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O N V E R T I B I L I T Y o r 
the prospects of convertibility 

continues to be news, in spite of the 
disappointments, though the high 
hopes raised in January, 19512 
by the Commonwealth Economic 
Conference have been sorely belied. 
The reports of the International 
Monetary Fund and of the Organi
sation for European Economic Co
operation which have been recently 
published give the same pride of 
place to these problems as if conver
t ibi l i ty is virtually in the oiling. 
Every speech made at the last annual 
meeting of the I M F was reported 
more from the angle of the various 
national attitudes towards currency 
convertibility than from any other. 
What, then, sustains interest and 
lends plausibility to the prospect of 
general currency convertibility? 

The I M F report appears to give 
an indication -indeed the most 
plausible reasons- w h y the converti
bil i ty discussions of last year received 
renewed attention and gained force. 
Referring to the recent develop
ments in the foreign payments 
balance of the United States, the 
repent declares that; 

" Although there are still impor
tant temporary elements in the 
current balance of the Uni ted 
States, the improvement (of the 
non-dollar world) in 1952 appear
ed in some respects to be more 
securely based than that of 1950; 
in the second half of 1952 there 
were no such movements of US 
private capital as occurred in 
1950, and there have been only 
minor fluctuations in US imports 
in recent years." 

This indeed is the most significant 
of post-war developments in the in
ternational financial scene. Exclud
ing military aid shipments, services 
and US private donations and capi
tal movements in 1952 is about halt 
of what it had been in 1951. In the 
second half of 1952, the US surplus 
on these items had disappeared. Cold 
and dollar holdings of countries 
other than the Uni ted States began 
to increase in the second half of 1952, 
and by the first quarter of 1953 the 
increase amounted to nearly $1.5 
bi l l ion. The most striking increases 
were in the cases of the sterling area. 

By March, 1953 the gold and dol
lar holdings of the sterling area rose 
to $3,600 mil l ion compared to 
$3,100 million in June, 1952. 

This appearance of a new equili
br ium in international payments 
appears also to be evident from the 
OEEC reports. Thus the OEEC 
was able to report confidently that: 

" T h e period 1952-53 showed a 
certain improvement on the two 
previous years and the extreme 
positions of various member coun
tries in the Union were in many 
cases reduced. Accordingly, the 
positions of member countries 
raised fewer problems and the 
technical operation of the Union 
was easier." 

Although certain countries such as 
Cermany, the Netherlands and Swit
zerland continued to strengthen their 
creditor positions in the Union, 
their surpluses remained well wi th in 
the limits provided in the Agree
ment. Thus an "evenness" in 
intra-Euiopean trade appears to be
ing achieved at the very same time 
as the world is returning to an 
" even trade and payments balance " 
with the dollar bloc. 

Do these developments sufficient
ly indicate the coming into existence 
of a "new equilibrium " in the in
ternational trade, and does this 
enforce1 the arguments for greater 
speed towards the relaxation of trade 
and exchange restrictions? These 
are the questions which the reports 

largely attempt to answer. The 
I M F report is certainly clear' that 
while the improvement in the gen
eral payment position is significant 
enough, there have been a number 
of what it calls " temporary elements 
in the current balance- ". Some of 
the elements that have helped to 
achieve a balance between the rest 
of the world and the United States 
have1 been more or less temporary. 
These, as the report singles out, are 
the record increases in the purchase 
of goods and services in Europe and 
the Far East by agencies of the US 
Government ($2.5 bill ion in 1952 
or enough to pay for one-sixth of all 
US exports, as against $1.5 billion 
in 1951) : the intensity of trade and 
exchange restrictions on dollar goods; 
and finally, the decline in demand 
for dollar raw materials in view of 
the halt in Western Europe's rate of 
production. Similarly the O E E C 
reports refer to the " problems of 
debtors" as not having "lost their 
urgency ". Fiance's position in the 
Union has not improved and I ur-
kev has been forced to suspend libe
ralisation of imports during 1952-53. 
Further-, the inadequacy of mone
tary reserves continues to present a 
serious obstacle to the achievement 
of a sound financial position among 
a number of members countries. 

These are the "qual i f icat ions" to 
this apparent new equilibrium. 
Nevertheless, changes of the past 
year are of far-reaching character. 
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Ever since 1949, in spite of US dol
lar aid and intense discrimination 
on dollar goods, the rest of the wor ld 
was faced wi th the dollar shortage. 
It is the changes from this position 
that give the world trading situation 
a " new look ". The reports, as is 
to he expected, attribute the new 
look to the return by a number of 
countries to monetary orthodoxy. 
The effects of a monetary contrac
tion upon the balance of payments, 
though indirect, are, according to 
the I M F report, more lasting. It 
refuses to admit, however, that the 
sharp interruption in 1952 to the 
expansion of industrial production in 
Europe was the consequence of res
trictive nmonetary policies. 

To achieve the convertibility of 
currencies, the restrictive monetary 
policies of the past year is a " neces
sary condition ". To the widely be
lieved " sufficient condition " of the 
ending of the dollar shortage for the 
restoration of convertibility, the re
port presents a somewhat different 
line of thought. It is evident that 
in the views of the I M F and the 
OEEC, a movement in the direction 
of convertibility might itself make a 
significant contribution to the elimi
nation of the dollar shortage. The 
I M F report puts it this way: 

" . . . progress towards the esta
blishment of convertibility and 
progress towards the elimina
tion of the dollar shortage should 
proceed side by side. Steps to
wards convertibility would sup
port efforts directed at overcom
ing the shortage of dollars . . .". 

It is on the basis of this assumption 
that the Council of the O E E C has 
decided to study how and under 
what conditions a transition from the 
present form of the E P U to a wider 
system of multilateral payments may 
be effected. 

Both these organisations are how
ever firmly convinced that the very 
purpose of convertibility would be 
seriously frustrated if it is achieved 
by methods which required at the 
same time the imposition of types 
of restrictions and other hindrances. 
And this is likely to be the rub in 
the proposals adumbrated at the last 
Commonwealth Conference. The 
United Kingdom in particular is 
least keen in throwing overboard its 
vast array of import restrictions. The 
British attitude at the G A F F Con
ference now being held in Geneva 
has been clear on this point. U n 
less and unt i l the Uni ted States is 
prepared to revise its tariff system 
and undertake to facilitate the flow 
of international investment in the 

conventional sense, the British Gov
ernment would never be wi l l ing to 
open its gates to free trade. This 
has become the problem and any 
discussion of convertibility which 
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ignores this aspect is bound to be as 
fruitless and unrealistic as are the 
assumptions of the O E E C and I M F 
reports in their discussions on the 
question. 


