinery of the new Bank could not be used for this pur
pose. 

Among the countries that need this form of assistance 
immediately, Britain occupies a pmminent place. She needs. 
large imports to feed her population and to reconstruct her 
productive machinery, The reserve of foreign exchange held 
on behalf of the Sterling Atea is not quite adequate for this 
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purpose and further Britain cannot use it exclusively for her 
requirements. She has liquidated during the war about half 
of her pre.war forei~n investments, which reduces her income 
from abroad, and in addition to this, other countries have 
accumulated about 3,500 million pounds which have to be re-. 
paid so,ner or later. In the next five years she expects to have 
a deficit of about I ,250 million pounds on current international 
transactions and unless some arrangements are made for m~et· 
ing this deficit a!ld. for unblocking the assets held by other 
countl"ies in Bl"itain, multilate.-al trade cannot be established in 
the near future in large parts of the world. It was the realiza· 
tion of this bet that was responsible for the postponement of 
the ratification of the Bretton \Voods Agreement by Britain and 
for the conclusion of a series of bilateral currency agreements 
with Belgium. Sweden and France and the tightening of the 
control over the disposal of dollars in the Sterling Area. 

The starting of the Fund and the Bank and an early ex· 
tension of multilateral trade within a wide area of the world 
has been made possible by the proposed )lra.tt of loans to 
Britain by the U. S. A. and Canada. According to the Anglo· 
American Agreement, which is now before the U. S. A. Con!(· 
ress for approval, the U. S. A. would lend to Britain 3,750 
million dollars during the next five years and Britain's payment 
for Lend-Lease supplies has been fixed at 650 million· dollars. 
The total of the two would be repayable at 2% over a period of 
SO years, be!linning five years hence. Canada has agreed to 
~::•·ant a loan of 1,250 million dollars on similar terms. 

The American loan to Bl"itain might be considered from 
two points of view. In the first place, it is an aid to Britain to 
t·econstrnct her economv and to restore equilibrium at the 



oarliest possible moment in her international accounts. In the 
second place, it might be considered as an important step to 
introduce the principle of multilateral payments between count
ries belonging to the Sterling Area and the rest of the world. 
Different views have been expressed regarding the adequacy 
of the loan or the terms attached to it in realizing the two 
objectives. 

The Bt·itish financiers have presented figures to show that 
the amount of the loan by itself would not enable Britain to 
balance her international accounts even after the period of re: 
organization, i.e .. five years. They take the pre-war imports of 
Britain and the reduction of income from overseas investments 
and shipping as the bases for calcul.ation and maintain that 
Britain would have to increase her exports by at least 50% 
above the pre-war level to P''Y fot· her pre-war imports and the 
serving of the new lo.m would raise it to about 75%. As Britain 
specializes in the export of manufactured goods and as her ex
ports before the war forn1ed ahout 20% of the total world trade 
in manufactut·ed goods, it is argued that •Britain would not be 
able to achieve such an increase without the use of the weapon 
of bilatel'ai a!(reements. 

This line of arJ,!ument is essentially static and does not 
~ive adequate wei!(ht to all the chan!(es in the world economic 
situation in recent years or to future possibilities. The aim of 
all the schemes for post-war international co-operation in econo· 
mic matters is to increase the volume of international trade and 
if such an increase takes place Britain's export trade would 
nat;:rally rise. Britain has to face the competition of the 
Amet·ican manufacturet·s in foreign markets but some of her 
fOt·met· rivals lilce Germany and Japan are not in a position to 
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enter the field for a lonA time to come. The demand for capital 
goods from backward countries is likely to be enormous in 
the coming years and so it is not unreasonable to assume 
that if Britain reconstructs her industries with the aid of the 
American loans, she will be able to mise her exports to the 
desired level. Her productive capacity has increased to a 
considerable extent during the war and if she could maintain 
full employment, she would not only maintain a slightly highe1· 
standard oi living than before but also export enough to meet 
her obligations on account of the food and raw materials im· 
ported and meet payment on account of her foreign debts. 
The latter would be impossible only if she radically alte1·s her 
economic and social structure. If she adopts radical measures 
for the redistribution of wealth which would inc1·ease the pro· 
pensity of her people to consume, she might not have a surplus 
to meet her foreiAn obligations. If she is satisfied with a 
moderate increase in her standard of livinA there would be no 
difficulty in buildinA up an export surplus of the required 
magnitude. 

