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1. The challenge to international 
cooperation_______________

In the last decade the case for government intervention nationally and 
internationally in the management of economic affairs has been gradually 
and inexorably lost. The philosophy which advocated economic management 
in the national and international common interest has been supplanted by 
the philosophy of market forces and belief in mechanistic monetary 
arrangements.

In  p a r t  this has  b e e n  d u e  to decl in ing  
c o n f id e n c e  in the  e f fec t iveness  o f  s ta te  
i n t e r v e n t io n  as crisis fo l low ed  crisis; in 
p a r t  to  the  t r iu m p h  o f  polit ical rhetoric  
f ro m  th e  right.  B o th  e lem en ts  have been  
p r e se n t  in B r i ta in  a n d  u n d e r  o n e  guise  or  
a n o th e r  in m any  d eveloped  and  developing 
c o u n tr ie s .  T h e  re m o ten e ss  o f  the  s ta te ,  
t h e  i n e f f e c t iv e n e s s  o f  m a c r o - e c o n o m ic  
p l a n n in g  in a t u r b u le n t  a n d  u n c er ta in  
w o r ld ,  d is t ru s t  o f  the  b u reau c racy  a n d  the 
re su rg e n c e  o f  indiv idualism  at the  expense  
o f  the  collect ive  cause  have all c o n tr ib u ted .

Public  d e b a te  has c o n c e n t r a te d  on  the 
ro le  o f  s ta te  in te rv en t io n  in industry  and  
the  e c o n o m y  at a na t iona l  level. T h e  effects  
o f  the  ch an g in g  m o o d ,  how ever ,  have 
b e e n  m o s t  clearly  obv ious  at the  in te r ­
n a t io n a l  r a th e r  th a n  the na tiona l  level. 
E v e n  a d m i n i s t r a t i o n s  so  id eo lo g ica l ly  
c o m m i t t e d  as M rs  T h a tc h e r 's  have found  
it difficult  to  w i th d raw  cen tra l  g o v e rn m en t  
f ro m  n a t io n a l  eco n o m ic  life. T h e  s ta te ,  
t h r o u g h  c e n t r a l  a n d  local g o v e rn m e n t  
rem a in s  the  m a jo r  em ployer,  the contro l ler  
o f  a sse ts  in industr ie s  o f  s tra tegic  im p o r ­
tan c e  -  so m e  o f  w hich  because  o f  the ir  age 
a n d  s t ru c tu re  would  no t  find a ready private 
b u y e r  -  a n d  the  focus o f  social c o m m it ­
m e n ts  so  long  s tan d in g  as to m ak e  w ith ­
d ra w a l  polit ically  impossible .

“ International economic relations 
rarely influence voters, though as 
this pamphlet will seek to demons­
trate they have had a crucial 
impact on their lives. ”

In c o n t r a s t  i n te rn a t io n a l  e co n o m ic  
m a n a g e m e n t  has no  such roots .  T h e  ties of 
in te rn a t io n a l  eco n o m ic  a n d  financial co ­
o p e r a t io n  b e tw e e n  g o v e rn m e n ts  a re  m uch  
m o re  fragile. In te rn a t io n a l  econom ic  re la ­
t ions  ra re ly  influence vo ters ,  th o u g h  as 
this p a m p h le t  will seek  to d e m o n s tra te  
th ey  h ave  h a d  a crucial  im pac t  on  their  
lives. T h e  resu lt  has b e en  th a t  g o v e rn m en ts  
have  fo u n d  it easy  to  s ta n d  back  from  the 
in te rn a t io n a l  econom y. L ack o f  experience,  
k n o w le d g e  a n d  ideas o f  how the  world  
e c o n o m y  m ight  be  co n tro l led  a n d  devel­
o p e d  has  b e e n  m a tc h ed  by a growing 
wil l ingness to  rely o n  m ark e t  forces to 
so lve ,  h o w e v e r  slowly a n d  uncom for tab ly ,  
the  e c o n o m ic  p ro b lem s  o f  the  world .  This 
d isen g ag em en t  has d am ag ed  w hat  had been 
a d e v e lo p in g  p rocess  o f  in te rn a t io n a l  co­
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o p e r a t io n  a n d  has left the  world  econ o m y  
w e a k  a n d  po ised  on  the  edge  o f  a m a jo r  
recess ion .

T h ese  dev e lo p m en ts  have been  m atched  
by a  g ro w in g  in te rd e p e n d e n c e  in the  world 
e c o n o m y .  R e liance  o f  the  w este rn  nations 
a n d  th e  d ev e lo p in g  c o u n tr ie s  on  OPEC oil 
a n d  on  a re g u la r  ex change  o f  goods ,  se r­
v ices,  raw  m ate r ia ls  a n d  techno logy  has 
in c re a sed  y e a r  by year.  A t  the sam e  time 
as th e  sense  o f  in te rn a t io n a l  collective 
responsib i l i ty  fo r  the  e co n o m ic  health  o f  
the  w or ld  has decl ined a n d  a lmost vanished, 
t r a d e  a n d  financial flows have g row n  in 
v o l u m e  b e c o m in g  p ro g re s s iv e ly  m o re  
i m p o r t a n t  to  e a c h  ind iv idua l  n a t iona l  
e c o n o m y .

A n d r e w  Schonfield giving the Stevenson 
m e m o r ia l  lec ture  a t  C h a th a m  H o u se  in 
N o v e m b e r  1979 desc r ibed  the  t rend .

" M a c ro -ec o n o m ic  p o licy  m a k in g  is in ­
creasing ly  in d o u b t a n d  decreasingly  
su b jec t to in terna tiona l co o rd ina tion  . . .

w ith  sh o r t term  d e m a n d  m a n a g em en t so  
m u c h  o u t  o f  fa sh io n  in so  m a n y  countries  
it is h a rd ly  surprising  that the western 
w o rld  has fa ile d  to tally to arrive at any  
jo in t  p o lic y  f o r  tack ling  the severe b u si­
n ess cycle  o f  the  1970s _  the w orst that 
has h it th em  fo r  fo r ty  years. There is a 
ten d e n cy  f o r  g o vern m en ts  to say: we have  
s in n e d  in d iv id u a lly , usually  by  fa iling  to  
c o n tro l o u r  o w n  m o n e y  supp ly , a n d  now  
we m u s t each m a k e  in d iv id u a l am ends. 
In d e e d  the  extrem ists a m o n g  th em  take  
the  v iew  tha t co n tro l o f  the na tional 
m o n e y  su p p ly  is a com plete  a n d  better 
su b s titu te  f o r  any  a m o u n t o f  in ternational 
c o o rd in a tio n  o f  p o lic y "  (T he  ed ited  text 
w as p u b l ish ed  in In terna tiona l A ffa irs , 
J a n u a ry  1980.)

T h e  n e w  B ritish  a m b a ss ad o r  in W ash in g ­
to n ,  Sir N icho las  H e n d e r s o n  has c laimed 
th a t  o n e  o f  M rs  T h a tch e r 's  g reates t  achieve­
m e n ts  has  b e e n  to  have m ad e  " a  final 
decis ive  b r e a k  with  the  th ink ing  o f  JM

Non-oil Developing Countries. External Debt, 1973-80
(In billions of US dollars)

1973 1974
Total outstanding debt of non-oil
developing countries 97.3 120.6

By type of creditor
Official creditors 49.1 59.3
a. Governments 36.9 44.2
b. International institutions 12.2 15.2
Private creditors 48.3 61.2
a. Unguaranteed debt 21.4 26.0
b. Guaranteed debt 27.0 35.2
(i) To financial institutions 13.1 21.7
(ii) Other private creditors 13.8 13.5

Source. IMF Annual Report 1981
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“ The instrument which Keynes 
helped to create in order to build a 
sense of international cooperation 
and a process of economic 
management -  the International 
Monetary Fund -  has been perverted 
over the last ten years. ”

K e y n e s ” . T h e  b re a k  with Keynesianism  
a n d  w ith  longer  s tan d in g  socialist  ideas on 
in te rv en t io n ,  h o w ev er ,  goes b e y o n d  the 
T h a t c h e r  a d m i n i s t r a t i o n  a n d  b e y o n d  
B r i ta in .  It  e x te n d s  to  the  in te rn a t io n a l  
a r e n a  w h e re  the  in s t ru m e n t  which Keynes 
h e lp e d  to  c rea te  in o rd e r  to build  a sense 
o f  i n te rn a t io n a l  c o o p e ra t io n  a n d  a process 
o f  e c o n o m ic  m a n a g e m e n t  -  the  I n t e r ­
n a t i o n a l  M o n e t a r y  F u n d  -  has  b e en  
p e r v e r t e d  o v e r  the  last ten  years.  T h a t  
d e v e lo p m e n t  a n d  its c o n seq u en ces  along

w ith  p ro p o sa ls  to  reverse  the  t ren d  a re  the 
su b je c t  o f  this p am p h le t .

“ International cooperation is an 
immediate need, not simply a long 
term ideal.”

I n te rn a t io n a l  c o o p e ra t io n  is an im m edia te  
n e e d ,  n o t  sim ply  a long te rm  ideal.  A f te r  
t r ip l ing  in e ig h teen  m o n th s ,  w orld  oil prices 
leve l led  o ff  in 1981, b u t  the  adverse  effects 
o f  the  increase  a re  still felt. U n s p e n t  OPEC 
re v e n u e  f rom  this increase  was over  one 
h u n d r e d  b i ll ion  d o l la rs  in 1980 a lone ,  
cau s in g  severe  ba lance  o f  paym en ts  p r o b ­
lem s fo r  oil im p o r t in g  coun tr ies ,  d eve loped  
a n d  d ev e lo p in g  alike .  Oil is o n e  c o n tr ib u ­
to ry  f a c to r  to  th e  t r a n s fo rm a t io n  o f  a 
re la tive ly  mild cyclical d o w n -tu rn  in the 
w o r ld  e c o n o m y  in to  a  sus ta ined  recession

1975 1976 1977 1978 1979 1980

147.1 175.6 216.7 272.7 322.8 370.1

69.3 81.2 97.8 117.8 134.8 155.8
50.4 58.5 68.9 81.6 92.1 106.0
18.8 22.7 28.9 36.2 42.8 49.8
77.9 94.4 118.9 154.9 188.0 214.3
32.0 37.5 43.1 51.4 60.7 68.2
46.0 57.0 75.8 103.5 127.3 146.1
29.8 39.0 54.3 73.9 96.1 112.8
16.1 18.0 21.5 29.6 31.2 33.3



4

u n p r e c e d e n te d  since the  1930s. T h e  defla­
t io n a ry  policy re sp o n se ,  com ing  on  to p  of 
t h e  a l re ad y  def la t ionary  t rans fer  o f  re ­
so u rc es  to  OPEC  is a t  least  as m uch  to 
b lam e .

In such  a recession  the  oil im port ing  
c o u n t r i e s  o f  the  T h i rd  W o r ld  a re  am ongs t  
the  w o rs t  sufferers .  A f te r  the  last ro u n d  of 
oil price  increases  in 1973 the ir  im m edia te  
p r o b le m s  w ere  offset by rap id  increases in 
th e i r  b o r ro w in g  from  com m erc ia l  banks.  
T h e  p r iv a te  b a n k s  o f fe red  the only source  
o f  fu n d s  w hich  w ere  available  w ithou t  the 
a c c e p ta n c e  o f c o n d i t io n sw h ic h  w ould  have 
t r a n s f o rm e d  a n d  d es t ro y ed  the  policies of 
e c o n o m ic  e x p an s io n  to  which the devel­
o p in g  c o u n t r i e s  w e re  c o m m i t te d .  T h e  
co m m erc ia l  banks ,  opera t ing  partly through 
th e  E u r o d o l l a r  m a rk e t ,  gave the  Third  
W o r ld  the  o p p o r tu n i ty  to b o r ro w  in the 
m id  1970s b u t  at strictly comm ercial  interest 
r a te s  a n d  o v e r  fairly sho r t  te rm  per iods of 
no  m o re  th a n  tw o  o r  th ree  years.

T h e  b o x  b e low  show s the  t ren d ,  an d  the' 
l im ited  role o f  the  in ternational  institutions, 
includ ing  the  IM F. A l th o u g h  these  loans 
a re  n ow  be ing  e x te n d e d  into the  1980s 
th e re  a re  g row ing  signs th a t  the  com m erc ia l  
b a n k s  a re  n o t  able  to cope  with a new 
r o u n d  o f  d e b t  f inancing necessi ta ted  by 
th e  la tes t  oil price rises. T h e re  are two 
m a in  r e a so n s  for this. First ,  a n u m b e r  of 
c o m m e rc ia l  b an k s  have a  d i sp ro p o r t io n a te  
sh a re  o f  th e i r  d e b ts  in T h ird  W o r ld  c o u n ­
t r ie s  -  a sha re  they  are  no t  anx ious  to 
i n c re a s e .  Sec o n d ly  in te re s t  c h arg es  on  
ex is ting  d e b t  c o u p led  w ith  the  d ism al p ros­
p e c t s  fo r  w o r ld  e c o n o m ic  g ro w th  and  
e x p o r t  led  d e v e lo p m e n t  in the  T h i rd  W orld  
h a v e  sha rp ly  re d u c e d  the  c red i t  w orth iness  
o f  m a n y  dev e lo p in g  countries .

T h e  p ro b le m s  g e n e ra te d  by the  a p p a re n t  
success  o f  the  financia l m ark e ts  in coping 
w ith  th e  ba lan ce  o f  p ay m e n ts  im balances 
in the  m id  1970s are now becom ing  obvious. 
R i m m e r  de  Vries ,  the  sen io r  vice pres iden t

o f  the  A m e r ic a n  b a n k  M o rg an  G u a ra n ty ,  
a n d  the  g u ru  o f  the  in te rna t iona l  banking  
c o m m u n i ty ,  has w a rn ed  rep ea ted ly  that  
re l iance  on  the  com m erc ia l  m a rk e t  to solve 
the  n ew  p ro b lem s  rep re sen ts  u n w a r ran te d  
c o m p la ce n cy  (see for instance,  his speech 
to  the  A t lan t ic  Inst i tu te  for In terna tiona l  
A f fa irs  q u o te d  in the  D e c e m b e r  1979 issue 
o f  W o rld  F inancial M arkets  )

In  such  an  e n v i ro n m e n t  the  ro le  o f  the 
In te rn a t io n a l  M o n e ta ry  F u n d  is crucial .  In 
1945 w h e n  the  F u n d  was es tab lished  it was 
c o n ce iv e d  by K eynes  a n d  the  US T reasury  
S e c re ta ry  D e x te r  W hite  as an  in s t rum en t  
o f  d e m a n d  m an a g em e n t  and  a vital e lement 
in the  p ro cess  o f  p rov id ing  an  in te rna t ional  
f inancia l e n v i ro n m e n t  in which growth  
co u ld  ta k e  place  on  the basis o f  in te r ­
n a t io n a l  c o o p e ra t io n ,  leaving each  nation  
free  to  d ec id e  o n  a polit ical basis how to 
d is t r ib u te  a n d  use the  fruits  o f  th a t  growth. 
T h e  a im s  o f  the  fo u n d e rs  are p e rh ap s  best 
spe l t  o u t  in the  s ta te m e n t  o f  the Fu n d 's  
p u rp o se  c o n ta in e d  with in  the  A rt ic les  of  
A sso c ia t io n  s igned in D e c e m b e r  1945 and  
q u o t e d  be low . T h e  F u n d  has n ev er  a d e ­
q u a te ly  fulfil led th o se  aims.

T h e  e x p an s io n  o f  the  world  eco n o m y  in 
the  p o s t  w a r  years  -  a lm os t  a g o lden  age 
f ro m  the  p re se n t  s ta n d p o in t  is a t t r ibu tab le  
in the  m a in  to  reco n s t ru c t io n  o f  industr ies 
a n d  w h o le  co u n tr ie s  d e s t ro y ed  by war, 
in c re a s e d  use o f  resources  c h an n e l led  by 
g o v e r n m e n t  to finance the  capital  re q u ire ­
m e n ts  o f  r u d im e n ta ry  welfare  sta tes  and 
th e  ra p id  increase  in w orld  t rad e ,  M arshall  
P lan  fu n d in g  p ro v id ed  by the U n i te d  States 
w as a lo co m o t iv e  force  in p ro d u c in g  this 
g ro w th  -  pa r t icu la r ly  in E u r o p e .

F in a n c ia l  a n d  cu rren cy  m ark e t  reform  
c a m e  in th e  late 1950s a n d  1960s as a 
c o n s e q u e n c e  o f  this g row th ,  an d  no t  as a 
c o n t r ib u to r y  facto r .  A f te r  an  initial burst  
o f  l en d in g  in 1947 th e  financial facilit ies of  
th e  I n t e r n a t io n a l  M o n e ta ry  F u n d  lapsed 
in to  d isuse  a n d  b e tw e e n  1949 a n d  1956 net
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r e p a y m e n t s  in to  the  F u n d  ex ceed ed  new 
b o rro w in g .  T h e  F u n d  only caught  up  with 
th e  e x p an s io n  in the  vo lum e o f  t rad e  (and 
c o n se q u e n t ly  o f  p a y m e n ts  to  be  m ade)  
a f te r  the  Suez  crisis o f  1956. T h e  o u tb re a k  
o f  hostili t ies  in the  M iddle  E as t  caused  a 
su b s tan t ia l  ou tf low  o f  funds f rom  Britain  
a n d  F ra n c e .  T o  co v er  this b o th  countr ies  
d re w  su b s tan t ia l  sum s from  the  IM F. A  
new  p r e c e d e n t  was set a n d  a sh a rp  increase 
in use o f  the  F u n d 's  re sou rces  fo llowed. 
T h e  1960s saw fu r th e r  increases in the 
q u a n t i t y  o f  fu n d s  u til ised  as cu rren cy  
va lues ,  in an  age b e fo re  floating exchange

ra te s  h a d  b e co m e  fashionale ,  were  sub ­
j e c te d  to  p e rs is ten t  specula tive  p ressure .
If th e  F u n d  d id  n o t  m ak e  a significant 
posi t ive  c o n t r ib u t io n  to  the  w o r ld ’s welfare 
in the  p o s t  w a r  p e r io d  it did he lp  in a 
negative  way by preven t ing  the competit ive 
c u r re n c y  d ev a lu a t io n s  which  h ad  m ark ed  
the  1930s. A d ju s tm e n t s  to  exchange  ra tes 
w e re  u n d e r ta k e n  on ly  a f te r  a long (some 
w o u ld  say to o  long) p rocess  o f  discussion 
a n d  c o n s u l t a t io n ,  p a r t icu la r ly  w h e n  a 
m a jo r  t rad in g  c u r re n c y  was involved. D e ­
v a lu a t io n  in the  1960s was a m echan ism  of 
last r e so r t ,  u sed  to c o rrec t  im ba lances  and



6

no t  as in the  1930s a w e ap o n  o f  econom ic  
w ar fa re .

