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Search for Liquidity 
BANKERS and financiers are by no means the most innovative ot people, 

But perhaps more than in human psychology, the explanation for the 
snail's pace of international monetary reform has to be sought in the law 
of physics that for every action there is an equal and opposite reaction. For 
every debtor there is a creditor and one country's payments defied is an 
other's surplus. And so the international monetary system moves forward 
by agonising twists and turns while all the neat, sophisticated proposals for-
reform are consigned to international archives and text books. 

The Annual Meeting of the International Monetary Fund in Tokyo this 
week witnessed another step in this improvisation process- a 25 per cent 
increase in members' quotas. The last time quotas were raised was in 1959 
and then by as much as 50 per cent, with practically no impact on the pro 
blem of international liquidity. How little any tinkering with Fund quotas 
can expand the supply of international liquidity can be seen from the fact 
that at the end of 1963 the total of the gold tranches, up to which countries 
may borrow from the Fund more or less freely, of all countries added up 
to just 6 per cent of their holdings of gold and foreign exchange; even the 
aggregate tranche positions came to about 25 per cent of gold and foreign 
exchange holdings. Of course, the total tranche position of a country does 
not represent its command of international reserves since borrowing from 
the Fund beyond the gold tranche becomes progressively difficult and con
ditional 

A large part of the supply of international liquidity in the last decade 
has been in the form of liquid claims in the United States as a result of 
the U S balance of payments deficit. But this deficit could not be expected 
to continue indefinitely. Neither this, nor the consequent need to evolve 
"other, more deliberate, measures to provide international liquidity", has 
been unrecognised, But, as Pierre Schweitzer, the Fund's Managing Direc
tor, pointed out in his address to the Tokyo meeting, "any new develop 
ments in this direction raise many economic, technical and also political 
problems". Indeed, it has been the inevitable consequence of the rapid 
accession to economic strength of the European Economic Community while 
increasingly dominated by the Gaullist vision of a "third power" role in 
international affairs, that the political problems have been elevated even 
higher than the technical and economic ones. France, at any rate, wi l l not 
easily countenance any arrangements which will let the United States tackle 
her payments problem without accepting a measure of "discipline" including 
paring down her military commitments abroad, in Europe particularly, and 
her economic aid programmes. 

With the debate on international liquidity the developing countries are 
not perhaps directly concerned under the present circumstances. But any 
arrangement which compels the U S and the U K, the reserve currency 
countries and also the biggest sources of international development: assis
tance, to adopt restrictive attitudes to trade and aid wi l l certainly affect the 
developing countries. To that extent, therefore, the developing countries 
today find themselves on the Anglo-Saxon side in the debate. Of course. 
more far-reaching arrangements which wi l l make available a part of the 
supply of surplus reserves to the developing countries as development loans. 
are not yet seriously considered even by the United States and the U K. 
Here, again, an increase in I M F quotas does not touch even marginally the 