Reconstruction of the British economic system is by itself 
an important problem hom the point of view of future interna· 
tiona! trade, because Britain has for over a century played the 
leading part in the organization of world trade. The question 
of the effects of the loans is of Areater importance from another 
point of view. The countries belonAing to the SterlinA Area, 
which includes several important countries, have accumulated 
arge sterling balances at London and unless Britain gets ade· 
quate quantities of gold or dollars through loans or through an 
increase in he1· export trade, she would not be able to •·elease 
these balances and make them convertible freely into dollars or 
other currencies. Like Britain, her creditors need immediately 
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goods that could for the most part be obtained from dollar 
sources and even aftet· normal conditions are established and 
Britain is in a position to export goods, these counries would 
like to have a real choice with regard to the country from 
which they purchase goods with these balances. If Britain 
is placed in :l position to offer whatever cun-ency that these 
countries require in exchange for the balances, multilateral 
trade would be extended to a wide area in the world. 

The Anglo-American Agt·eement does not pet·mit the use 
of any part of the loan amount or offering the facility of con
Vet·ting the sterling balances into dollars. Britain has, however, 
undertaken obligations which go beyond those imposed by the 
Bretton Woods Agreement. Members of the Fund need not 
completely remove controls over foreign exchange h·ansactions 
during the period of transition and they could retain control 
over capital transactions even after that period. According to 
the Loan Agreement, Britain undertakes to make anangements, 
not later than one year after the Agreement comes into effect, 
for the convertibility ol sterling obtained through current trans• 
actions in futut·e into any other cm-renq•. Further, when the 
sterling balances of her ct·editors are released, they should also 
he made so convet·tible. With regard to these assets Britain 
has undertaken to coticlude agreements with the concerned 
creditors. The terms of settlement would vary according to 
the special circumstances of each countt·y but with regard to 
the members of the Sterling Area, it is intended to release a 
cet·tain part immediately and make it convertible into any cur
rency for settling current transactions, to release a second. part 
in instalments spread over n period of years beginning with 
1951 and to write off th.e remaining part. 
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This last provision in the draft al(reement has l(iven rise 
to consider.lble criticism in some of the countries which own 
the sterlinl( balances, especially India which is the owner of the 
larl(est part. It mi~ht be considered natural for a debtor to 
try to l(et his debt reduced and for a new creditor to desire a • reduction in the previous oblil(ations of his debtor to make sure 
of the repayment of his loan but the point at issue is, whether . 
the U. S. A. is justified in lendinl( her support to the proposal 
to scale down the credits built by all the members of the Ster· 
lin~( Area. Durin~( the course of the nel(otiations for the Anglo· 
American Loan Al(reement. the U. S. A. has boeu reported to 
have taken the view that the needs of each country should be 
taken into consideration in post-war settlement amon!l the 
United Nations. Whether the te1·m 'need' is interpreted in terms 
of the restoration of the pre-war livinl( standards or in terms of 
raisin!( those standards above the pre-war level, there is no 
case for scalinJ( down Britain's debt to India. The accu· 
mulation of these balances has involved ~(realer sacrilice than 
the U. S. Loan to Britain and the use of the balances is much 
more important for the future prosperity of India than the loan 
nmount is for the p•·osperity of the U. S. A. For l'aisinl( the 
living standards which is the objective of the new international 
mstitutions started under the leadership of the U.S. A., India 
needs not only the existinl( assets but also considerable fo•·eign 
capital. If the present assets are written down larl(er amounts 
have to be bormwed from ab•·oad and this would increase the 
futnre burden on India. 

·The Government ot India have, however. made it clear 
that they are not a party to the Al(reement and that they have 
not accepted the principle of scaling down. It is not likely that 
Britain would unilaterallv decide to !'educe he•· obli~tations, 
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!hugh there have been many precedents for the repudiation 
of foreign debts by debtor nations. She mi!(ht however ask 
India to choose between the reduction of the debt in which 
case India would be allowed to convert immediately a substan
tial part into other currencies and maintaining the debt at the 
present level when facilities for the conversion of the assets 
would not be provided for a Ion!( time or at least the repay
ment would take place in small instalments spread over a long 
period. 