By th e  e n d  o f  the  1960s the  m an a g em e n t  
o f  th is  a d ju s tm e n t  p rocess  fo r  var ious of 
its m e m b e rs  s ta tes  h ad  co m e  to  be the 
F u n d ’s m ain  function .  T h o se  w h o  c la imed 
a t  th a t  t im e  th a t  the  F u n d  was fulfilling the 
a im s  o f  its fo u n d e rs  ignored  the  two main 
w e a k n e s s e s  o f  the  in te rn a t io n a l  financial 
sys tem .  T h e  first o f  these  was the  failure to 
p ro v id e  a non-in f la t ionary  m ean s  o f  ex ­
p a n d in g  reserves  in line with  expand ing  
t r a d e  -  a m a t t e r  o f  g rea t  im p o r tan ce  to 
d e v e lo p in g  n a t io n s  w hose  colonial history 
a n d  e c o n o m ic  d e v e lo p m e n t  had  n o t  p e r ­
m i t t e d  a n y  accu m u la t io n  o f  reserve  assets. 
T h e  se c o n d  was the  failure to change  the 
sys tem  o f  re liance  on  the  US do l la r  as the 
p r e d o m i n a n t  c u r re n c y  o f  in te r n a t io n a l  
t r a d e  w h ich  h a d  e x is ted  s ince the  war. 
T h is  re l iance  c au sed  increas ing  prob lem s 
as con f id en ce  in the  old do l la r  parit ies  -  
the  ex ch a n g e  ra tes  against  o th e r  currenc ies  
e s tab l i sh e d  in th e  1940s -  w e a k e n e d ,  cul­
m in a t in g  in the  a b a n d o n m e n t  o f  c onver t i ­
bili ty f ro m  the  d o l la r  to gold in 1971 and  
u l t im a te ly  in 1973 to the  sys tem  o f  floating 
e x ch a n g e  ra tes  u n t ie d  to  any  c en tra l  parity.

4‘The advent of floating exchange 
rates removed the main function 
the IMF had designated for itself. ”

T h e  a d v e n t  o f  floating exchange  rates 
r e m o v e d  th e  m ain  function  the  IM F  had 
d e s ig n a te d  fo r  itself.  In the  b o o m  c ond i­
t i o n s  o f  1973 in t e r n a t i o n a l  e c o n o m ic  
m a n a g e m e n t  s e e m e d  su p e rf lu o u s .  T h e  
b a la n c e  o f  p a y m e n ts  d isrup t ions  a f te r  the 
oil cris is ,  c o u p le d  with the  inflationary 
e n v i ro n m e n t  o f  1974/5 w hen  world  inflation 
ro se  in to  d o u b le  figures fo r  the  first time 
since th e  w ar ,  p r o d u c e d  a n ew  role  fo r  the 
IM F, b a se d  o n  so m e  o f  the  p rinc ip les

p rev ious ly  a p p lied  only  to a n u m b e r  of 
specific T h i rd  W o r ld  coun tr ies  which had 
ru n  in to  deb t .

F o r  ind iv idua l  coun tr ies  which sought  
IMF he lp  the  p rescr ip t ion  was a fairly 
s t a n d a r d  o n e .  S p en d in g ,  a lm ost  invariably 
m ean in g  public  spending,  had to be limited. 
P r iva te  sp e n d in g ,  w h e th e r  on  im por ts  or 
h o m e  p r o d u c e d  goods  was considered  both 
eco n o m ica l ly  a n d  m orally  p re fe rab le  to 
sp e n d in g  by g o v e rn m e n ts .  Private  invest­
m e n t  w as to  be  given p re ce d en c e  over  
p l a n n e d  in v es tm e n t  by the  public  sector.

T h e  p ro cess  can  be o b se rv ed  th rough  
th e  c o n d i t i o n s  i m p o s e d  o n  n u m e r o u s  
c o u n tr i e s  se t  o u t  in fo rm al letters  o f  in tent  
s igned  by th e i r  g o v e rn m e n ts ,  th ro u g h  the 
m in u ta e  o f  IMF re p o r ts  an d  th ro u g h  the 
sp e e ch e s  o f  IMF officials. W hile  th e  policy 
is n o t  in d o u b t  its a ch iev em en ts  are.  M any  
officials c o n s id e r  th a t  the  F u n d  h e lp ed  to 
limit inf la t ion  a n d  c o n seq u en t ly  saved  the  
w o r ld  e c o n o m y  from  currency  collapse 
a n d  ru in .  T h e y  claim to o  th a t  by forcing its 
c lien ts  to  p u r su e  th e  sor t  o f  policies which 
o n  a n a t io n a l  scale  in B r i ta in  M rs  T h a tc h e r  
is no w  p u rsu in g  vo lun tar i ly ,  the  IMF in tro ­
d u c ed  " rea l i ty "  a n d  "stabili ty” into a world 
d ise ased  by profl iga te  spending.

C e r ta in  facts m us t  be  set  against such 
c la ims. R e p e a t e d  d e m a n d s  fo r  defla tion, 
fo r  the  re m o v a l  o f  subsid ies on  basic foods 
a n d  fo r  re d u c t io n s  in real wage levels as 
m a d e  by  the  F u n d  in nego tia t ions  with 
T u r k e y ,  E g y p t ,  Jam aica  a n d  o th e r  c o u n ­
tr ies  h a v e  p r o d u c e d  c o n seq u en ces  clearly 
c o n t r a r y  to  th e  c o m m o n ly  u n d e r s to o d  
d e f in i t io n  o f  stabili ty. F o o d  riots  a n d  o th e r  
m ass  p ro te s ts  in th e  pas t  th ree  years  have 
t h r e a t e n e d  th e  fragile polit ical e n v iro n ­
m e n t  (in tw o  o f  the  th ree  cases a d e m o ­
c ra t ic  e n v i r o n m e n t )  which  exists in the 
th re e  co u n tr ie s .  In  d e v e lo p ed  a n d  d e v e lo p ­
ing c o u n tr ie s  alike deflation has predic tably 
fa iled  to  in d u ce  p r iva te  sec to r  inves tm ent.  
U n e m p lo y m e n t  has risen remorselessly .
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d o u b l in g  in th e  OECD c o u n tr ie s  a lone .  It 
was h a rd ly  surpr is ing  th a t  m an y  g o v e rn ­
m en ts ,  pa r t icu la r ly  those  c o m m it te d  to 
g o v e r n m e n t  in te rv en t io n  in the i r  e c o n o ­
mies b e ca u se  o f  past  fa ilures in the  private  
sec to r ,  a n d  a wish to  d irec t  an d  p lan  the 
p ro cess  o f  d e v e lo p m e n t  avo id ed  the  IMF 
a n d  the  c o n d i t io n s  on  its loans fo r  as long 
as poss ib le .  G o v e r n m e n t s  o f  develop ing  
c o u n tr i e s  c o m m i t te d  to  g row th  to  im prove

c o n d i t io n s  fo r  th e i r  o f ten  desp e ra te ly  p o o r  
c it izens p re fe r r e d  the  h igher  in te res t  ra tes 
o f  the  co m m e rc ia l  b a n k s  to  the  lower rates 
c o u p le d  w ith  c o m p u lso ry  defla tion  offered  
by th e  IMF. C h a p te r s  2 a n d  3 tell the 
s to r ies  o f  tw o  co u n tr ie s  -  B r i ta in  and 
Ja m a ica ,  b o th  co inc iden tal ly  w ith  socialist 
go v e rn m e n ts ,  which were  driven to bo rrow ­
ing f ro m  the  F u n d .  T h e  c h ap te rs  set ou t  
the consequences o f  the conditions imposed.

2. The IMF and Britain in 1976

We are unlikely ever to know the full story of the International Monetary 
Fund’s involvement in the British economy in 1976. Cabinet papers will 
be released six years into the next century, but few of the most important 
decisions were taken in Cabinet. Ministerial memoirs will give the 
individual experience of those elected to run the country, but who found 
in late 1976 that the power to do so had been removed from them. The 
next volume of the IMF’s official history will record the event blandly, and 
will tell little of the story behind it.

In  such  c ircu m s tan ces  the  best  reco rd  is 
likely to  r e m a in  a series o f  articles p u b ­
l ished  in the  S u n d a y  T im es  by H u g o  Y oung  
a n d  S te p h e n  Fay  la te r  rep u b lish ed  as a 
p a m p h le t  u n d e r  the  title The D ay the P o u n d  
N ea rly  D ied .

Y o u n g  a n d  Fay  t race  f rom  the  su m m er  
o f  1976 o n w a rd s  the  inexorable  p rocess  o f  
IMF in te rv e n t io n ,  beg inn ing  with  the  loan 
o f  5.3  b ill ion do lla rs  o rgan ised  th ro u g h  the 
B a n k  fo r  In te rn a t io n a l  Se t t lem en ts ,  one 
o f  t h e  l e a s t  s t r e s s e d  c la u se s  o f  w hich  
e n s u r e d  IMF in te rv en t io n  if the  loan  was 
n o t  fully p a id  by D e c e m b e r  1976.

It is c lear  th a t  f rom  th e  beg inn ing  of 
1976 o n w a rd s ,  if n o t  earl ie r ,  th a t  the  in te r ­
n a t io n a l  b a n k in g  c o m m u n i ty ,  including 
m an y  B r i t ish  b a n k e r s ,  h ad  d ec id ed  that  
t h e  L a b o u r  g o v e r n m e n t ’s e co n o m ic  policy 
w as  w ro n g  a n d  th a t  a radically different  
po licy  m u s t  be  im posed .  A w are  o f  the  very 
cons ide rab le  opposi t ion  in bo th  the  L ab o u r  
P a r ty  a n d  th e  g o v e rn m e n t  to any  involve­
m e n t  o f  th e  F u n d  in B r i ta in ’s econom ic  
policy  m ak in g  th ey  w a ited  until  Ju n e  when  
the  m a j o r  s t a n d b y  credit  in it iated  by the 
D u tc h  c e n t ra l  b a n k  in o rd e r  to  provide 
long  t e r m  s u p p o r t  fo r  the  u n de rva lued
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p o u n d  was u n d e r  negotia t ion .  W hile the 
British g o v e rn m e n t  w e lcom ed  such a s tand­
by  c red i t  as a m ea n s  o f  securing  the  gradual  
b u t  o rd e r ly  d ev a lu a t io n  o f  sterling which 
h a d  b e c o m e  a  cen tra l  p lan k  o f  L ab o u r  
e c o n o m ic  policy in a p e r io d  w h en  export  
c o m p e t i t iv en e ss  was crucial to  m an u fa c ­
tu r in g  indus try ,  the  te rm s a t t a c h e d  were 
less w e lco m e .  N o  im m ed ia te  change  o f  
policy  was d e m a n d e d .  In s tead  the G o v e r n ­
m e n t  w as  fo rce d  to accep t  th a t  if by 
D e c e m b e r  1976 Britain was unable  to repay 
w h a te v e r  she h ad  used o f  the  s tan d b y  credit  
a  la rg e r ,  lo n g er  t e rm  loan w ould  be sought  
f ro m  th e  F u n d ,  with the  inevitable  imposi­
t io n  o f  policy changes.

T h e  sa t is fac t io n  o f  the  in te rn a t io n a l  
b a n k e r s  w ith  this a r ra n g e m e n t  was im m e­
d ia te ly  obv io u s .  A d d ress in g  a m ee t ing  at 
th e  U n ive rs i ty  o f  W u rzb u rg  o n  28th June 
1976, O t m a r  E m m i n g e r -  a m a jo r  figure in 
i n te rn a t io n a l  b a n k in g  a n d  D e p u ty  G o v e r ­
n o r  o f  the  D eu tsche  B und esb an k ,  E uro p e 's  
m o s t  p o w e r fu l  cen tra l  b a n k ,  said:

" T h e  recen t in terna tional fo re ig n  ex ­
ch a n g e  assistance f o r  sterling in the fo rm  
o f  sh o r t term  credit lines tota lling  S5.3  
b illio n  w as (designed) . . .  to help  restore  
orderly  cond itions on  the fo reign  exchange  
m a rke ts . Th is d id  n o t im p ly  a ju d g em en t  
w h e th er the  p resen t exchange rate fo r  
sterling is 'appropriate ' o r ‘inappropriate': 
the  large collective  rescue opera tion  is in 
reality m a in ly  in ten d ed  to g ive  the British  
g o v e r n m e n t a breathing space o f  a few  
m o n th s  in o rd er to e ffect the requisite 
fu n d a m e n ta l  a d ju s tm e n ts  in d om estic  
e c o n o m ic  p o lic y  -  s lo w in g  d o w n  wage 
in fla tio n  a n d  reducing  the  b u d g e t deficit 
-  w ith o u t be ing  overly  d is turbed  by se lf  
re in fo rc in g  specu la tion  against sterling. 
T o  the  e x ten t tha t the U nited  K in g d o m  is 
u n a b le  to repay the loan o u t o f  its ow n  
resources b y  D ecem b er  1976 it w ill have  
to  fa ll  b a ck  on  its cred it lines with the  
IM F. Th is ensures that i f  the  g o vern m en t

m a k e s  use  o f  the loan  assistance fo r  an 
ex ten d e d  p e r io d  o f  tim e  it w ill have  to 
accep t the  eco n o m ic  p o licy  co nd itions o f  
the  IM F  (E m m in g er ,  " O n  the  way to a 
n e w  i n t e r n a t io n a l  m o n e ta ry  o r d e r " ,  
A m e r ic a n  E n terprise  Institu te 1976.)

T h e  L a b o u r  g o v e r n m e n t ' s  a t t e m p t  to 
p u r s u e d  its o w n  eco n o m ic  policy c on tinued  
h o w e v e r  th ro u g h  the  a u tu m n  an d  Denis  
H e a le y  boldly  a sse r ted  in the  H o u se  of 
C o m m o n s  th a t  the  S tan d b y  C re d i t  had  "n o  
str ings a t t a c h e d  at a ll" .  Specu la t ion  against 
s te r ling  c o n t in u e d  a lso, sp u rred  in succes­
sion by high m o n ey  supply figures in August  
a n d  by the  L a b o u r  Par ty  C o n fe ren ce 's  
dec is ion  to  b r ing  the  ban k in g  sec to r  into 
pub l ic  o w n ersh ip .

T h e  polic ies a d o p te d  ear l ie r  in the  year 
to  a llow a m a n a g e d  d ep rec ia t io n  ranging 
from  cuts in public  expenditu re  to increased 
in te res t  ra te s  h a d  insufficient t ime to have 
a n y  rea l  effect.

S te r l ing  p lu m m e te d  so sharply  th a t  a 
su b s ta n t ia l  p o r t io n  o f  the s tan d b y  credit  
was u se d  up  a n d  desp i te  extensive  political 
a n d  d ip lo m a tic  e ffo r ts  no  fu r th e r  loans to 
p e rm i t  r e p a y m e n t  a n d  avoidance  o f  IMF 
in v o lv e m e n t  w e re  fo r thcom ing .  By early 
N o v e m b e r  A la n  W h i tc o m b e ,  originally  a 
B ri t ish  a p p o in t e e  to the  F u n d ,  h ad  arrived 
d isc ree t ly  inco g n ito  in L o n d o n  to begin 
n e g o t ia t io n s  fo r  the  loan  from  the  Fu n d  
a n d  for the  reshap ing  o f  L a b o u r ’s economic 
policy.

“ The Fund’s involvement had 
been carefully orchestrated by a 
group of international central 
bankers”

T h e  m o s t  n o te w o r th y  e lem en t  o f  the 
s to ry  to  th is  p o in t  was n o t  th a t  the IMF had 
b e c o m e  invo lved  b u t  th a t  the  F u n d 's  in­
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v o lv e m e n t  h a d  b e e n  carefully  o rc h es t ra te d  
by a  g ro u p  o f  in te rn a t io n a l  cen tra l  ban k ers  
ab le  to  act  in d ep e n d e n t ly  o f  the  Fu n d 's  
d ec is io n -m ak in g  process  a n d  to  use the 
F u n d  as a m ea n s  o f  forcing Brita in  to 
p u r su e  polic ies which  the  British e lec to ra te  
h a d  twice  re je c te d  tw o  years  earlier .  T he  
g ro u p  co n s is ted  a m o n g  o th e rs  o f  E d  Yeo, 
the  A m e r ic an  under-secre ta ry  for m onetary  
a ffa irs  -  a t e m p o r a r y  civil se rvan t  w ork ing  
in th e  US T re a su ry  b e tw ee n  p e r iods  at co m ­
m erc ia l  b a n k s  in P i t tsbu rgh  a n d  C hicago  -  
K ar l  O t t o  Po eh l ,  an  official th en  a n d  now 
o f  th e  B u n d e s b a n k .  A r th u r  B u rn s ,  C h a i r ­
m a n  o f  the  US F e d e ra l  R ese rve  B o a rd ,  and 
Jacq u es  de  Larosie re ,  a  Belgian Centra l  
b a n k e r  la te r  to  b e co m e  M anag ing  D irec to r  
o f  th e  IMF. T h e  invo lvem en t  o f  the  two 
se n io r  B ri t ish  T rea su ry  civil se rvan ts .  Sir 
D o u g la s  W ass  a n d  Sir D av id  Mitchell  
r e m a in s  unc lear .