If India is compelled to choose one of these arrange
ments, she has to take into consideration several factors before 
makinl( a decision. She has lirstly to consider the ur!-(ency of 
her requirements reJ.,!ardin~ forei~n ~oods. The time required 
by Britain to build up an excess of exports over imports is an
other factor. Lastly, we have to form an estimate of the dollar 
and !(old resources that India could !(et immediately if the 
principle of scaling down is accepted. 

It is cleat· that India needs capital l(oods urgently and 
that these requirements might be met more quickly ft·om dollar 
sources than from steding sources. Thus the immediate con
vertibility of steding into dollars might enable India to obtain 
some capital goods in the near future. The latest information, 
however, shows that Britain has been making rapid progress in 
convet·ting the wm·-time industries for peace-time production 
and that she would soon be able to export goods on a large 
scale. Further, the amount of dollar exchange that India could 
expect now might be only a small fraction of the total assets. 
Britain cannot, under the terms of the Loan Agreement, trans
fer any "dollars from the American Loan. She conld therefore 
~ive only the gold and dollars now held by the Exchange 
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Equalization Account which is estimatecl to be about ;1;400 
millions. Even if we assume th.tt Britain could get on without 
any foreign exchange reserve because of the Dollar Loans and 
of her membership of the Fund and that, therefore, the whole 
of this amount is available for distribution, each creditor would 
get only about a tetith of the assets. India might in that case 
expect at most ;I; I 00 millions. Actually the amount would be 
less. 

There is, however, an important point to be cousidered in 
connection with the question of the distribution of the existiml 
dollars and gold reserve held by Britain. This reserve is partly 
built up with the clollars surrende•·ed by India and other mem
bers of the Sterling Area and when the reserve is not required 
to support the comon currency of the Area, Britain should not 
treat it as her own pi"Operty to be utilized according to her con
venience. The membe•·s of the Area obtained sterling in ex
change for the dollars sun·endered but this surrender was not a 
commercial tmnsaction; it was made for a definite purpose. 
The balance that remains after the purpose has been achieved 
should be distributed among the members in proportion to their 
original contribution. India could, therefore, rightly demand 
part of the reserve in exchange for an equivalent steding c•·edit 
whatever might be the terms of settlement regarding the rest of 
the balance. 

The American loans do not immediately solve the problem 
of sterling balances and establish multilateral trade in all res
pects. It might even be argued that the terms of the U. S. A. 
loan have made the release of the balances more difficult from 
one point of view. In the absence of the Loan Agreement, 
creditors of Britain could purchase, with these balances, British 
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goods as they become available but now they would have to 
wait till Britain is able to build up multilateral trade in such a 
manner as to earn enou~h dollars or other means of interna. 
tiona! payment in order to make the balances convertible into 
any currency that the creditors might want. This argument is, 
however, valid only if Britain is able to produce goods required 
by the holders of these balances quicker than the goods which 
she could se!l to countries that could provide dollars. The 
question depends on the policy of the U. S. A. If she wants 
an early establishment of a system of multilateral trade, she has 
to supply on a large scale dollars either by raising imports or 
through loans. With the co-operation of the U. S. A. it would 
be possible for Britain to make whatever amounts she could 
release from these balances freely convertible into dollars. 

, Thus, though the Loans have not given a final solution in 
the nlatter of sterling balances, they have prepared the way for 
a solution. As a result of these Loans members of the Sterling 
Area could convert whatever sterling they earn hereafter into 
dollars. Further, settlement of the question of the balances on 
bilateral lines is now excluded and lastly Britain is placed in a 
position to meet the difficulties of transition and reorganization. 

As a consequence of the acceptance of the U. S. A. loan, 
Britain had to become a• member of the two Bretton Woods 
institutions. There is no such compulsion for other countries, 
even of the British Commonwealth and so India could consider 
the question of membership in the light of her own economic 
interests. In the discussions relating to this question, the pro
blem of sterling balances played a prominent part and it was 
assumed by many that Britain was keen on India becoming a 
membet· of those Ol"l(anizations. There does not seem to be 
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much evidence for this. In fact, in the absence of the Anglo· 
American Agreement, it would have been advantageous to 
Britain if India remained outside the Bretton Woods or!(aniza· 
tions. As the obli!(ations imposed by the Bretton Woods Agree• 
ment applied to a member country in its trade with other 
members only, Britain could have attempted to settle the ques· 
tion of India's credits on the principle of bilateral clearing and 
thus forced India to spend the sterling in the purchase of 
British !(oods alone. Britain's interests have not been affected 
in any way with re~at·d to this problem by India becoming a 
member of the Fund. 