O n  arriv ing  in B r i ta in  A la n  W h itco m b e  
a n d  his t e a m  o f  IMF staff  m e t  a L ab o u r  
C a b in e t  which  h ad  a lready  m o v ed  a long 
way to w ard s  em brac ing  a policy o f  deflation 
as the  on ly  so lu t ion  to  B ri ta in 's  p rob lem s.  
Few  m in is te rs  co u ld  o ffer  a d e ta i l e d  a l te r ­
na tive  to  the  policy d e m a n d e d  by W h i t ­
c o m b e .  In  the  ev en t  m uch  o f  the g round  
h a d  b e e n  cu t  f rom  u n d e r  the ir  feet  by 
e a r l ie r  g o v e rn m e n t  decisions to cut £1 
bill ion f ro m  public  ex p en d i tu re  in July and 
to  in c rease  e m p lo y e rs ’ N a t io n a l  Insurance  
c o n t r ib u t io n s  as well as rais ing in teres t  
ra te s .  T h e  c o m b in a t io n  o f  these  policies 
d a m p e n e d  any  rem a in in g  en th u s ia sm  in 
th e  p r iv a te  se c to r  for  new  inves tm en t  in 
B ri t ish  industry .  By N o v e m b e r  1976 the 
B ri t ish  g o v e r n m e n t  h ad  a lready  implicity 
a c c e p te d  the  a r g u m e n t  th a t  reducing  infla­
t io n  a n d  stabilising the  cu rrency  must  take 
p r e c e d e n c e  o v e r  policies designed  to p r o ­
m o te  e c o n o m ic  g row th .

O n c e  th a t  a rg u m e n t  has b e en  accep ted ,  
th e  sw allow ing  o f  th e  IMF m edic ine  which 
to o k  the  fo rm  o f  im m ed ia te  cuts o f  £3

bill ion in public  e x p e n d i tu re  a n d  a series of  
o t h e r  de f la t io n a ry  m ea su re s  was less diffi­
cult .  O n e  o r  two ministe rs  an d  m an  officials 
w h o  sh a re d  th e  view expressed  a year 
ea r l ie r  by R o y  Jenk ins  th a t  public  e x p en ­
d i tu re  in excess o f  60 p e r  cen t  o f  G ross  
D o m e s t ic  P ro d u c t  c o n s t i tu ted  a significant 
t h r e a t  to  the  d e m o c ra t ic  way o f  life in this 
c o u n t ry  c learly  v iew ed  IMF in te rven t ion  
with  so m e th in g  little sh o r t  o f  relief.

“ The illusion that IMF intervention 
came in the nick of time and saved 
Britain from either international 
bankruptcy or an “ Eastern 
European” siege economy is 
widespread.”

T h e  illusion th a t  IMF in te rv en t io n  cam e 
in the  n ick o f  t im e a n d  saved Bri ta in  from 
e i t h e r  i n t e r n a t i o n a l  b a n k r u p tc y  o r  an 
" E a s t e r n  E u r o p e a n ” siege e c o n o m y  is 
w id e sp rea d .  M an y  are  conv inced  th a t  the 
IMF successfully  m a n a g ed  the  British e co ­
n o m y ,  re s to r in g  the  hea l th  o f  sterling, 
w h ich  rose  f rom  a low o f  $1.55 in O c to b e r  
1976 to  $2.00 in 1979, an d  reducing inflation 
f ro m  its 1976 p e a k  o f  o v e r  20 p e r  cen t  to 
ju s t  o v e r  8 p e r  cen t  in 1978.

T h e  real ity  is very  d ifferen t.  T h e  revival 
o f  s te r ling  in 1977 a n d  1978 was due  to a 
c o m b i n a t i o n  o f  f a c to r s  -  th e  g r a d u a l  
in c rease  in N o r th  Sea oil p ro d u c t io n  which 
p r o m is e d  by 1980 to  give Bri ta in  n e a r  self 
suffic iency in oil, a n d  seco n d  the  d e te r io ra ­
t io n  o f  in te rn a t io n a l  confidence  in the 
d o l la r  as the  C a r te r  a d m in is t ra t io n  failed 
to  im p o se  res tr ic tions  o n  oil im por ts  an d  as 
US inflation ra tes ro se . It was the s t reng then ­
ing o f  s te r ling  c o u p led  with phases  I a n d  II 
o f  in co m e s  policy a n d  falling real oil and  
c o m m o d i ty  prices on  w or ld  m ark e ts  which 
p ro d u c ed  the sharp improvem entin  inflation.
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N e i th e r  the  ex change  ra te  o f  sterling 
ag a in s t  the  do l la r  n o r  the  inflation ra te  are 
re liab le  ind ica to rs  o f  e co n o m ic  health. 
B e h in d  the  superficial im provem en t  British 
industry  co n t in u e d  to d ec l ine . T h e  exchange 
ra te  by the  e n d  o f  1978 was considerab ly  
o v e rv a lu e d ,  se riously h a rm in g  B r i ta in ’s 
c o m p e t i t iv en e ss  a b ro a d .  T h e  long term 
t r e n d  o f  rising im p o r ts  c o n t in u e d  a n d  the 
c o m b in e d  th re a t  to b o th  d om es tic  and 
fo re ign  m a rk e ts  d e te r r e d  inves tm ent.  In 
p u r su i t  o f  the  new  holy grail  o f  m o n e ta ry  
p o l ic y ,  i n te r e s t  r a te s  w e re  k e p t  high. 
G o v e r n m e n t  in te rv en t io n  to  su p p lem en t  
in v e s tm e n t  was strictly l imited by the  c o n ­

tro ls  o n  public  e x p en d i tu re  im p o sed  by the 
IMF. It w o u ld  be  un ju s t  to a t t r ib u te  the 
c o n se q u e n c e s  o f  M rs  T h a tc h e r 's  policies 
since M ay  1979 to  the  IMF. She has pu rsu ed  
w ith  conv ic t ion  th e  sor t  o f  policies which 
the  L a b o u r  g o v e rn m e n t  sough t  to avoid, 
a n d  the  e ffec ts  o f  which  they  sough t  to 
m in im ise  b e tw e e n  1976 a n d  1979. IMF 
in te rv e n t io n ,  h o w ev er ,  did b o th  set the 
in te l lec tua l  c lim ate  fo r  defla tion  an d  co n ­
t r ib u t e d  to  the  c u r re n t  level o f  u n e m p lo y ­
m en t  by forcing on  a L a b o u r  cab inet  narrow 
a n d  restr ic tive  polic ies which cou ld  not 
inc lude  posi t ive  in te rv en t io n  in British 
in d u s t ry  w h e n  it was m os t  needed .

3. The Jamaican Experience

At the end of March 1980 Michael Manley, leader of the People’s 
National Party and Prime Minister of Jamaica since October 1972 
announced that his government was ceasing its negotiations with the 
International Monetary Fund. The conditions the Fund was trying to 
impose on his government in exchange for its financial support were in 
Manley’s words “ simply too onerous” .

In  J a m a ica 's  shaky  polit ical a n d  econom ic  
c o n d i t io n  it was a b rave  a n d  risky act  -  the 
full c o n s e q u e n c e s  o f  which  have still to be 
re a l is ed .  P r iv a te  fo re ign  inves to rs ,  no t  
su rpr is ing ly ,  w e re  slow to rush  to  the  a id  of 
a  left  w ing g o v e rn m e n t  which  re je c te d  the 
a p p a r e n t  p r u d e n c e  o f  IMF g u id an ce .  
U n e m p lo y m e n t  was high a n d  social stability 
in secu re .  C lea r ly  M a n le y ’s decis ion  to end  
d iscuss ions  w ith  the  F u n d  was n o t  tak en  
lightly. T o  u n d e r s ta n d  the  decision  a n d  to

a p p re c ia te  the  im p o r ta n ce  o f  M an ley ’s 
s ta n d  ag a in s t  the  cond it ions  im posed  by 
the  IMF fo r  its loans  to the  p o o re s t  and 
m o s t  v u ln e ra b le  dev e lo p in g  coun tr ies  it is 
n ecessa ry  to  a p p rec ia te  the  long an d  to r ­
tu o u s  h i s to ry  o f  th o se  d iscussions and  
Ja m a ica 's  e x p e r ien c e  at the  han d s  o f  the 
IMF.

B e tw e e n  1972 a n d  1976 the PNP g o v e rn ­
m e n t 's  polic ies  p r o d u c e d  m a jo r  changes  in 
the  Jam aican  eco n o m y  along lines p roposed
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“ Manley’s government made a 
sustained attempt to fulfil the 
socialist development policies on 
which it had been elected in 1972.”

fo r  m an y  years  by radical a n d  socialist  
d e v e lo p m e n t  econom ists .  In a very unequal 
soc ie ty ,  w e a l th  a n d  econom ic  p o w e r  were 
r e d is t r ib u te d  a n d  fu n d a m e n ta l  re fo rm s of 
th e  e co n o m ic  system were  begun. M easures 
o f  n a t io n a l iza t io n  in the  bauxite  industry  -  
an  in teg ra l  p a r t  o f  the  in te rn a t io n a l  a lum i­
n iu m  t r a d e  -  a n d  the  in tro d u c t io n  o f  a 
fo rm  o f  w o r k e r  c o o p era t iv e  in the  sugar 
i n d u s t r y  w e re  a t t e m p t s  to  in t ro d u c e  
J a m a ic a n  c o n tro l  to industr ies  a n d  factories 
a c c u s to m e d  to  be ing  passive players  in 
g a m e s  c o n t r o l l e d  in the  in te rn a t io n a l  
m a rk e ts .  L a n d  r e fo rm  o ffered  p ro p e rty ,  
o f ten  fo r  the  very first t im e, to individual 
Ja m a ica n s .  W elfa re  provisions w ere  in tro ­
d u c ed .  M a n le y ’s g o v e rn m e n t  m ad e  a sus­
t a in e d  a t t e m p t  to fulfil the  p rom ises  on 
w h ich  it h a d  b e e n  e lec ted  in 1972.

T h r e e  facto rs  h a m p e r e d  its success and  
e v en tu a l ly  b ro u g h t  Jam aica  to  the  d o o r  of 
the  In te rn a t io n a l  M o n e ta ry  F u n d  for  urgent 
f inanc ia l  a ss is tan ce  in 1977. F irs t ,  the  
q u a d r u p l in g  o f  oil prices in 1973/4 which 
hit a c o u n try  totally d e p e n d e n t  o n  im ported  
oil fo r  its in dus try  a n d  c o m m erce ,  whose 
b a la n ce  o f  p a y m e n ts  cou ld  n o t  for long 
su s ta in  th e  oil b u rd e n .  Jam aica 's  oil bill 
ro se  f ro m  $73 million ( the  e qu iva len t  o f  11 
p e r  c e n t  o f  its im p o r ts )  in 1973 to $195 
m il l ion  (21 p e r c e n t )  in 1974. Secondly ,  the 
g e n e ra l  s ta te  o f  the  world  e co n o m y  -  itself 
p a r t ly  d u e  to  oil d i s rup t ion  -  w th  slow 
t r a d e  g ro w th ,  high inflation a n d  in te r ­
m i t t e n t  co llapse  o f  c o m m o d i ty  m arke ts  
v ita l fo r  Jam a ica n  exports .  T h ird ly ,  the 
lack o f  in te rn a t io n a l  t ru s t  in an  open ly  
socialist  r eg im e  c o m p o u n d e d  in te rm s of

re so u rce s  availab le  to the  g o v e rn m e n t ,  by 
th e  e x o d u s  o f  m an y  o f  Jam aica 's  previously 
all p o w e r fu l  aff luen t  m iddle  class w ho in 
M a n le y ’s w o rd s  "il legally to o k  with them  
millions o f  d o l la r so f  the wealth  o f  Jamaica".

By 1977 J am aica  h ad  a severe  foreign 
e x ch a n g e  crisis a n d  the  g o v e rn m e n t  with 
th e  g re a te s t  r e lu c tan ce  to o k  the  decision 
to  tu rn  to  the  IMF as the  only remaining 
poss ib le  so u rce  o f  help.

i ‘Jamaica’s government and the 
Fund reached agreement in July 
1977 on a standby credit to provide 
up to $75 million. Even for this 
relatively small facility IM F 
conditions were harsh. ”

Ja m a ic a ’s g o v e rn m e n t  a n d  the  Fu n d  
r e a c h e d  a g r e e m e n t  in July 1977 o n  a 
s t a n d b y  c red i t  to p rov ide  up to  $75 million. 
E v e n  for  this re la tive ly  small  facility IMF 
co n d i t io n s  w ere  ha rsh .  A  large reduct ion  
in g o v e r n m e n t  e x p e n d i tu re  was d e m a n d e d  
a n d  ta rg e ts  w e re  se t  fo r  specific econom ic  
in d ic a to rs  includ ing  public  sec to r  b o r ro w ­
ing a n d  c u r re n c y  reserves.  Jam aica  m ade  
on ly  o n e  d raw in g  o n  the  s tandby  cred i t  of 
$22 mil lion.  T h e  r e m a in d e r  o f  the  credit  
was s u s p e n d e d  w h e n ,  by D e c e m b e r  1977 it 
b e c a m e  a p p a r e n t  th a t  the  c o u n try  had 
fa iled  to  m e e t  o n e  o f  the  m in o r  target 
f igures -  th a t  fo r  N e t  D o m es t ic  Asse ts  o f  
th e  B a n k  o f  Jam aica  -  by a  m arg in  o f  2.6 
p e r  cen t .  M an ley  in re tro sp ec t  is kind 
a b o u t  ind iv idual  officials o f  the  IMF who 
he  says w ere  s imply  following rules. It is 
difficult th o u g h  fo r  any o u ts ide  ob se rv er  to 
c red i t  th e  j u d g e m e n t  o f  an  official p re p a re d  
to  su s p e n d  a n a t io n 's  vitally n e e d e d  access 
to  c red i t  becau se  o f  a failure to  m ee t  by 
less t h a n  3 p e r  cen t  a  ta rge t  figure in a 
c a te g o ry  c o n s id e re d  im p o r ta n t  only by the
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m o st  a r d e n t  o f  m oneta ris ts .  O n e  suspects 
th a t  a n a tion  o f  g rea te r  strategic importance 
th a n  J am aica  o r  o n e  which  was n o t  a black, 
socialist  a n d  o f ten  o u t sp o k e n  dem ocracy ,  
w o u ld  have  b e e n  t rea te d  be tte r .  F o r  in­
s ta n c e .  ev en  from  the  l imited a m o u n t  of 
i n f o r m a t io n  av a i lab le ,  it is c lear  that  
G e n e r a l  P in o c h e t ’s military d ic ta to rsh ip  in 
Chile  was t rea ted  with exceptional g enero ­
sity in the  p e r io d  a f te r  the 1973 coup. 
(E v id e n c e  o f  the  help  g iven  to the m ilitary  
g o v e r n m e n t a fter A lle n d e 's  death was p u b ­
lish ed  in  T h e  O b s e rv e r  13th Ju ly  1980.)

In the  ear ly  m o n th s  o f  1978 Jam aica 's  
p ro b le m s  w o rsen e d .  Sugar  p ro d u c t io n  was 
falling sharply  a n d  b anana  exports ,  ano th e r  
c rucia l  e le m e n t  in the  Jam aican  ba lance  of 
p a y m e n ts  d r o p p e d  in q u an ti ty  an d  value. 
T h e  p ro b le m s  o f  the  agricultura l  sector 
w h ich  Jam a ica n  g o v e rn m e n ts  have never 
b e e n  a b le  to  f inance  a d e q u a te ly  were  
c o m p o u n d e d  by ha rsh  w e a th e rco n d i t io n s .

J a m a ica  tu rn e d  again to the  F u n d ,  which 
ins is ted ,  d u r in g  p ro t rac te d  negotia tions ,  
o n  d ras t ic  new  te rm s  a n d  cond it ions  to 
a c c o m p a n y  a th ree  y e a r  e x te n d e d  credit  
facility.  J a m a ica 's  long s tand ing  dual  ex ­
c h an g e  ra te  sys tem  which car r ied  o n e  rate 
fo r  im p o r ts  o f  essentia l  c o m m o d i t ie s  such 
as fo o d  a n d  oil a n d  a second ,  lower  ra te  for 
all o t h e r  t ran sac t io n s  was unified a n d  a 
f u r th e r  15 p e r  c en t  dev a lu a t io n  imposed.  
T h e  n e t  e ffec t  was to  raise the  unit  cost of 
f o o d  a n d  oil, the  least flexible e lem en ts  of 
a n y  c o u n t r y ’s c o n su m p tio n ,  by o v e r  60 per  
c en t  a t  a  s t ro k e .  Price con tro ls  im posed  
e a r l ie r  by M an ley  as a way o f  m ain ta in ing  
th e  sp e n d in g  p o w e r  o f  o rd in a ry  Jam aicans 
h a d  to  be  l if ted a n d  the  g o v e rn m e n t  was 
c o m p e l le d  by the  F u n d  to  o ffer  a wide 
ra n g e  o f  incen tives to private  investors. 
C e n t r a l  to  the  p ro g ram m e  was a rigid 
in co m e s  policy,  im posed  as the  cost o f  
i m p o r t e d  g o o d s  soa red .  In a m ove  typical 
o f  IMF ac t ions  in develop ing  countr ies ,  
subs id ies  on  basic foodstuffs  w ere  to be

w i th d raw n .
T h e  J a m a ica n  g o v e rn m e n t ,  fo rced  by 

th e  IMF to  t a k e  th e  c o n s e q u e n c e s  of 
polic ies it d id  n o t  w an t  an d  did no t  believe 
in. im p le m e n ted  the  p rogram m e  reluctantly 
b u t  fully. T h e  effec t  was to worsen  eco ­
n o m ic  a n d  social cond it ions  in Jam aican 
d ram a tica l ly .  G o v e r n m e n t  spend ing  cuts 
g e n e r a te d  recess ion  a n d  unem p lo y m en t .  
D o m e s t ic  d e m a n d  fell, causing prob lem s 
fo r  the  m a n u fa c tu r in g  sec to r  which, far 
f ro m  g e n e ra t in g  new  inves tm en t,  began  to 
cu t  b a ck  existing levels. T h ese  factors plus 
the  high ra te  o f  inflation, runn ing  in the 
p ost  d e v a lu a t io n  p e r io d  a t  over  40 p e r  cent,  
so  r e d u c e d  confidence  in Jam aica  am o n g  
the  p r iv a te  c o m m erc ia l  ban k ers  w ho  had 
b e en  he m ain  source  o f  ex te rna l  funds in 
1975 th a t  re sch ed u l in g  o f  deb ts  becam e 
m u ch  m o re  difficult.

F lo o d  d a m a g e  in the  su m m e r  o f  1979 
w hich  im p e l led  h igher  public  spend ing  as 
well as hi t t ing  ex p o r t  earn ings  coincided 
w ith  th e  n ew  wave  o f  oil price increases 
a n d  a re su rg en c e  o f  inflation in the  world  
e c o n o m y  as a whole .  T h e  rise in interest  
r a te s  a lo n e  a d d e d  $30 million to  Jam aica 's  
in te res t  p a y m e n ts  on  foreign  com m erc ia l  
loans.

4 i Manley refused to accept the 
IMF’s demand that his government 
should deepen that poverty by its 
own actions. ”

In such a s i tuat ion  it was hardly surprising 
th a t  the  IM F’s p e r fo rm a n c e  targe ts  were 
n o t  m et .  W h a t  is surpr is ing  to  those  u n ­
fam il ia r  w ith  the  F u n d  is th a t  the  response  
was n o t  an  a c c ep ta n ce  th a t  ex te rna l  c ircum ­
s tan ces  h a d  d r iven  th e  Jam aican  g o v e rn ­
m e n t  o f f  the  course  laid d o w n  in 1978, bu t  
r a th e r  a r e n e w e d  assault  by IMF officials
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o n  J a m a ic a n  pub l ic  e x p e n d i tu re .  C u ts  
w o u ld  h ave  hit d irectly  at the  mass of 
J am aican s .  Public  spend ing  is a vital sa fe­
g u a rd  fo r  living s t a n d a rd s  on an  island 
w hich  fa r  f rom  be ing  the  tropical  paradise  
o f  the  trave l  p o s te rs  is a agricultural  eco ­
n o m y  b ese t  by in te rm it ten t  hu rr icanes  and 
floods.  O n ly  b r ie f  u p tu rn s  in world  c o m ­
m o d ity  m a rk e ts  have re lieved the  c o u n t ry ’s 
p ov e r ty .  A f t e r  th ree  m o n th s  o f  negotia tion  
a t  the  e n d  o f  M a rch  1980, M anley  re fused 
to acc ep t  th e  IMF's d e m a n d  th a t  his g o v e rn ­
m e n t  sh o u ld  d e e p e n  th a t  pov e r ty  by its 
ow n  act ions .  A t  the  e n d  o f  th ree  years  of 
i m p o s e d  p o l ic ie s  u n e m p l o y m e n t  had  
r e a c h e d  30 p e r  cen t  o f  the w ork ing  age 
p o p u la t io n  a n d  was as high as 50 p e r  cent  
a m o n g  schoo l  leavers .  W age  ra tes in real 
t e rm s  h a d  fallen by 45 p e r  cen t  in o n e  year 
a f te r  sm a lle r  falls in 1977 and  1978.

Public  u n c er ta in ty ,  a sense o f  insecurity 
p ro v o k e d  n o t  least  by a violent election 
c a m p a ig n  a n d  a w idesp read  pe rcep tio n  
th a t  J am aica  w o u ld  be unlikely to p ro sp e r  
a lo n e  w i th o u t  o u t s id e  s u p p o r t ,  led to 
M a n l e y ’s d e f e a t  in th e  O c t o b e r  1980 
G e n e r a l  E lec t io n .  H is  successor,  E d w ard  
Seaga  has  p u r su e d  a very d ifferen t  policy, 
w e lco m in g  foreign ,  especially A m er ican  
private  inves tm ent,  encouraging the  private 
r a th e r  th a n  public  sec to r  p lans fo r  d e v e lo p ­
m e n t  a n d  e n d in g  som e p ro g ram m es  of 
i n co m e  a n d  land  red is tr ibu t ion .  B o th  the 
IMF a n d  th e  c o m m erc ia l  banks  have found  
the  n e w  ph i lo so p h y  a ttrac t ive  a n d  loans 
have  b e e n  g ra n te d  on  significantly m ore  
f a v o u ra b le  te rm s  th an  were  o f fered  to 
M a n le y ’s g o v e rn m e n t .  U n e m p lo y m e n t ,  
th o u g h  is h ig h er  th an  ever  a n d  living s tan ­
d a r d s  fo r  m o s t  J a m a ica n s  have  fallen. 
H o p e s  o f  an  eq u i ta b le  process o f  d e v e lo p ­
m e n t  h ave  b e e n  dashed .

J a m a ica  is o f  course  r icher  in resources 
a n d  skills th a n  m an y  develop ing  countr ies .  
T h o se  c o u n tr ie s  w h en  c o n f ro n te d  by IMF 
d e m a n d s  have  h ad  no  p o w e r  to resist  and

4 4 What is necessary is a reform of 
the policies of the IM F so that 
international support can be given 
on reasonable and acceptable terms 
without a requirement to conform to 
a particular set of economic and 
social policies.”

n o  o p t io n  o f  even  a t te m p t in g  to  go it 
a lone .  T h ey  have o f  necessity been  required 
to  c o n fo rm .  F o r  th o se  coun tr ies  an d  p ro ­
b ab ly  fo r  Jam aica  too  survival w ithou t  
i n te r n a to n a l  su p p o r t  is no t  feasible. W hat  
is necessa ry  is a re fo rm  o f  the policies of  
the  IMF so th a t  in te rn a t io n a l  su p p o r t  can 
be g iven  o n  reaso n ab le  and  accep tab le  
te rm s  w i th o u t  a re q u ir e m e n t  to  confo rm  
to  a  p a r t icu la r  set o f  econom ic  a n d  social 
policies .  J a m a ic a ’s exper ience  has been  
spe l t  o u t  in de ta i l  because  it is typical of 
the  F u n d 's  t r e a tm e n t  o f  develop ing  c o u n ­
tr ies w h o  are  fo rced  to  its d o o r  by c ircum ­
s ta n ce s  b e y o n d  the ir  con tro l .  T h e  B ran d t  
r e p o r t  in its sec tion  on  the IMF sum s up  the 
s i tu a t io n :

" the  credit cond itions o f  the IM F norm ally  
p re su m e  th a t balance o f  p a y m en ts  p ro b ­
lem s are a result o f  to o  m u ch  dom estic  
d e m a n d  a n d  can be so lved  b y  balancing  
th e  budget, cu rb ing  the m o n e y  supply , 
cu tting  su b sid ies a n d  setting  a realistic 
exch a n g e  rate. S o m e tim es  these m easures  
are ap p ro p ria te  a n d  have  been effective. 
B u t in m a n y  cases these m easures reduce  
d om estic  c o n su m p tio n  w ithout im proving  
investm ent; productive  capacity som etim es 
fa lls  even  m o re  sharp ly  than co n su m p ­
tion . This is because m a n y  deve lop ing  
co u n tr ies  w ith deficits have  a shortage o f  
f o o d  o r  o f  basic  c o n su m e r  g o o d s  or  
ca n n o t readily  sh ift  resources in line with 
th e ir  new  needs. In d e ed  the F u n d 's  insis-



14

tence  o n  drastic  m easures, o ften  within  
the  tim e  fra m e w o rk  o f  o n ly  o n e  year, has 
ten d e d  to im p o se  unnecessary a n d  u n ­

a c c e p ta b le  p o lit ic a l b u rd e n s  on  the  
p o o rest, o n  occasion  leading to IM F riots 
a n d  even  to the d o w n fa ll o f  governm ents".

4. A future for the Fund.

In view of the IMF’s record over the last decade not just in Britain and 
Jamaica but in dozens of countries, including the world’s poorest, it is 
scarcely surprising that the demand for radical reform of the Fund has 
grown more insistent over recent years.

A t  the  D a g  H a m m a rsk jo ld  F o u n d a t io n  
c o n fe re n c e  he ld  in July 1980 in A ru sh a ,  
T a n z a n ia  d e leg a te s  f rom  tw en ty  countr ies ,  
m ain ly  in the  T h i rd  W o r ld  b u t  including 
s y m p a th e t ic  d e v e lo p ed  na t ions  such as 
S w e d e n  c o n c lu d ed  th a t  the  F u n d  h ad  lost 
its leg it im acy  a n d  m us t  be  rep laced  by a 
n e w  w o r ld  m o n e ta ry  body .  T h ey  called for 
a  spec ia l  U n i t e d  N a t io n s  co n fe ren ce  on 
M o n e y  a n d  F in an ce  a n d  for a new currency  
un i t .  P lans  to co -o rd in a te  T h ird  W orld  
a c t io n  fo r  th e  A n n u a l  M ee tin g  o f  the  F u n d  
w e re  a b a n d o n e d  as a valueless waste  of 
t im e  in the  face o f  im p lacab le  resis tance to 
c h an g e  a m o n g  countries ,  including Britain, 
w h ich  h o ld  a n  o v e rw h e lm in g  m ajo r i ty  of 
th e  v o t in g  p o w e r  at F u n d  m eetings .  T he  
c o n fe re n c e  d e m o n s t r a t e d  the  d e p th  o f  dis­
i l lu s io n m en t  w ith  the  F u n d  as currently  
c o n s t i tu ted .

T h e  case  se t o u t in th is p a m p h le t is th a t 
th e  p o lic ies  a d o p te d  by g o v e rn m e n ts  a t the 
IM F’s b e h es t, and  th e  IM F's ow n philosophy 
o v e r  m o st o f  th e  p as t d ecad e  have run

d irec t ly  c o n t r a ry  to  the  real n eed s  o f  the 
w o r ld  e c o n o m y .  T h e  w orld 's  p o p u la t io n ,  a 
th i rd  o f  w h ich  lives an d  dies in condit ions 
o f  a b so lu te  p o v e r ty ,  requ ire s  an  organ ised ,  
p l a n n e d  a n d  c o o rd in a te d  expan s io n  o f  that  
e c o n o m y .  Such  e x p an s io n  is req u ired  to 
c o p e  w ith  b o th  th e  u n u sed  capacity  of  
c ap i ta l  a n d  l a b o u r  a n d  b la tantly  unfulfilled 
d e m a n d .

U n c o o r d i n a t e d  a n d  selfish expans ion  
u n d e r t a k e n  o n  a  c o m pe t i t ive ,  nationalistic 
basis  w o u ld  be  in ad e q u a te  a n d  possibly 
d a m a g in g .  T h e  IMF is the  obvious  agency 
to  t a k e  o n  the  re q u ire d  role o f  c o ord ina t ion  
a n d  p lan n in g .  T h e  B ra n d t  C om m iss ion  has 
p u t  fo rw a rd  o n e  ou tline  m o d e l  o f  how  such 
a  sy s tem  m ig h t  w o rk  a n d  how  econom ic  
p ro sp e r i ty  m igh t  cease  to  be  the preserve 
o f  th e  r ich  d e v e lo p e d  na tions  a lone .  The  
C o m m is s io n ' s  p ro p o sa l  is fo r  a w or ld  
d e v e lo p m e n t  agency  com bin ing  the  W orld  
B a n k  a n d  the  In te rna t iona l  M one tary  Fund.

S u c h  a  p ro p o sa l  a m o u n ts  to  a  reconst i­
t u t io n  o f  the  F u n d  a n d  a rewriting  o f  its
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t e rm s  o f  re fe ren ce .  Successive M anaging  
D i re c to r s  o f  the  F u n d ,  including Jacques  
de  L a ro s ie re ,  have  re je c te d  the  no t ion  that  
the  F u n d  is a  D e v e lo p m e n t  B a n k  o r  should  
in a n y  w ay  b e c o m e  one .  This  official view 
ig n o res  the  real i ty  o f  m u ch  o f  the  IMF's 
c u r r e n t  w o rk  a n d  the  pract ical  effects o f  its 
polic ies .  T h e  invo lv em en t  o f  T h ird  W orld  
c o u n tr i e s  in the  w or ld  e co n o m y  th rough  
the  p rocess  o f  industrialization, agricultural 
m o d e r n iz a t io n  a n d  t rad e  h ad  inevitably 
in c re a sed  the  a m o u n t  o f  t ime d e v o te d  in 
the  IMF to  d ev e lo p m en t  issues. T h ird  W orld 
c o u n t r i e s  a lm o s t  by definit ion d o  n o t  have 
the  c u r re n c y  reserves  o r  e conom ic  s treng th  
to  surv ive  su d d e n  adverse  changes  in their  
t e r m s  o f  t r a d e  su c h  as oil p r ice  rises 
u n a id e d .  R e so r t  to cu rrency  deprec ia t ion  
as a m e a n s  o f  a d ju s tm e n t  carries  infla­
t io n a ry  risks. T h e i r  abil ity to b o r ro w  and 
the  sp e e d  o f  th e i r  re so r t  to the  IMF is 
c o n d i t io n e d  by the  s t ren g th  o f  the i r  devel­
o p m e n t  p rospects .

T h is  p a m p h le t  accep ts  th a t  a gradual  
in te g ra t io n  o f  the  F u n d  a n d  the  W orld  
B a n k  is a d es i rab le  ob jec t ive  fo r  those  
d issatisf ied with the  p re sen t  system. In te ­
g ra t io n  w o u ld  in th e  long run co m b in e  the 
financia l s t re n g th  o f  the  F u n d  with  the 
B a n k ,  w hich  is ex p e r t  in d ev e lo p m en t  
m a t te r s  b u t  bad ly  s ta rved  o f  funds because 
o f  th e  r e lu c tan ce  o f  the  US, especially 
u n d e r  th e  p re se n t  ad m in is t ra t io n ,  to accept  
a  d e e p e r  in v o lv e m en t .  By bu i ld in g  on 
e s tab l i sh e d  in s t i tu t ions  it w ould  avo id  the 
n e e d  to  a t t e m p t  a new  beginn ing  which in 
th e  p r e se n t  c lim ate  o f  in te rn a t io n a l  mis­
t ru s t  co u ld  conce ivab ly  d is in tegra te  and  
leave  an  a n arch ic  a n d  chao tic  s i tuat ion  in 
w o r ld  f inancia l  m ark e ts ,  f rom  which only 
the  s t ro n g  w o u ld  benefit.

T h is  p a p e r  is n o t  an  analysis o f  the 
h is to ry  a n d  w o rk  o f  the  W o r ld  B an k .  T h a t  
is a  top ic  fo r  p ro fess ional  d ev e lo p m en t  
eco n o m is ts .  T h e  exis ting l i te ra tu re ,  ho w ­
e v er ,  suggests  th a t  the  recen t  w o rk  o f  the

W o r ld  B a n k  in fu nd ing  p ro jec t  dev e lo p ­
m e n t  has b e e n  reaso n ab ly  successful where  
c irc u m s tan c es  have  p e rm i t te d  bu t  has been  
co n s is ten t ly  h a m p e r e d  by the  econom ic  
instabil i ty  o f  the  T h ird  W o r ld  coun tr ies  as 
well as by the  B a n k 's  ow n lack o f  funds for 
n ew  a n d  a d v e n tu ro u s  schem es such as its 
p r o p o s e d  e n erg y  affiliate. It is c lear  that  
successful  d e v e lo p m e n t  requ ires  b o th  the 
p r o je c t  f inance,  p lan n in g  an d  m an a g em e n t  
w h ich  the  W o r ld  B a n k  can prov ide  and  a 
c l im a te  o f  f inancia l a n d  econom ic  o rd e r ,  
w hich  the  IMF sh o u ld  assist in creating. It 
is im p o r ta n t  while  c o n ce n tra t in g  on  the 
f inancia l a n d  m o n e ta ry  policies o f  the  Fund  
as th is  p a m p h le t  does  to  c onsider  the  issue 
as an  in te g ra te d  w hole  in which successful 
d e v e lo p m e n t  a n d  financial confidence  are 
m u tu a l ly  essentia l .

T h e  p ro p o sa ls  th a t  follow unasham ed ly  
a d v o c a te  the  ev o lu t io n  o f  the  IM F’s role as 
a  d e v e lo p m e n t  agency  as well as an  inst itu­
t io n  o f  financial regu la tion .  D u r in g  the 
1970s in te rd e p e n d e n c e  b eca m e  a fa sh ion­
a b le  w o rd  in eco n o m ic  ja rg o n ,  signifying 
th e  e x te n t  to w hich  a lm os t  fo r  the  first time 
e v en ts  o u ts id e  the  d ev e lo p ed ,  OECD eco­
n o m ie s  co u ld  affect the  p rosper i ty  o f  those  
e co n o m ie s .  T h e  linking o f  the  con cep t  of  
in te r d e p e n d e n c e  to  successive oil crises 
c r e a te d  the  im press ion  th a t  in te rd e p e n ­
d e n ce  necessarily  has adverse  consequences 
f o r  B r i t a i n  a n d  s im ila r  in d u s t r ia l iz ed  
c o u n tr ie s ,  a n d  in co n se q u en c e  shou ld  be 
a v o id e d  o r  l im ited  as m u ch  as possible. 
O n ly  recen tly  has  a  d i ffe ren t  concep t  of 
in te r d e p e n d e n c e  recognizing  the  benefits  
which  can  flow from  econom ic  co-operation  
a n d  in te g ra t io n  b e en  advanced .

E n c o u r a g in g  d e v e lo p m e n t  o f  T h ird  
W o r ld  e c o n o m ie s  -  n o t  jus t  by industr ia li­
zat ion  b u t  p rimarily  by rural and  agricultural 
a n d  social  d ev e lo p m en t  along pa ths suitable 
to  a n d  c h o se n  by the  coun tr ies  c o n ce rn ed  
is n o t  ju s t  a n  act  o f  charity .  N o r  is it simply 
a re flect ion  o f  a  m o ra l  a n d  polit ical co m m it ­
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m en t  to red is tr ibu tion  o f  the world 's  wealth 
a n d  p o w e r ,  th o u g h  as socialists we should  
n o t  u n d e re s t im a te  the  need  for such a 
c o m m i tm e n t .  R a t io n a l  a n d  progressive 
d e v e lo p m e n t  im prov ing  food  supply  and 
in d ig e n o u s  e nergy  p ro d u c t io n  as well as 
in c reas in g  industr ia l  o u tp u t  a n d  t rade  is 
v ita l if the  re la t ionsh ip  b e tw ee n  developed  
a n d  d ev e lo p in g  c o u n tr ie s  is to be co ­
o p e r a t iv e  a n d  free  f ro m  the  c o n t in u a l  
conflict  o v e r  scarce  resources  which the 
p resen t  system is encouraging. Co-operation 
c an  b r ing  benefi ts  as well as reducing  risks. 
T h e  n e e d s  o f  th e  w o r l d ’s p o o r  a re  
e n o r m o u s .  H o u s in g ,  s a n i t a t io n ,  basic 
c o m m u n i c a t i o n s  ( ra i lw a y s  r a th e r  th an  
m o to rw a y s ) ,  basic agr icultura l  a n d  energy 
t e c h n o lo g y  a n d  skilled teachers  at m any 
levels f ro m  the  m ost  basic teach ing  of 
l i te racy  u p w a rd s  cou ld  be t rad e d .  T he  
o p t io n  o f  a positive  a n d  crea tive  a lte rna t ive  
to  b e co m in g  the  na t ion  o f  a rm s salesmen 
w h ich  M rs  T h a tc h e r 's  g o v e rn m e n t  appears  
to  fa v o u r  d o e s  exist.