By becomin!( a member of the Bretton Woods organiza• 
lion India has not brought the sohttion of the problem of ster· 
linf.( assets nearer. 
adversely affected. 

Nor have her int~rests in that m!ltter been 
It might, however, be ar!(ued that the "dis· 

charge of obli!(ations imposed by that or!(anization depends on 
the release of these assets and so till this problem is settled to 
the satisfaction of India, she should not join that organization. 

The obli!(ations of the members of the Fund t·elate mainly 
to exchange control and exchan!(e variations. Even during the 
last depression India did not have exchan!(e contl'Ol and if ex· 
change control becomes necessary during the period of ecouo· 
mic reconstruction, this has to be decided on its own merits 
without reterence to the sterling assets. It might perhaps be· 
come necessary to introduce the principle of discrimination in 
relation to goods and n<'t to countries and this could be achiev• 
ed through appropt·iate tariff duties rather than tht·ough ex· 
change control. India has been a party to a system of prefe· 
rential trade but on the question of the benefits that India 
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1 
derived from this there has been a difference of opinion. With 
regard to exchange variations, India's position has changed 

considerably since the beginning of the war. Her position in 
international finance has so improved that the rupee would be 
one of the strongest currencies in future. Moreover, during the 
period of industrialization when India has to import large quan
tities oi capital goods, it might be advantageous to keep the 
external value of the rupee high.. It is, therefore, reasonable 
to assume that India would not benefit by exchange deprecia
tion. 

India could, therefore, conduct the normal trade transac
tions according to the pattern laid down in the Bretton Woods 
Al(reement. It is, however, with regard to the abnormal im

·'ports of capital goods in connexion with the industrializatiQU 
...,_.,., -..J ""' ~:> .,_l . I 

of the country that the question of the ste~!!·!L!'~~~t~ .. :l:lecames. 
of decisive importance. Fmm the point of vj<;>~·of ;·}l\tlin·~ aritf 
all creditor countries a settlement of this question within the 
Bretton Woods framewo•·k would have been advantageous. 
The B1·etton Woods Confe•·ence thouJ;ht that it was wise to 
restrict the scope of the new institutions and this decision has 
to be accepted for the present and the solution for other pro
blems has to be attempted through other agencies. It cannot 
be maintained that India would not be able to discharge her 
obligations as a member of the Fund unless she has the sterling 
credits at her disposal. 

A study of the first sections of this study, however, shows 
that the members of the Fund, especially India, are not justi
fied in accepting the present constitution as final. The new 
institutions should be changed in some important respects and 
whether they work for the benefit of all or not depends on the 
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attitude of the leading countries like the U. S. A. and Britain. 
Whether membership of the two institutions is ultimately ad-1 

vantageous to India or not cannot be judged now but decision 
on this point need not be taken now. According to the Bretton 
Woods A:,.!reement members need not remove all control duriug 
the transition period and therefore by being a member of the 
Fund, India does not irrevocably commit herself to the princi
ple of multilateral trade. 'Nhether to continue as a member or 
not may be decid~d after a few years before the question of 
the abolition of the controls is taken up. Meanwhile she ha. 
to watch carefully how the two new institutions work. 
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4· An Alternative to Pakistan. By 'sir Ardeshir Dalal, u pp~ 
4 as. 'II 
'Though small in siz.: the pamphlet contains a large store of 
mature wisdom.' -Hintb1. 

S• Equal Access to Raw Materials. By V. M. Bhatt, 32 pp., 
8 as. · 
This pamphlet examines the implications of 'equal access to 
raw materials', a phrase made popular in recent times by the 
Atlantic Charter (1941), analyses the probable trends in the 
distribution of raw materials at the end of the war and sug
gests how the confticting claims of the raw-materials-pro
ducing and the highly industrialized countries can. be eqwt-
ably adjusted. · 

6. The Future of Malaya. · By A Malayan Resident. In }npttra-
tion. -

8. Indian Emigration to America. By S. Chandrasekhar, 
~4 pp.; 6 as. 
This pamphlet gives a oncise history of a subject which h., 
been brought prominently before the public eye by the bilL 
relating to it before the American Congress. 
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