T o g e t h e r  the  IMF a n d  the  W orld  B ank  
c an  h e lp  to  beg in  a n d  sus ta in  such co n ­
s t ruc t ive  d e v e lo p m en t .  F o r  it is the  IMF

w h ich  r e m a in s  the  critical e le m en t  it will 
r e q u i r e  a  re fo rm  n o t  jus t  o f  policy and  
p h i lo s o p h y  b u t  a lso  o f  s t r u c tu r e  a n d  
o rg a n iz a t io n .

66 Control must rest in decisions 
made by national governments, not 
in the palatial halls of the central 
banks.”

C o n t r o l  m us t  rest  in decis ions m ad e  by 
n a t io n a l  g o v e rn m e n ts ,  no t  in the  palatial  
halls o f  th e  c en tra l  banks .  T h e  m ystique  of 
i n te rn a t io n a l  f inance which proc la im s itself 
an  a re a  fo r  b a n k e r s  a lone  in which  polit i­
c ians  a n d  laym en  alike m edd le  to  the  peril 
o f  us all. m u s t  be  sw ep t  away. T h e  failure 
o f  th e  IMF to  prov ide  the  right so lu tion  
a f te r  a  d ecad e  o f  dislocation in international 
f inancia l  affa irs a n d  con tinu ing  poverty  in 
m o r e  t h a n  a th ird  o f  the  world  is no t  a 
fa ilu re  o f  e c o n o m ic  ideas,  bu t  an  inst itu­
t iona l  a n d  polit ical failure to im plem en t  
the  ideas  w hich  exist.

5. An agenda for reform

There is no magic wand which can transform the international monetary 
scene overnight. The issues are too complex, national interests too diverse 
and short term pressures too strong for change to come suddenly. The 
Fabian process of gradual determined reform, with a clear end in view is 
probably the only one which has a chance of success. This chapter lays out 
an agenda for reform covering a range of inter-related issues and
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problems. The solutions offered are original only in the sense that the 
concept of international finance pioneered at the end of the war -  as a 
system of international co-operation dedicated to prosperity for all rather 
than simply to the maintenance of the existing order -  has been so 
neglected that even a mere restatement of that concept seems new and 
original. To unearth and quote from the statement of the Fund’s purposes 
signed in 1945 is an act of economic archaeology.

E v e n  a full r e tu rn  to  the  original pu rposes  
o f  th e  F u n d  is n o t ,  how ever ,  no w  sufficient. 
T h e  b a la n ce  o f  eco n o m ic  p o w e r  has shifted 
c o n s id e ra b ly  o v e r  the  years  away from  the 
A n g lo -S a x o n  w or ld  to  the  m ain land  of 
N o r t h e r n  E u r o p e ,  Ja p a n ,  the  A r a b  c o u n ­
tr ies  o f  the  Pers ian  G u l f  a n d  increasingly 
to  newly industr ia liz ing  c o u n tr ie s  in the 
T h i r d  W o r ld  led by Brazil,  M exico ,  South  
K o re a  a n d  a h andfu l  o f  o thers .

A  p r o g r a m m e  o f  re fo rm  fo r  the  IMF 
m u s t  n o t  only reflect the  shifts which  have 
a l r e a d y  ta k e n  place  b u t  m us t  allow and 
e n c o u ra g e  eco n o m ic  d e v e lo p m en t  else­
w h e re .  T h e  re fo rm s  p ro p o se d  here  are 
d e s ig n e d  to  shift the  ba lance  o f  econom ic  
p o w e r  still f u r th e r  -  to the  m an y  countr ies  
w h o  to  d a te  have  e n jo y e d  n e i th e r  the 
f ru i ts  o f  co lon ia l  p o w er ,  n o r  the  rew ards  o f  
a scarce  n a tu ra l  re source .  A  fully effective 
i n te rn a t io n a l  m o n e ta ry  sys tem  will not 
s im ply  e n su re  the  s m o o th  ru nn ing  o f  world 
f inancia l  m a rk e ts  a n d  the  w or ld  e conom y 
as it no w  exists.  It m ust  also fo rm  an 
in teg ra l  p a r t  o f  policy fo r  red is tr ibu tion ,  
fo r  th e  re l ie f  o f  ab so lu te  pov e r ty  a n d  for 
th e  e s tab l i sh m en t  o f  a new  an d  equ itab le  
i n te rn a t io n a l  eco n o m ic  o rd e r .  T h e  Fu n d  
c a n n o t  be  m ora l ly  a n d  polit ically neutra l  
s ince  a  c o m m i tm e n t  to  the  m a in ten a n ce  of 
the  sta tus q u o  is itself fa r f rom  neutra l.  
T h is  s t ra teg ic  view o f  the  F u n d  underlies  
a n d  is in se p a ra b le  f rom  the  proposa ls  on  
th e  tech n ica l  aspec ts  o f  the  F u n d 's  w ork  
w h ich  follow.

Fixed and Floating Exchange 
Rates

A t  th e  c en t re  o f  any discussion o f  in te r ­
n a t i o n a l  f in an ce  lies th e  q u e s t io n  of 
e x ch a n g e  ra te s  b e tw e e n  the  currenc ies  of 
in d iv id u a l  n a t io n s  a n d  the  p ro cess  of 
a d ju s tm e n t  to  those  parit ies .  B efore  the 
1970s a success ion  o f  crises in the  foreign 
e x ch a n g e  m a rk e ts  had  ind ica ted  to  the 
pub l ic  in B r i ta in  a n d  e lsew here  the diffi­
culty  a n d  complexity  o f  the process involved 
in a d ju s t in g  par it ies ,  par ticu lar ly  w hen  a 
re se rv e  cu r re n c y  in which  o th e r  nations 
he ld  th e i r  assets was involved. Exchange  
ra te s  c a m e  to  a ssum e a symbolic  im p o r­
tan c e  in polit ica l affairs which  m ade  their  
o b jec t iv e  m a n a g e m e n t  all the  m o re  diffi­
cult .  Poli t ic ians a n d  pund i ts ,  no t  all on  the 
j ingo ist ic  r ight,  p ro c la im ed  the sterling 
d e v a lu a t io n  o f  1967 as a dam ag ing  blow to 
Bri t ish  p r ide ,  sym boliz ing  the  fall from 
im p er ia l  sp le n d o u r .

In view o f  the  fu ro re  p ro v o k e d  by what  
w as essen tia l ly  a b e la ted  technical  ad ju s t ­
m e n t  to  reflect new  p a t t e rn s  o f  world  t rade  
a n d  co m p e t i t iv en e ss  it was scarcely sur­
pr is ing  th a t  the  m o v e  to floating exchange  
ra te s  in th e  ear ly  1970s was widely wel­
c o m e d  as re s to r in g  sanity  an d  leaving to 
th e  c u r re n c y  m a rk e r s  w ha t  polit icans had 
b e e n  u n a b le  to  ach ieve .  T h e  w arm es t  
w e lco m e  c am e  n o t  u nna tu ra l ly  f rom  the 
Se lsd o n  m en  o f  the  British  Conserva tive  
P a r ty  a n d  th e i r  c o u n te rp a r t s  a ro u n d  the
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w o r ld  w h o  sh a red  an  u n q u es t io n in g  belief 
in th e  efficacy a n d  supe r io r i ty  o f  the  free 
m a rk e t .

E x p e r ie n c e  o v e r  the  in te rven ing  years 
has t e m p e r e d  the  e n th u s ia sm  o f  all bu t  the 
m o s t  a r d e n t  a d v o ca te s  o f  floating. By 1978 
th e  vast  m a jo r i ty  o f  IMF m e m b e r  states 
h a d  a b a n d o n e d  any  re l iance  th ey  had  
p lac ed  o n  the  cu rren cy  m a rk e ts  a n d  pegged 
th e i r  e x ch a n g e  ra tes  e i th e r  to  the  currency 
in w h ich  m os t  o f  the ir  t r ad e  was invoiced -  
in the  m a jo r i ty  o f  cases the  do l la r  -  o r  to a 
b a sk e t  o f  cu rrenc ie s  such as the  Special 
D ra w in g  R igh t.  O n ly  a m inori ty  o f  c o u n ­
t r ies  in the  n o n -c o m m u n is t  world  have 
f loat ing  cu rrenc ie s  -  t h a t  is less th an  1 in 4 
o f  the  140 m e m b e rs  o f  the  IMF. By mid 
1981 e igh t  o f  these  h ad  a ‘sn a k e ’ a r ra n g e ­
m e n t  in the  shape  o f  the  E u ro p e a n  currency 
a g re e m e n t  a n d  five a d ju s ted  their  exchange 
ra te s  in re sp o n se  to  a  fixed set o f  econom ic  
ind ica to rs .  M o re  th an  100 pegged  their  
c u r re n c ie s  fo r  reasons ,  in the  w ords  of 
O t m a r  E m m in g e r ,  “ n o t  dissimilar to those  
p reva i l ing  in the  B r e t to n  W o o d s  sys tem ” . 
N a t io n a l  cu rrenc ie s  w ere  th e re b y  able  to 
m a in ta in  c o n s ta n t  o r  s table  re la tionships 
w i th  the  c u rren c ie s  o f  m a jo r  t rad ing  p a r t ­
n e rs  a n d  to  avo id  m u ch  o f  the  speculative 
p re ssu re ,  a n d  c o n se q u e n t  d ra in  on  invest­
m e n t  a n d  t rad ing  confidence,  which floating 
fa r  f ro m  e l im ina t ing  h a d  en co u rag ed .

i ‘Sterling, for instance, rose on the 
news of Prince Charles’ engagement 
-  an excessive tribute even to the 
charms of Lady Diana Spencer.»

T h e  w o r ld ’s m a jo r  currenc ies ,  how ever ,  
h ave  b e e n  u n ab le  to avoid  the  floating 
sys tem . S terling ,  the  do l la r  an d  to  a lesser 
e x te n t  the  D e u ts c h m a r k  a n d  o th e r  c u r re n ­
cies  u se d  in i n te rn a t io n a l  t r a d e  have 
f lu c tu a te d  in value f rom  day to  day in

re sp o n se  to  the  latest  e conom ic  head lines,  
to  su d d e n  shifts in confidence  a n d  even  as 
a  c o n se q u e n c e  o f  even ts  u n re la te d  to  e co ­
nom ic  o r  industr ia l  developm ents .  Sterling, 
fo r  in s tan ce ,  rose  on  the  news o f  Prince 
C h a r le s ’ e n g a g e m e n t  -  an excessive t r ibu te  
ev en  to  the  c h a rm s  o f  Lady  D ia n a  Spencer.  
Su ch  shifts a re  a b o o n  to specu la to rs  a n d  a 
b u r d e n  to  industr ia lis ts  a n d  exporte rs .

M u c h  aca d em ic  t ime has b e en  d e v o ted  
to  analysis  o f  the  reaso n s  for  the  failure in 
th e  ear ly  1970s o f  the  fixed bu t  ad jus tab le  
e x ch a n g e  ra te  sys tem  c rea ted  a t  B re t to n  
W o o d s .  T h e r e  is no  co n se n su s  view. 
E u r o p e a n s  b lam e  th e  b re ak d o w n  on the 
re l iance  o n  th e  do l la r  which a llow ed  the 
U n i t e d  S ta te s  to  settle  its p ay m en ts  deficits 
w ith  the  o u ts id e  w or ld  simply by crea ting  
m o re  do l la rs  a n d  giving the  A m er ican s ,  in 
D e  G a u l le 's  w ords  " th e  exorb itan t  privilege 
o f  ru n n in g  a  deficit  w i thou t  t e a r s ” . A m e r i ­
cans  th em se lv es  te n d e d  to a rgue  th a t  the 
d o l la r ,  as the  key link b e tw ee n  the  system 
a n d  go ld  was u nab le  to  ad ju s t  its own 
p a r i ty  w h ich  as a result  o f  inflation an d  the 
d ev a lu a t io n  o f  o th e r  currencies had  becom e 
su b s tan t ia l ly  overva lued .

T h e s e  w ere  cer ta in ly  c o n tr ib u to ry  e le ­
m e n ts  b u t  at the  h e a r t  o f  the  m a t te r  lay the 
q u e s t io n  o f  re serves  which m ea n t ,  e sp e ­
cially fo r  the  c o u n tr ie s  o f  the  developing 
w o r ld ,  do l la rs  a lo n e  since gold  reserves 
w e re  th e  p re se rv e  o f  a m inori ty  o f  s ta tes  in 
the  d evelop ing  world. T h e  failure to expand  
i n te rn a t io n a l  l iquidity  in the  1960s in line 
w ith  e x p a n d in g  w or ld  t rad e  a n d  to  c reate  
n e w  re se rv e s  in S D R ’s left the  do l la r  
e x p o se d  a n d  vu lnerab le .

I t  was this w hich  s t im u la ted  the  m ove  to 
f loa t ing  ex ch an g e  ra tes  a f te r  a series of  
h uge  A m e r ic a n  deficits at  the  beg inn ing  of 
the  1970s. T h e  change  cam e  a lm ost  by 
acc iden t  in response  to waves o f  speculative 
p re s su re  a n d  n o t  as the  result  o f  a co ­
o r d in a t e d  a t t e m p t  to re fo rm  e i th e r  the 
p ro c ess  o f  ad ju s t in g  exchange  ra tes  o r  the
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in te rn a t io n a l  financia l sys tem  as a  whole.
A n y  ex p ec ta t ion  that  floating rates would 

p r o d u c e  a sm o o th  a d ju s tm e n t  o f  currency  
v a lu e  to  reflect  u n d e r ly in g  ch an g e s  in 
c o m p e t i t iv en e ss  have b e en  cruelly  frus­
t r a te d .  S h o r t  te rm  shifts o f  confidence  and  
sp e c u la t io n  have  p ro d u c e d  changes  which 
in a  n u m b e r  o f  ins tances  have run  directly 
c o n t r a r y  to  the  d i re c t io n  w h ich  t rade  
c o m p e t i t iv en e ss  w ou ld  d icta te .

T r a d e r s  have  b e en  fo rced  to  ho ld  g rea ter  
a m o u n t s  o f  cu rren cy  as insurance  against 
su d d e n  m o v e m e n ts  in the  exchange  ra te ,  
S m a lle r  t r ad e r s  w hose  m argins have been  
s q u e e z e d ,  su f fe r  m o re  th a n  the  large 
m u lt in a t io n a l  c o m p a n ie s  which  have been  
ab le  to  switch large vo lum es o f  funds  b e t ­
w e e n  c u rren c ie s  on  a day -to -day  basis. 
S o m e  m ult inat ionals  have becom e so skilled 
in th is  m an ip u la t io n  o f  the  m a rk e t  th a t  the 
T r e a s u r e r ' s  d e p a r t m e n t  has b e c o m e  a 
profit  c en t re  in its ow n  right.

In an  age o f  high inflation ra tes ,  widely 
d iv e rg e n t  b e tw e e n  coun tr ies ,  the  re s to ra ­
t ion  o f  fixed ra tes ,  desirab le  th o u g h  they 
m igh t  be  fo r  th o se  en g ag e d  in t r ad e ,  is not 
feasib le .  R a te s  w o u ld  n o t  be sus ta inable  
o v e r  a long  e n o u g h  p e r io d  to  p reven t  
sp e c u la t io n  against  de- o r  revaluations .  In 
a n y  case  so m e  d eg ree  o f  flexibility is desir ­
a b le ,  n o t  least  to allow the  sys tem  to ad ap t  
o v e r  t im e  to  shifts in eco n o m ic  activity.

A  n u m b e r  o f  co u n tr ie s  by tying their  
c u r re n c y  to  a b a sk e t  o f  the  currenc ies  of  
th e i r  t r ad in g  p a r tn e rs  m ay  be beg inn ing  to 
find a n ew  a n d  b e t t e r  so lu t ion  which  offers 
a  c o m b in a t io n  o f  stabil ity  with flexibility 
w ith  c h an g e s  less sh a rp ,  a n d  m o re  p red ic t ­
ab le .  A  techn ica l  a d ju s tm e n t  m echanism  
o f  th is  n a tu re  w hich  r e sp o n d ed  on  a regular  
basis to  inflation ra te  d ifferentia ls  and  
t r a d e  b a lan ces  w o u ld  rem o v e  so m e  o f  the 
m isp laced  e m o t io n  su r ro u n d in g  exchange 
ra te s .  T h e  e s ta b l i sh m e n t  o f  t r ad e  an d  
c o m p e t i t iv en e ss  at the  h e a r t  o f  the  system 
will e n su re  th a t  e co n o m ic  realit ies will

o v e r r id e  pu re ly  specula tive  p ressures in 
the  fo re ign  e x ch an g e  m arkets .

Su ch  a p e r m a n e n t  re fo rm ,  how ever ,  is 
n o t  a ch iev ab le  in isolation. C urrenc ies  will 
c o n t in u e  to f luctuate  wildly unless the 
sys tem  o f  in te rna t iona l  reserves is re form ed 
a n d  the  increas ing  re liance  o f  the  whole 
sys tem  on  a single na tiona l  currency ,  the 
do l la r ,  is e l im ina ted .  T h e  supervision  of 
th a t  re fo rm  sh o u ld  be  a priority  for the 
IMF in the  1980s.

Reserves

It is all t o o  easy  in the  p re sen t  e n v iro n m en t  
o f  w o r ld  eco n o m ic  s tagnat ion  to  forget 
th a t  e c o n o m ic  g ro w th  a n d  the  sp read  o f  
industr ia l izat ion  outside  E u ro p e  and  N orth  
A m e r ic a  have  c o m b in e d  to  ge n era te  ex­
c ep t io n a l  g ro w th  in w or ld  t rade  in m an u ­
fac tu red  goods  in the years since the Second 
W o r ld  W ar .  Inc reas ing  v o lum es  o f  t rade  in 
raw  m ate r ia ls  as well as m an u fa c tu re d  
g o o d s  have  b e e n  m a tc h e d  by a rap id  ex­
p a n s io n  in in te rn a t io n a l  financial t rans­
ac t ions .  T h e  r e q u i re m e n ts  a t  b o th  public  
a n d  p r iv a te  level fo r  fo re ign  cu rren cy  
re se rv es  has  g ro w n  p ro p o r t io n a te ly .  Sadly 
th e  I n t e r n a t i o n a l  M o n e t a r y  F u n d  has 
c o n s is ten t ly  fa i led  to  re sp o n d  to  this 
re q u i r e m e n t ,  a n d  in te rn a t io n a l  liquidity 
has  e x p a n d e d  erra t ica lly  a n d  iniquitously. 
W o r ld  t r a d e ,  th e  in te rn a t io n a l  e conom y 
a n d  m a n y  o f  the  IM F’s m e m b e r  sta tes have 
su f fe red  as a result.

T h e  n a tu re  a n d  d is t r ibu t ion  o f  in te r ­
n a t io n a l  l iquidity  has long b e en  a m a t te r  of  
c o n te n t io n .  K ey n es  a n d  D e x te r  W hite  in 
d e b a t in g  th e  c rea t io n  o f  the  F u n d  during 
the  w a r  years  d isag reed  fundam enta l ly .  
A m e r ic a n  e c o n o m ic  p o w e r  e n su red  tha t  
W h i t e ' s  p r o p o s a l s ,  w h ich  b a se d  in te r ­
n a t io n a l  l iquidity  on  the  reserves already 
in the  p ossess ion  o f  m e m b e r  s ta tes ,  were 
in c o r p o r a te d  in to  the  IMF T rea ty .  Keynes '
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m o r e  radical  sys tem  o f  c rea ting  new re­
se rves  a n d  d is t r ibu t ing  th em  in the  fo rm  of 
c red i t  to  s ta tes  w hose  econom ic  history 
h a d  n o t  p e rm i t te d  a ccu m u la tio n  was a b a n ­
d o n e d  in the  face o f  A m e r ic an  hostili ty.

W o r ld  t ra d e  g row th  m ad e  in te rna t iona l  
l iqu id i ty  a n  issue o f  cen tra l  con ce rn  in the 
1950s a n d  60s. U n d e r  the  In te rn a t io n a l  
M o n e ta r y  Sys tem  o p e r a te d  by the  world 's  
c e n t r a l  b a n k s  th e re  was no  o p p o r tu n i ty  for 
an y  cen tra l  au thori ty  to con tro l  the creation 
o f  l iquid  assets. N o  m ech an ism  exis ted  by 
w h ich  the  vo lu m e  o f  assets he ld  by centra l  
b a n k s  as m o n e ta ry  reserves  cou ld  be  regu­
lated .  Because  o f  the s trong central  position 
o f  th e  do l la r ,  co u n tr ie s  te n d e d  to acc u m u ­
late  re se rv es  in dollars in s tead  o f  gold  and  
in p r e f e r e n c e  to  a n y  o t h e r  c u r ren cy .  
A d d i t io n s  to  in te rn a t io n a l  liquidity  were  
th e re fo re  d ic ta ted  by the  U n i te d  States 
b a la n ce  o f  p a y m e n ts  posi t ion  fro^p year  to 
y ea r ,  a n d  by decisions o f  indiv idual  c o u n ­
tr ies  o n  the  q u e s t io n  o f  re ta in ing  dollars or  
c o n v e r t in g  th e m  in to  gold.  A  US balance 
o f  p ay m e n ts  deficit  g en e ra te d  new liquidity, 
b u t  in a m a n n e r  u n re la te d  to worldwide 
t rad in g  p a t t e rn s  a n d  th e  n eed s  o f  individual 
n a t io n s .  F lu c tu a t io n s  in the  stocks o f  gold 
u se d  fo r  m o n e ta ry  p u rp o se s  w ere  equally 
e r ra t ic .  Pr iva te  d e m a n d  for gold ,  n o n ­
m o n e ta ry  go ld  c o n su m p tio n ,  R uss ian  gold 
sa les  a n d  f luctuat ions  in p ro d u c t io n  all 
c o n t r ib u t e d  to  the  uncer ta in ty .

T h e  a b s e n c e  o f  an  in te rn a t io n a l ly  
m a n a g e d  reserve  asset increased  pressure  
o n  th e  d o l la r  to the  po in t  in the  early  1970s 
w h e n  the  sys tem  c rack ed  u n d e r  the strain.

Su ch  a reserve  cu rren cy  is still n e ed ed  
a n d  its a b sen ce  rem a in s  o n e  o f  the  main 
c o n t r ib u to ry  facto rs  to  the  per iod ic  in­
s tab il i ty  a n d  insecur i ty  o f  the  w or ld 's  
f inancia l  m ark e ts .  S teady  g row th  o f  world 
l iquid i ty  to  m a tch  the  g row th  o f  world 
t r a d e  is vital over  the  long term . The  
su ffe re rs  u n d e r  the  p re sen t  system are  the 
d e v e lo p in g  c o u n tr ie s  w hose  recen t  indus­

t r ia l iza t ion ,  high im p o r t  req u ire m e n ts  and  
n e e d  fo r  b o r r o w e d  capital  have n o ta l lo w e d  
t h e m  to  acc u m u la te  a d e q u a te  reserves to 
sus ta in  th e i r  e co n o m ies  th ro u g h  difficulties 
fo r  an y  leng th  o f  t im e. This ra th e r  th an  any 
fu n d a m e n ta l  e co n o m ic  m ism a n a g em en t  is 
the  cau se  o f  so m an y  a b a n d o n e d  d e v e lo p ­
m e n t  p lans.

Special Drawing Rights

T h e  IM F’s only  significant s tep  tow ards  a 
m a n a g e d  ex p an s io n  o f  in te rn a t io n a l  liqui­
d i ty  to  d a te  has b e en  the c rea t ion  in the 
m id  1960s o f  Specia l  D raw ing  R ights (the 
SDR). T h e  SDR falls far  sho r t  o f  the  c o n ­
c ep t  o f  an  in te rn a t io n a l  reserve asset which 
the  w o r ld  e c o n o m y  requires .  Its c rea tion ,  
h o w e v e r ,  m a rk e d  a significant victory for 
th o se  seek in g  to re fo rm  the  system.

A f t e r  th e i r  fo rm al c rea t ion  in July 1969 
te n  bill ion SDR's  w ere  a lloca ted  am o n g  
F u n d  m e m b e rs  du r ing  the  following th ree  
years .  F u r th e r  a llocat ions have ta k e n  place 
a t  in te rva ls  since. All have been  small  scale 
a n d  ev en  tak e n  cum ula tively  have done  
a lm o s t  n o th in g  to  reduce  the  b u rd e n  on 
th e  d o l la r ,  w h ich  c o n t in u e s  to  be  the 
w o r ld 's  o v e rw h e lm in g  reserve currency  
a n d  the  d e n o m in a to r  o f  a lm ost  all trade.  
I n d e e d  o v e r  the  last d ecad e  the  do lla r  has 
g ro w n  in im p o r ta n c e  as the  m ove  away 
f ro m  conver t ib i l i ty  o f  dollars to  gold has 
a l lo w ed  US p a y m e n ts  deficits to be funded  
in do l la rs  while  deny ing  US c red i to rs  the 
o p p o r t u n i t y  to  d isp o se  o f  th e i r  do lla r  
ho ld ings .  T h e  oil p rod u c in g  coun tr ies ,  the 
fas tes t  g ro w in g  g ro u p  o f  na tions  in the 
w o r ld  o v e r  the  last d ecade  have relied 
p r e d o m in a n t ly  on  dollars for their  ex ternal  
t r an sac t io n s .

By  1980 the  reserves  o f  IMF m em b ers  
w e re  m a d e  up  o f  foreign  exchange  holdings 
(49 p e r  c en t )  a n d  gold  va lued  at m ark e t  
p r ices  (43 p e r  cen t)  with the re m a in d e r
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a c c o u n te d  for  by the  individual reserve 
p o s i t io n s  o f  IMF m e m b e r  s ta tes  with the 
F u n d  itself.  O n ly  3 p e r  cent  was held in 
SDRs. A  few na tions  with extensive  gold 
r e se rv es  have  g a ined  d ram atical ly  from 
e sca la t io n s  in the  w or ld  gold  price during 
th e  last few years.  A s  the  B ra n d t  C o m m is ­
s ion  R e p o r t  no tes  th e  benefit  o f  those  
price increases has gone to the industrialized 
a n d  n o t  th e  dev e lo p in g  countr ies .

A  rad ical  c h an g e  o f  policy is clearly 
n ecessa ry  if the  in te rn a t io n a l  m on e ta ry  
sys tem  is n o t  to  limp along  from  o n e  crisis 
o f  e x h a u s te d  reserves  to the next.  T o  da te  
the  on ly  p ro p o sa l  to  e m erg e  f rom  the  F u n d  
i tse l f  has  th e  n o t io n  o f  a su b s t i tu t io n  
a c c o u n t  w hich  w o u ld  exchange  u n w an ted  
d o l la rs  he ld  by cen tra l  ban k s  a ro u n d  the 
w o r ld  fo r  IMF g e n e ra te d  Special Draw ing  
R ights .  O p p o s i t io n  f rom  all sides to various 
p ro p o s a l s  fo r  fu n d in g  the  su b s t i tu t io n  
a c c o u n t  has p re v e n te d  any p rogress  being 
m a d e .  E v e n  if fund ing  cou ld  be found ,  
s u b s t i tu t io n  can  o ffer  at best  only a m ar ­
ginal  c o n t r ib u t io n  to  solving the  reserves 
p ro b le m .

S u b s t i t u t i o n ,  h o w e v e r ,  f in an ced  and  
g u a r a n t e e d  w o u ld  benefit  only those  c o u n ­
tr ies  a l re ad y  ho ld ing  surp lus dollars. Defi­
cit  c o u n t r i e s ,  the  c o u n tr i e s  fo r  w hom  
re fo rm  o f  the  in ternational  m one ta ry  system 
sh o u ld  be  d es ig n ed  w ou ld  have gained 
n o th in g .  T h e  d isp ro p o r t io n a te  a t ten tio n  
g iven to  the  n o t io n  o f  subs t i tu t ion  over  the 
last few years  has d is t rac ted  e ffo r t  from 
o t h e r  m o r e  w id e - ra n g in g  p ro p o sa ls  of  
re fo rm .

A t t e n t io n  sh o u ld  ins tead  be d i rec ted  to 
th e  c re a t io n  o f  a new  sys tem  o f  reserve 
a l l o c a t io n  c o n t r o l l e d  by the  IMF an d  
b u i ld in g  o n  the  role o f  the  SDR.

Reserves and Development Aid  -  

A Desirable Link
T h e  c o n c e p t  o f  a schem e which links the

c rea t io n  o f  SDRs to  d e v e lo p m en t  aid has 
b e e n  a m a jo r  po in t  o f  c o n te n t io n  b e tw een  
th e  m e m b e rs  o f  the  IMF for the  last decade  
a n d  a half. Since the  accep tan ce  o f  the 
p r in c ip le  o f  SDRs in the  m id  60s, the 
d e v e lo p in g  co u n tr ie s ,  individually o r  col­
lectively th ro u g h  var ious g roupings  have 
a r g u e d  th a t  the  a l location  o f  SDRs should  
be  b iased  in favour  o f  developing countr ies, 
as e v id e n c e  o f  th e  c o m m i tm e n t  o f  the  
w o r ld 's  a l read y  rich na tions  to  a id and  
red is t r ib u t io n .  O v e r  the  years,  however ,  
t h e  v a r io u s  p r o p o s a l s  o f  m e c h a n ism s  
w h e re b y  this m igh t  be  ach ieved  have m et 
w i th  a s to n e  wall resistance.

T h e  th re e  m a in  m echan ism s  p ro p o se d  
h ave  b e e n ,  (i) a  rew eigh t ing  o f  q u o tas  in 
fa v o u r  o f  L D C s  so th a t  SDRs a re  a llocated  
o n  the  basis o f  new  q u o ta  levels, (ii) a 
d i rec t  a lloca t ion  o f  SDRs to  the  world  
b a n k  a n d  reg iona l  d e v e lo p m en t  banks  for 
r e d is t r ib u t io n  by th o se  agencies  o r  (iii) a 
v o lu n ta ry  d o n a t io n  by  dev e lo p ed  
c o u n tr i e s  o f  th e i r  SDR a l location  e i the r  to 
d e v e lo p m e n t  agenc ies  o r  d i rec t  to  L D C s.  
In d u s t r ia l iz e d  co u n tr ie s  have  consistently  
o p p o s e d  eac h  schem e.

T h e i r  o b je c t io n  has b e en  to the  general  
p r inc ip le  o f  l inking the  es tab l ish m en t  o f  a 
n ew  re serve  asse t  to any t rans fer  o f  re ­
sources.  In their  view in te rnat ional  liquidity 
c r e a t i o n  a n d  d e v e l o p m e n t  a id  sh o u ld  
r em a in  in d e p e n d en t  o f  one a n o th e r  because 
o f  the  d i f fe ren t  eco n o m ic  ob jec t ives  the 
tw o  -involve. T h e i r  resis tance  p rev en ted  
th e  C o m m i t te e  o f  T w e n ty ,  set  up  in 1971 
w ith  the  a im  o f  re fo rm in g  the  F u n d  from 
w ith in ,  reach in g  any a g re e m e n t  on  the 
issue. In the  a b sen ce  o f  a g ree m e n t  SDRs 
h ave  c o n t in u e d  to  be a l loca ted  in p ro p o r ­
t ion  to  the  existing q u o ta s  o f  IMF m em b e r  
s ta tes .  T h o se  w ith  the  largest q u o ta s  are 
a l lo c a te d  the  g rea tes t  a m o u n t  o f  SDRs and 
the  exis ting  in iqu i tous  a n d  inefficient dis­
t r ibu t ion  o f  reserves is no t  only pe rp e tu a ted  
b u t  w o rsen e d .
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T h e r e  is a c lea r  a n sw e r  to  the  case that  
the  e c o n o m ic  ob jec t ives  o f  reserve  crea tion  
a n d  d e v e l o p m e n t  a id  a re  in conflict .  
R e d is t r ib u t io n  o f  reserves,  th ro u g h  w h a t ­
ev e r  m ec h an ism ,  w i l lh e lp d o z e n s  o f  L D C s  
to  av o id  pe r iod ic  ba lance  o f  p a y m e n t  crises 
a n d  th e  d is ru p t io n  o f  in te rn a t io n a l  trading 
a n d  financia l stabili ty  which  these  entail.  
A l lo c a t io n  o f  SDR reserves  to  th o se  c o u n ­
tr ies  w h ich  lack a d e q u a te  re sources  o f  their 
o w n  w o u ld  give g r e a t e r  flexibili ty and  
w o u ld  a llow c o u n tr ie s  in difficulties caused 
by  e v en ts  b e y o n d  th e i r  c o n tro l  to respond  
in a m o re  c o n s id e re d  a n d  p lan n e d  m an n e r  
th a n  th ey  are  able  to  a t  p resen t .

T h e  e s tab l i sh m en t  o f  a link b e tw ee n  the 
c r e a t io n  o f  reserves  in the  fo rm  o f  SDRs 
a n d  a  p a t t e rn  o f  d is t r ibu t ion  which  w orked  
in fa v o u r  o f  the  dev e lo p in g  coun tr ies  of  
the  T h i rd  W o r ld  offers  B r i ta in  a n d  o th e r  
d e v e lo p e d  c o u n tr ie s  in the  IMF a viable 
m e a n s  o f  fulfilling long  s tand ing  b u t  so far 
r a th e r  e m p ty  c o m m i tm e n ts  to the  cause  of 
ec o n o m ic  just ice .  A  link e s tab l ished  in this 
way  w o u ld  go f u r th e r  a n d  w ou ld  enhance  
the  ro le  o f  the  SDR itself,  if only because 
T h i r d  W o r ld  n a t io n s  a re  m o re  likely to 
d ra w  o n ,  a n d  to  m a k e  use o f  th e i r  new 
SD R reserves.

O v e r  the  years  th e re  has  b e en  a  slow but  
s t e a d y  ex te n s io n  o f  the  role o f  the  SDR. A 
n u m b e r  o f  official in te rn a t io n a l  agencies, 
in a d d i t io n  to  the  IMF, have m ad e  the  SDR 
th e i r  u n i t  o f  acco u n t.  IMF loans a re  now 
d e n o m i n a te d  in SDRs. Since 1974 the  value 
o f  th e  SDR has n o t  b e e n  t ied  to the  dollar  
a lo n e  b u t  to  a ‘b a sk e t '  o f  th e  six teen  most  
i m p o r t a n t  c u r r e n c ie s  o f  IMF m e m b e r  
co u n tr ie s .  T h is  ’b a s k e t ’ has b e e n  simplified 
in the  p a s t  year .  T h e  use o f  SDRs b e tw een  
n a t io n  s ta te s  has b e g u n  to  dev e lo p  and 
d i rec t  t ran s fe rs  a re  no w  quite  co m m o n ,  
th o u g h  still o n  a small  scale. T h e re  is a 
m o d e s t  E u r o b o n d  m a rk e t  in SDR d e ­
n o m in a te d  bonds .

If  SDRs a re  to  b e co m e  a full scale reserve

cu r re n c y  f u r th e r  d e v e lo p m en t  o f  th e i r  role 
will b e  necessa ry .  In te re s t  ra tes  payab le  on 
SDRs will have  to  rise f rom  the  p re sen t  
level (an  a v erag e  o f  80 p e r  cen t  o f  short  
t e r m  m a r k e t  ra te s  in the  US, B r i ta in ,  W es t  
G e r m a n y ,  F ra n c e  an d  Ja p a n )  to  a figure 
fully m a tc h in g  m a rk e t  rates.  A  secondary  
m a r k e t ,  m ak in g  SDRs a fully t rad eab le  
re se rv e  asse t ,  will be necessary .  I n te r ­
na t io n a l ly  t r a d e d  co m m o d i t ie s  such as oil 
a n d  n o n - fu e l  m inera ls  cou ld  th en  be priced 
in SDRs.

Conditionality

T h e  p ro p o sa l s  set o u t  so far  in this c h ap te r  
if e n a c te d  by the  IMF an d  its m e m b e r  
s t a te s  will he lp  to  p rov ide  so m e  stabil ity 
a n d  to  in t ro d u c e  so m e  e le m en t  o f  redis tr i ­
b u t io n  in to  th e  i n te rn a t io n a l  financial 
sys tem . B u t  they  will n o t  solve all the 
w o r l d ’s e c o n o m ic  p ro b lem s  overn igh t .

E v e n  a m a jo r  real loca t ion  o f  reserves 
will still leave large n u m b ers  o f  countr ies ,  
d e v e lo p ed  a n d  developing with in term it tent  
b a la n c e  o f  p a y m e n ts  p rob lem s.  F o r  devel­
o p in g  c o u n tr ie s  which  d e p e n d  on  expor t  
r e v e n u e  f ro m  a n a r ro w  range  o f  p roduc ts  
a n d  raw  m ate r ia ls ,  a cyclical d o w n tu rn  and 
a co llapse  in w or ld  c o m m o d i ty  m ark e t  
p r ices  c an  be devas ta t ing .  C offee  prices 
fo r  in s tan ce  fell by 50 p e r  cen t  be tw een  
1977 a n d  1980, sugar  by 80 p e r  cent  be tw een  
1974 a n d  1978 a n d  c o p p e r  by 60 p e r  cent 
o v e r  th e  sam e  period . L im ited  price support  
sc h e m e s  a n d  c o m p e n sa t io n  have  no t  been  
e n o u g h  to  p r e v e n t  d ra m a t ic  year  to year 
sw ings in the  foreign  earn ings  o f  coun tr ies  
l ike  Z a i r e  a n d  Ja m a ica ,  a n d  o f  m a jo r  
se c to rs  in o t h e r  eco n o m ies .  T h e  con s tru c ­
t io n  o f  c o m m o d i ty  price c o n tro l  schemes 
a n d  b u f fe r  s tocks  is ou ts ide  the scope of 
th is  p a m p h le t  a n d  has in any case been  
fully d iscussed  in articles by L o rd  K a ldo r  
a n d  o th e rs .  E v e n  the  full im p le m e n ta t io n
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o f  such  sch e m e s  will n o t  e lim ina te  ba lance  
o f  p a y m e n t s  p ro b le m s  c au sed  by c rop  
fa i lu re ,  n a tu ra l  d isas ter ,  o r  by b ad  e co ­
n o m ic  p lan n in g  by inex p e r ien ced  g overn ­
m ents .  In add it ion  d ep en d en ce  on  im ported  
oil a n d  o t h e r  energy  resources  is growing 
in th e  d ev e lo p in g  w or ld  leaving nations 
v u ln e ra b le  to  a su d d e n  increase  in oil or  
fuel prices. Soaring  im por t  bills, ra the r  than 
e c o n o m ic  m is m a n a g e m e n t  o r  collapsing 
c o m m o d i ty  earnings,  have been  the primary 
cau se  o f  ba lan ce  o f  p a y m e n ts  crises in the 
1970s.

T h e  IMF has failed m iserably  to re spond  
to  th e  p r o b le m s  which such crises b ring  in 
a  c rea t iv e  way. A t t e m p t s  to recycle funds 
f r o m  th e  O P E C  c o u n t r i e s  w h ich  have  
a c q u i r e d  a s u d d e n  su rp lu s  h ave  twice 
e n d e d  in fa ilure.  T h e  C o m m o d i ty  C o m ­
p e n sa t io n  Facility -  in principle an  excellent 
s c h e m e  -  has  n o t  b e e n  e x p a n d e d  to  m ee t  
the  scale o f  the  p ro b lem .  C o u n t r ie s  in 
difficulty have  c o m e  to rely m o re  a n d  m ore  
o n  th e  c o m m e rc ia l  banks .  T h e  d e b ts  o f  the 
non-o il  e xpor t ing  developing countries  rose 
by 600 p e r  c en t  b e tw ee n  1974 a n d  1980, 
w i th  rising in te res t  ra tes  im pos ing  a fu r ther  
b u r d e n  in th e  la te r  years.  D esp i te  the 
g e n era l ly  lo w er  ra tes  o f  in te res t  on  IMF 
lo an s ,  th e  b u lk  o f  the  increased  d eb t  has 
b e e n  w ith  co m m e rc ia l  banks .  IMF m oney  
has  b e e n  sc o rn e d  firstly because  loans have 
g e n era l ly  b e e n  o f fe red  only on  a short  
t e r m  bas is ,  a l low ing  lit tle  m arg in  for 
m e d iu m  te r m  p lann ing  o f  e co n o m ic  re ­
c o v ery  by  the  g o v e rn m e n ts  conce rn ed ,  
a n d  m o re  im p o r ta n t ly  b ecause  the  IMF has 
i m p o s e d  rig id  c o n d i t io n s  on  b o r ro w e rs  
while  the  c o m m erc ia l  b a n k s  have in genera l  
l en t  m o n e y  o n  a strictly risk re la ted  basis. 
In  1978, w h e n  the  F u n d  shou ld  have been  
c o n t r ib u t in g  to  an  o rde r ly  expans ion  it 
a c tua l ly  w i th d rew  m o n ey  from  the  world 
e c o n o m y  by allowing repaym en ts  to  exceed 
n e w  loans .  Since 1979, du r ing  a per iod  
w h e n  c o n ce s s io n a l  f inance co u ld  have

c u s h io n e d  the  im pac t  o f  oil prices and  
recess io n ,  the  F u n d  has sw itched  back to 
len d in g  on  strict  cond it ions ,  a n d  away 
f ro m  the  so f te r  loan  policy b eg u n  for some 
b o r r o w e r s  u n d e r  va r ious  special facilities 
in th e  m id  1970s.

T h e  c o n d i t io n s  a t t a c h e d  to IMF loans 
a n d  g u a r a n t e e s  have a depress ing  un ifor­
m ity .  M o s t  o f  th e  IMF te a m s  visiting 
c o u n t r i e s  in difficulties have tak e n  the 
view  th a t  p ro d u c tiv e  capacity  is b e yond  
the  sco p e  o f  th e i r  con ce rn .  Th is  has led to 
a  s t rong  em phas is  on  contract ion  o f  imports 
to  ach iev e  a sa t is fac tory  ba lance  o f  pay ­
m e n ts  p o s i t io n  ra th e r  th a n  the  expansion  
o f  e x p o r ts .  T h e  F u n d  will genera lly  a t te m p t  
to  in f luence  m ac ro  eco n o m ic  aggregates  
r a th e r  t h a n  c o n d i t io n s  in pa r t icu la r  sectors 
o r  industr ie s .  A  c red i t  sq u eeze ,  a reduct ion  
in pub lic  sp e n d in g ,  especially spend ing  on  
subs id ies  w h ich  d is to r t  the  m ark e t  pricing 
o f  c o n s u m e r  g o o d s ,  a n d  an  a d ju s tm e n t  of 
c u r re n c y  va lues  a re  typical IMF policies for 
dealing  with ba lance  o f  paym en ts  problems. 
L o n g e r  t e r m  stabili ty  is seen  as the  p ro d u c t  
o f  u n t ram m el le d  m ark e t  forces, a reduction  
o f  s t a te  in v o lv e m e n t  in the  e c o n o m y ,  
incen t ive s  to  p r iva te  inv es tm en t  including 
tax  re l ie f  a n d  the  rem o v a l  o f  restrictions 
o n  c ap i ta l  flows.

S u c h  c o n d i t i o n s  have  an  u n d isp u ted  
im p a c t  b o th  on  g ro w th  an d  o n  the  d is tr ibu­
t io n  o f  i n c o m e -  o f ten  in a d i rec tion  directly 
c o n t ra ry  to  the  policies o f  dem ocrat ica ly  
e le c te d  g o v e rn m e n ts .  In  develop ing  c o u n ­
tr ies  in p a r t icu la r  they  can  also have the 
effect o f  u n d e rm in in g  a t tem p ts  at industrial 
d e v e lo p m e n t  a n d  increas ing  the  c o u n try ’s 
re l iance  o n  raw m ateria ls .

T h o u g h  so m e  a d ju s tm e n t  o f  any e co ­
n o m y  in crit ical ba lance  o f  p ay m en ts  diffi­
cu lt ies  is necessa ry ,  the  rigid na tu re  of 
c o n d i t io n a l i ty  as im p o sed  by the  IMF is not 
th e  m o s t  a p p r o p r ia te  m ean s  o f  securing 
th a t  a d ju s tm e n t .

P r im ar i ly  the  F u n d  m ust  accep t  th a t  the
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p r o b le m s  o f  d i f fe ren t  d eve lop ing  countr ies  
h ave  d i f fe ren t  causes  a n d  d e m a n d  specific 
rem e d ie s .  T h e  collapse  o f  a c om m odity  
m a r k e t  is likely to  be  te m p o ra ry  a n d  full 
scale de f la t ion  o f  a na t iona l  eco n o m y  is 
n o t  th e  a p p r o p r ia te  so lu t ion .  M ism a n ag e ­
m e n t  o f  d e b t  r e p a y m e n t  m ay  be the  result 
o f  lack  o f  ind igenous  b an k in g  skills. Oil 
p r ice  rises m ay  have  the  sam e  effect in 
superf ic ia l  te rm s  as an  overla rge  im port  
bill fo r  luxury  c o n su m e r  goods  b u t  the 
m e t h o d  o f  c o r r e c t i o n  sh o u ld  be  very  
d i f fe ren t .

A b o v e  all the  F u n d  shou ld  accep t  that  
g ro w th  is an  a l te rna t ive  to  c o n trac t io n  as a 
m e a n s  o f  solving im ba lances  o f  t rade .  Such 
a c h a n g e  in p h i lo s o p h y  will inevitably  
involve  th e  IMF in j u d g e m e n ts  a b o u t  the 
p r o s p e c t s  fo r  p a r t i c u la r  in d u s tr ie s  and  
s ec to rs ,  as e x p o r te r s  as well as suppliers  of  
the  h o m e  m ark e t .  It will involve a longer 
t e r m  view  o f  the  e c o n o m y  c o n ce rn ed ,  and 
a  w illingness to lend  on  a longer  te rm  basis 
to  give in v es tm e n t  an  a d e q u a te  p e r io d  in 
which  to  show  results . In  view o f  the adverse  
e ffec ts  o f  r e p e a te d  c o n trac t io n s  o f  any

e c o n o m y ,  n o t  ju s t  on  the  eco n o m y  c o n ­
c e r n e d  b u t  o n  o t h e r  t r a d in g  n a t io n s ,  
o r d e r e d  g ro w th  is clearly the  p re fe rab le  
a l te rn a t iv e .

G r o w th  c a n n o t  be left to private  sec tor  
a lo n e .  P l a n n e d  d e v e lo p m en t  to m ee t  the 
n e e d s  o f  the  c o u n try  c o n ce rn ed  is difficult 
to  reconc ile  w ith  the  IMF’s u n ques t ion ing  
fa i th  in p r iva te  sec to r  en te rp r ise .  A  re ­
c r e a te d  IMF m u s t  s tress the  necessity of  
well m a n a g e d  public  sec to r  involvem ent 
a n d  o f  c o n tro ls  o v e r  m ark e ts  which  are  so 
easily  d i s to r te d  by specu la t ion  a n d  by c o n ­
c e n t r a t io n s  o f  eco n o m ic  power.

A  n ew  def in i t ion  o f  cond it ionali ty  a long 
th e se  l ines, part icu la r ly  if som e  con tro l  of  
t r a d e  a n d  re s t ru c tu r in g  o f  industry  is in­
v o lv ed  in the  p rocess  o f  global econom ic  
m a n a g e m e n t  will inevitably involve som e 
sacrifice o f  strictly na t iona l  sovereignty.  
T h e  th ru s t  o f  this  p a m p h le t  has b e en  tha t  
such  a  shif t  in sovereign ty  is desirab le  and  
o v e rd u e .  B e fo re  the  role o f  the  F u n d  is 
c h a n g e d  a n d  e x te n d e d ,  how ever ,  som e 
r e fo rm  o f  the  way in which it is run  is 
n ecessa ry .

6. Reform and political control

“ There is scarcely any enduringly successful experience of an inter­
national body which has fulfilled the hopes of its progenitors. Either an 
institution has become diverted to the instrument of a limited group or 
else it has been a puppet -  sawdust through which the breath of life does 
not blow” (JM Keynes, at the inaugural meeting of the IMF in Savannah 
in 1946.
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A s  M i c h a e l  M a n le y  h as  s t r e s se d  on  
n u m e r o u s  occas ions ,  m ost  recently  at the 
Spec ia l  Sess ion  o f  the  U n i ted  N a t io n s  in 
N e w  Y o r k  in Ju n e  1980 the  p ro b lem  o f  the 
IMF is o n e  o f  polit ical con tro l  ra th e r  than  
o f  e c o n o m ic  th eo ry .  T h e  F u n d  is rem ote  
f ro m  polit ica l even ts ,  una ffec ted  by the 
co n se q u en c es  o f  its ow n actions a n d  policies 
a n d  a lm o s t  im m u n e  to  polit ical influence. 
Its d i rec to rs  a n d  its staff  a re  professional  
b a n k e r s  a n d  T re a su ry  officials b ro u g h t  up 
on  the  p reach ings  o f  m one ta ry  an d  financial 
o r th o d o x y  which charac te rise  the ir  inst itu­
t ions  a n d  a re  res is tan t  to  all p roposa ls  
w h ich  th r e a te n  to  change  the  established 
o rd e r .

In  ind iv idual  c o u n tr ie s  cen tra l  banks 
a n d  T r e a s u r i e s  a re  a t  leas t  n o m in a l ly  
polit ica l ly  a c c o u n ta b le  a n d  sub jec t  to a 
p o te n t i a l  if u n d e ru se d  process  o f  political 
sc ru t iny .  In the  IMF any scrutiny  o r  con tro l  
is r e m o t e  a n d  so  d e la y e d  as to  give 
a p p o in t e d  officials cons ide rab le  p o w er  in 
th e i r  o w n  right.  Officials a re  a p p o in te d ,  
usua lly  o n  the  basis o f  seniority  within 
th e i r  n a t io n a l  T rea su ry .  F inance  Ministry 
o r  c e n t r a l  b a n k  a n d  th en  serve fo r  a su b ­
s ta n t ia l  p e r io d  o n  the  F u n d 's  executive 
a n d  o p e r a t io n a l  c o m m ittees .  In m ost  cases 
th ey  survive ch an g es  o f  g o v e rn m e n t  in 
th e i r  c o u n t ry ,  even  very  radical changes.  
In B r i ta in  fo r  instance  the ir  a p p o in tm en t  
a n d  th e i r  t e n u re  o f  office is the  responsi­
bili ty o f  the  civil service ra th e r  than  the 
g o v e r n m e n t  o f  the  day.

A s  the  d a y - to -d ay  con tro l le rs  o f  the 
IMF's dec is ion  m ak in g  process ,  ap p o in te d  
officials na tu ra l ly  carry  m o re  influence 
o v e r  th o se  decisions th a n  frantically busy 
C h a n c e l lo r s  a n d  F inance  M inisters  who 
m e e t  fo r  tw o  o r  th ree  days a q u a r te r  to 
discuss an  a g en d a  which  the  officials t h e m ­
selves have d e te rm ined .  A p p o in ted  officials 
c an  o f  co u rse  be  ins t ruc ted  on  how  to act  
a n d  vo te .  Few  polit icians,  how ever ,  have 
a n y  i n t e r e s t  in, o r  k n o w le d g e  o f  the

techn ica l i t ie s  o f  in te rn a t io n a l  finance, 
techn ica l i t ie s  w hich  a re  unavo idab le  in 
an y  d e b a t e  o n  re fo rm .  T h e  im p o r tan ce  of 
k n o w in g  ho w  th e  IMF w orks  an d  how it 
co u ld  w o rk  is co m m o n ly  only perceived 
w h e n  th e  m o m e n t  o f  cris is  has  b e en  
r e a c h e d ,  as the  L a b o u r  C a b in e t  d iscovered 
in 1976.

A  p ro g ra m m e  o f  re fo rm  w ould  require  
n o t  on ly  subs tan t ia l  know ledge  bu t  also 
th e  c o m m i tm e n t  o f  a large a m o u n t  o f  time 
a n d  e n e rg y  to  the  cause  o f  persuad ing  
o th e r  coun tr ies  to  accept specific proposals.  
F e w  C h a n ce l lo rs  o r  F inance  Ministers  have 
such know ledge  o r  t im e . T hose  p reoccupied  
w ith  d o m es t ic  p ro b lem s  o r  u n in te res ted  in 
in te rn a t io n a l  e c o n o m ies  like Sir G eoffrey  
H o w e  te n d  to  rely o n  the  advice o f  officials, 
s t r e n g th e n in g  still f u r th e r  the  influence of 
c e n t ra l  b a n k s  a n d  T reasu r ies  on  the  Fund .

E x p e r t  official adv ice  c an  m ak e  an  
im p o r t a n t  c o n tr ib u t io n  to the IMF, and 
c o n t in u i ty  can  be o f  g rea t  value.  Political 
d i rec t io n ,  h o w e v e r ,  is vital if the  F u n d  is to 
reg a in  its posi t ive  role. A s  the  Keynes 
p a p e r s  sh o w ,  K eynes  h imself  a rg u ed  co n ­
s is ten tly  th a t  the  execu tive  d irec tors  o f  the 
F u n d  sh o u ld  n o t  be  p rofess ionalized  staff 
b u t  polit ica l  a p p o in tm e n ts  p re fe rab ly  of 
active  po lit ic ians s u p p o r te d  by their  own 
i n d e p e n d e n t  ad v is e rs .  T h e  w e ig h t  o f  
T re a su ry  business  m ean s  th a t  an  addit ion  
in te rm s  o f  a d d i t io n a l  m eetings  an d  active 
in v o lv e m en t  to  th e  exis ting b u rd e n  o f  the 
C h a n c e l l o r  w o u ld  be  in fea s ib le  a n d  
u n d es i rab le .

T h e  a l te rn a t iv e ,  which w ou ld  build  on 
p ro p o sa l s  m a d e  by Ju d i th  H a r t ,  a n d  by 
m an y  o th e r s  w ith  exper ience  in the  field 
o v e r  re ce n t  y ea rs  is the  a p p o in tm e n t  at 
sen io r  level within the  C ab in e t  o f  a  Minister 
o f  I n t e rn a t io n a l  E c o n o m ic  R ela t ions  with 
re sp o n s ib i l i ty  n o t  ju s t  fo r  con tro l l ing  
B r i ta in 's  a c t ions  w ith in  the  IMF b u t  also 
with  overa l l  responsib ili ty  for the  overseas 
d e v e lo p m en t  adm in istra t ion ,  currently  sub­
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s u m e d  in the  F o re ig n  Office, a n d  for t rade 
q u es t io n s .

A  r e s t r u c tu r in g  o f  the  W h ite h a l l  o r  
C a b in e t  b u re au c rac y  is no t  o f  course  a 
g u a r a n te e  th a t  p ro b lem s  will be  solved as 
M r  H e a t h  fo u n d  to  his cost a f te r  1970. A 
clearly  responsib le  minister would  however 
a t  least  e n su re  th a t  the  issue rece ived  the 
a t t e n t io n  it d e se rv e d  a n d  th a t  a channel  
e x is ted  th ro u g h  which re fo rm  o f  the  in te r ­
na tiona l  econom ic  system could  be  directed.

In s t i tu t io n a l  changes  a re  also necessary 
w i th in  th e  F u n d  itself. C h a n g e  m ust  begin 
by  shif t ing  the  ba lance  o f  p o w e r  within the 
F u n d  w hich  at p re se n t  is overwhelm ingly  
d o m i n a t e d  by  th e  U n i t e d  S ta tes .  T h e  
w e ig h t  o f  US influence in the  F u n d  has 
co n s is ten t ly  h a m p e r e d  construc t ive  efforts  
a n d  p r o p o s a l s  fo r  c h a n g e ,  th r o u g h  a 
m ix tu re  o f  se lf  in te res t  a n d  indifference. 
In  the  1960s it was widely  suggested  that  
th e  US w as using the  F u n d  to  im pose  on 
o th e r ,  p o o r e r  n a t io n s  a d eg ree  o f  financial 
o r th o d o x y  a n d  sacrifice it was unwilling to 
a cc e p t  in re la t ion  to  its ow n  e c o n o m y  and 
th a t  re je c t io n  o f  re fo rm  reflected  a desire 
to  m ain ta in  this position. A s  Susan Strange, 
o n e  o f  th e  m os t  e m m in e n t  academ ics  in 
th e  field w ro te

“W ith o u t it ever be ing  sta ted  in so  m any  
w ords, the F u n d ’s o pera tiona l decisions 
m a d e  its resources available neither to 
th o se  in greatest need , n o r  y e t to those  
w ith  the  best record  o f  g o o d  b eh a vio u r in 
k e e p in g  the rules b u t  paradoxica lly  to 
those  m em b ers w hose financia l difficulties 
w ere m o s t like ly  to jeo p a rd ise  the stability

o f  th e  In tern a tio n a l M on e ta ry  S y s tem ” 
( " IM F M o n e ta r y  M a n a g e r s "  in C o x  and  
Ja c o b so n  ‘The  A n a to m y  o f  In fluence: 
D ecision  m a k in g  in In ternational Organi­
z a tio n s , Y ale  1973).

Since th e  ear ly  1970s A m e r ic an  in te res t  in 
t h e  F u n d  h a s  b e e n  m o re  l im i te d  a n d  
A m e r ic a n  policy has b e en  charac te r ized  
by a  m ix tu re  o f  ind iffe rence  a n d  resistance 
to  change .  B o th  seem  likely to be intensified 
u n d e r  th e  n ew  ad m in is t ra t io n  which  to o k  
th re e  m o n th s  even  to  n o m in a te  a re p re ­
s e n t a t i v e  a n d  w h ic h  o p e n e d  th e  1981 
A n n u a l  M e e t in g  o f  th e  F u n d  with d e m a n d s  
fo r  a  t ig h te r  a n d  m o re  restric tive lending 
policy. T h e  a t t i tu d e s  o f  the  “ G r o u p  of 
O n e ” as A m e r ic a  is k n o w n  within the  IMF 
a r e  c ru c ia l  b e c a u se  the  d is t r ib u t io n  o f  
v o t in g  p o w e r  in the  F u n d  allows th em  to 
be  im p o s e d  w h a te v e r  the  a t t i tu d es  o f  the 
" G r o u p  o f  T w e n ty - F o u r ” , the  develop ing  
c o u n t r i e s  a n d  th e i r  all ies o r  the  o th e r  
m e m b e r s  o f  the  " G r o u p  o f  T e n ” indus­
t r ia l iz ed  coun tr ies .

F o r  m a n y  years  the  policy o f  the  F u n d ’s 
E x e c u t iv e  B o a r d  has b e en  to avo id  open  
vo tes .  T h e  a b sen ce  o f  a fo rm al vo te ,  h ow ­
e v er ,  d o e s  n o t  m ea n  th a t  the  process of  
c o u n t in g  h e a d s  does  n o t  take  place. In the 
IMF the  p ro cess  o f  co u n tin g  is a very special 
o n e  in d e e d .  E a c h  m e m b e r  has a basic vote 
p lus  a d d i t io n a l  vo tes  p ro p o r t io n a te  to  their  
d e p o s i ts  w i th  the  Fu n d .  T h e  effect o f  this 
p a r t  o f  th e  sys tem  a lone  is to  re in force  the 
exis ting  o r d e r .  T h e  cu r re n t  d is t r ibu t ion  of 
v o t in g  p o w e r  is se t  o u t  in the  box below .

Power in the IMF
I t  is im poss ib le  fo r  dev e lo p in g  countr ies  

w h o  fo rm  th e  o v e rw h e lm in g  m ajo r i ty  of  
m e m b e rs  to  change  the  F u n d ’s policies. 
U n i ty  w ith in  the  d evelop ing  coun try  
g ro u p in g  is difficult e n o u g h  to  a tta in .  T he  
p r e s e n t  vo t ing  sys tem  ensu res  th a t  even 
w h e n  a t t a in e d  it is valueless in face o f  a 
d i s t r ib u t io n  o f  vo tes  ba sed  o n  econom ic  
p o w e r  bu ilt  up  o v e r  decad es  o f

in d u s tr ia l iz a t io n .  If  the  IMF is to  becom e 
a n  in s t i tu t io n  for  the  w ho le  w orld ,  an d  not 
ju s t  an  in s t ru m e n t  sus ta in ing  the  existing 
b a la n ce  o f  eco n o m ic  w ealth  a n d  p ow er ,  
t h e  d is t r ib u t io n  o f  votes  m us t  be  m uch  
m o r e  e q u a l ,  reflecting p e rh ap s  a new 
fo rm u la  b ase d  o n  a varie ty  o f  econom ic  
a n d  social  m easu res .
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Voting Power in the IMF

With the exception of the six “leading" members of the Fund, and, for political 
reasons, the Republic of China, IMF member countries are grouped mostly by 
region into small voting blocs. The figures below show the distribution of voting 
power on April 30th 1981.

Country/group Total votes Percentage of 
Fund total

United States 126,325 20.01
United Kingdom 44,125 6,99
West Germany 32,590 5.16
France 29,035 4.60
Japan 25,135 3.98
Saudi Arabia 10,651 1.69
China 18,250 2.89
Black Africa (2 groups, 39 countries) 
Middle East/North Africa

34,741 5.50

(2 groups, 21 countries) 41,249 6.53
South East Asia (9 countries) 20,124 3.19
South Asia (India, Bangladesh, Sri Lanka) 21,990 3.40

Even a totally united group of developing countries representing roughly three 
quarters of the population of IMF member states could muster no more than 35 
per cent of total votes.

A s  well as the  d is t r ibu t ion  o f  votes  the 
s y s te m  o f  sp e c ia l  m a jo r i t i e s ,  im p o s e d  
r e p e a te d ly  o v e r  the  years  a n d  now  covering 
d o z e n s  o f  d i f fe ren t  ca tegor ies  o f  decision 
m u s t  be  cha l lenged .  Specia l  m ajor i t ies  
a lm o s t  w i th o u t  e xcep tion  re in force  the 
p o s i t io n  o f  the  U n i te d  S ta tes  within the 
F u n d .  T h e  list o f  categories  fo r  which 
m o r e  t h a n  a s im ple  m ajo r i ty  vo te  is re ­
q u i r e d  is w ide  rang ing  a n d  deceptively  
techn ica l .  T h e  m ain  categories  include,

m ajority  needed  
(per cent)

A d j u s t m e n t  o f  q u o ta s 85
T r a n s fe r  o f  p ro c e e d s  o f  gold
sales to  in v es tm e n t  a ccoun t 85
D is t r ib u t io n  f ro m  genera l
reserve 70
A l lo ca t io n  o r  cancella t ion
o f  Spec ia l  D ra w in g  R ights 85
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T h e  techn ica l  labels a re  misleading. All 
m a jo r  e le m en ts  w hich  will requ ire  change 
in a n y  significant re fo rm  o f  the  IMF from 
a d ju s tm e n t  to  q u o ta s  to  SDR in teres t  rates 
a re  c o v e re d  by regu la t ions  which require  a 
70 p e r  c en t  m ajo r i ty  o r  m ore.

T h e  in te n t io n  a n d  th e  effect is c lear. A t  
p r e s e n t  no  m a jo r  ch ange  re la ting  to the 
c e n t ra l  activit ies o f  the  F u n d  is possible 
w i th o u t  the  positive  ap p ro v a l  o f  the  US 
T r e a s u r y  a n d  the  F e d e ra l  R ese rv e  Bank .

A l th o u g h  B ritain canno t  o f  course  reform 
the  vo t ing  sys tem  o f  the  fund  a lone  it can 
lead  th e  d e b a te  a n d  build  u p o n  the  existing 
p re ssu re  fo r  change .  T h e  U n i ted  States 
co u ld  o f  course  rem a in  oblivious to  such 
p re ssu re  part icu la r ly  u n d e r  the  curren t  
a d m in is t ra t io n .  T h e  polit ical p e n d u lu m ,  
h o w e v e r ,  swings as s trong ly  in the  US as in 
E u r o p e  a n d  it is im p o r ta n t  th a t  ra tional 
re fo rm  p ro p o sa ls ,  s u p p o r te d  by a g ro u p  of 
d e v e lo p e d  as well as d evelop ing  countr ies  
a re  in place  w h en  a reg im e with a m ore  
liberal,  in te rnat ionalis t  o u t lo o k  takes office 
in W ash in g to n .

U l t im a te ly ,  h o w ev er ,  it is the  th rea t  of 
t h e  F u n d  d i s in te g ra t in g  w ith  a severe  
a d v e rse  im p ac t  o n  the  in teres ts  o f  the 
U n i t e d  S ta te s  which  will p u t  the  g reates t  
p re s su re  on  the  US to  accep t  construct ive  
p ro p o sa ls  fo r  re fo rm .  A  realistic  A m erican  
g o v e r n m e n t  is likely to  p re fe r  a reduced ,  
th o u g h  still m a jo r ,  role in a r e fo rm e d  IMF 
to  a  c o m p le te ly  d o m in a n t  role in a divided 
a n d  im p o te n t  inst i tu t ion .

A n y  a t t e m p t  to  red u ce  the  US to the 
s ta tu s  o f  any o th e r  single F u n d  m em b e r

w o u ld  o f  co u rse  be unrealis tic .  In  te rm s of 
t r a d e ,  i n v e s tm e n t  flows a n d  industr ia l  
o u t p u t  th e  U n i te d  S ta tes  rem ains  p re ­
d o m in a n t  in the  world  econom y.

O n e  so lu t io n  to  the  p ro b lem  o f  voting 
p o w e r  in th e  F u n d  w o u ld  be the  a b a n d o n ­
m e n t  o f  u n eq u a l  quo tas  a n d  special majority  
c a teg o r ie s  in fav o u r  o f  a v e to  system as 
o p e r a t e d  in th e  U n i te d  Nations .  In in te r ­
n a t io n a l  fo ra  accep tan ce  u n d e r  p resen t  
c o n d i t i o n s  o f  s t r a ig h t fo rw a rd  m ajo r i ty  
vo t ing  is sadly infeasible. A  ve to  allows the 
m a j o r  ac to rs  on  the  in te rna t iona l  stage to 
ha lt  d e v e lo p m e n ts  which they  c an n o t  c o n ­
d o n e  b u t  fo rces th e m  (unlike  the  p resen t  
IMF v o t in g  sys tem ) to justify each  and 
e v e ry  such  veto .

A  n e w  vo t ing  sys tem  which gave veto  
p o w e r  to  e ac h  o f  a n u m b e r  o f  g roups  of 
c o u n t r i e s  w o u ld  c o n tr ib u te  to the  pursuit ,  
as a m a t t e r  o f  consis ten t  policy o f  a co n ­
se n su s  o n  the  m easu re s  n e e d e d  to achieve 
a n d  sus ta in  c o m m o n  p rosperi ty .  T h e  oil 
p ro d u c in g  countr ies  o f  OPEC, the develop­
ing c o u n tr i e s  o f  A fr ica  a n d  A sia  a n d  the 
o r g a n iz e d  g roup ings  in Latin  A m e r ic a  and  
S o u th  E as t  A s ia  w ou ld  all, fo r  the  first 
t im e  have  d irec t  influence on  the  Fu n d 's  
polic ies.

V o t ing  p o w e r  would  thus be disentangled 
fro m  th e  q u o ta s  govern ing  con tr ibu t ions ,  
w h ich  w o u ld  re m a in  as no  m o re  than  a 
m e a su re  o f  in p u ts  to  the  F u n d ’s resources.  
A s  su g g es ted  in c h a p te r  five new  reserves 
w o u ld  be  d is t r ib u ted  in re la t ion  in need ,  
r a th e r  t h a n  in re la tion  to exis ting assets in 
using  a n  in v er ted  q u o ta  form ula .
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7. Conclusion

Of all the international institutions created in the wake of the second 
world war the IMF is easily the most powerful. As the last Labour 
government learnt in 1976 the Fund is not a remote, wordy debating 
society whose resolutions can be ignored. The IMF’s status, as lender of 
last resort has given it effective political power, power which can be used 
in a variety of ways producing sharply different results.

In  th e  r e c e n t  p a s t  as this p a m p h le t  has 
a r g u e d  th a t  p o w e r  has b e en  u se d  in ways 
d e t r im e n ta l  to  th e  in te rn a t io n a l  e conom y.

T h e  r e sp o n se  sh o u ld  n o t  b e  o n e  o f  
“ u n i l a t e r a l i s m ”  (a  w o r d  b o r r o w e d  by 
H a r o l d  L e v e r  to  c h arac te r ize  the  tendency  
to  u se  th e  c r iter ia  o f  sh o r t  te rm  nationa l  
se lf  in te re s t  in financia l m a t te rs )  b u t  a 
r e n e w e d  e f fo r t  to  re -estab lish  th e  vision of 
th e  F u n d  w hich  ex is ted  at the  e n d  o f  the  
S e c o n d  W o r ld  W ar .

O n  an  in te rn a t io n a l  scale in th e  devel­
o p e d  w o r ld  w h e re  u n e m p lo y m e n t  averages 
10 p e r  c en t  b u t  m o re  still in the  T h ird  
W o r ld  th e  n e e d  fo r  an  ins t i tu t ion  to  p lan  
a n d  c o o rd in a te  th e  process  o f  reviving the  
in te rn a t io n a l  e c o n o m y  is n o w  especially 
s t ro n g .  A l th o u g h  m an y  c o m m e n ta to rs ,  
pa r t icu la r ly  th o se  ou ts ide  the  Pa r ty  have 
i n te r p r e t e d  L a b o u r ’s e co n o m ic  s tra tegy  as 
iso la t ion is t  a n d  na tiona lis t ic ,  it is c lear  th a t  
th e  success  o f  th a t  s tra tegy  is d e p e n d e n t  
n o t  ju s t  o n  reviving the  Bri t ish  econ o m y  
b u t  o n  th e  g ro w th  o f  w orld  m a rk e ts  a n d  an  
o rd e r ly  ex p an s io n  o f  o u r  t rad e .  Such an

e x p an s io n  will be  impossib le  to  achieve if 
t h e  w o r ld  e c o n o m y  rem a in s  stagnant .

T h e r e  is a seco n d ,  m o re  defensive  reason  
fo r  th e  n e x t  L a b o u r  g o v e rn m e n t  to give 
so m e  p r io r i ty  to  re fo rm  o f  th e  in te rna t iona l  
financ ia l  sys tem . O u r  s t ra tegy  d em an d s  
large scale pub l ic  e x p en d i tu re  f inanced  by 
b o r ro w in g . In v es tm en t  o f  th e  sort  envisaged 
in successive outlines o f  L a b o u r ’s econom ic 
p r o g r a m m e  will t a k e  several years  to  reach 
f ru i t io n ,  yea rs  d u r in g  w hich  the  d em an d s  
fo r  im m e d ia te  m ea su re s  to  reduce  u n ­
e m p lo y m e n t ,  re s to re  rea l  wages cu t  by the  
p r e s e n t  T o ry  g o v e rn m e n t  a n d  re-establish 
all m a n n e r  o f  social  e x p en d i tu re ,  will be  
lo u d  a n d  insis tent .

In  such  c ircum s tances  re so r t  to  the  IMF 
fu n d in g  is fa r  f ro m  inconceivab le  p a r t icu ­
larly if decl in ing  oil re serves  in the  N o r th  
Sea  se t  a  l imit o n  B r i ta in ’s c red i tw orth iness  
in com m erc ia l  capital  m arkets .  Unless some 
re fo rm  o f  th e  F u n d  has  tak e n  place  we m ay 
aga in  find ou rse lves  fo rced  to  a b an d o n  
policy  c o m m itm e n ts  at th e  b eh es t  o f  the  
F u n d .
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the IMF: time for reform

Over the last decade the International Monetary Fund has become the 
object of public political controversy. In Britain it carries the blame or 
credit for changing the direction of the Labour government in 1976. In 
Jam aica the years of wrangling between the Fund and the socialist 
governm ent of Michael Manley ended in Manley’s defeat in a violent 
election. The Fund’s policies and philosophy of deflationary orthodoxy 
have been criticised not just by borrowers forced to accept its term s but 
also  by those concerned that the Fund has failed to fulfil its potential by 
playing only a negative part in the m anagement of the international 
econom y.

The pam phlet se ts  out practical proposals for changing the direction 
and policies of the IMF. The underlying proposition is the need to revive 
the concept of econom ic m anagement on an international scale which 
w as inherent in the original construction of the IMF and which has since 
been eroded. The urgency of reform is s tre sse d , and the dangers for all - 
from the poorest Third World country to a future British government 
committed to a policy of intervention, high public spending and 
borrowing -  if the IMF is left unreformed.
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But the group is responsible for its own policy and activity, subject to 
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