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" BEGINNINGS OF IMF STAND-BYS
Transcript qf‘an Oral History Recording
June 12, 1990, - Washington, p.c.
Participants: Margaret De Vries, David Finch, and Phillip Thorson
. A
Thorson: ’ This is June 12, 1990 and we are having the 14th recording

session on the beginnings of stand-bys in the IMF. This morning we have
Margaret De Vries Qho has kindly.égreed to.add her recollections about the
réle the ETR bepartment had in that part of the Fund’s development. During
that period Margaret worked closely Qith Irving Friedman who joined in a
recording session shortly before his untimely death last fall. Later,
Margaret came back to the staff for a second career as the Fund’s Hiétorian;‘
David Finch and Phillip Thorson are also participating. Would you like to
start out, Margaret?

De Vries: Well, I thought I could best fill you in on the relationship
between conditionality and multiple currency practices. Listening to
Irving‘’s tapes I thought that’é where there still seems to be a gap and I ¥
gather fromAsome of your questions on Irving’s tapes, David, yoﬁ wefe verf

interested in pursuing that relationéhip, so I perhapé could do some more on
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that. This is based on' my Fund work from 1946 to when I resigned in 1959;
not on my work as-Historian, although there is some of this in the History.
But here I thought I couidgbe:more forthcoming and franker and bring in more
détails about the staff work. 'When I look 5ack>I am absolutely amazed how
ﬁuch responsibility we did have influencing and_applying multiple currency
policy; as a young staff, the Fund was small and Irving was extremely good
at letting h%s staff have a lot of initiative so it was a unique,
exhilarating experience.and I‘think we really did have some impact. 1In
fact, I was to ;earn in an amuéing way how much impact we had in 1959 when In
"had resigned from the Fﬁnd an§ Bob and I went déwn to Latin America, to
.Colombia. I met Laughlin Cufrie and on meeting me he Said, "Gee, it’'s Miss
Multiple Exchange Rates:heréelf."

I think I can start best if we recall what the attitude of the Fund
toward multiple currenc& practices was when the Fund began. Of course,
lmultiple exchange rates began in Nazi Germany in the 1930s, as the
brainchild of Hjalmar Schacht. The Nazis had,vfor example, used depreciated
_export rates to push their exports to Austria and Hungary, Yugoslavia, and
Romania, and to seveiai of the Latin American éountriés,leazil, Chile, and
ﬁeru{ Often these exports were of inferiﬁr products, fostered by very mﬁch
devalued e#change rates.. So multipie rates were totally diécredited,
associated with cpmpetitiye depreciation, unfair exchange practices,
currency discrimination, frequent changes in the rates; thﬁslwhen the Wh;te
Plaﬁ was drawn up it was very much against multiple rates. 1In fact, the
| Plan contained as an explicit purpose of the Fur;d 'j:.he elimination of

multiple currency practices. There was nothing about this in the Keynes



Plap. Alsgiin the 1930s, multiple rates had been introduced by kaoul
Prebisch in Argentina, and Argentina, of course, was a country that was
considered pro-German ;t the time so thié wa yet another reas&n why multiple
rates were not looked upon in very much favor as the Fuﬁd started. Unlike
the political purposes of the Nazis, Prebisch started multipie rates in
Argentina forlwhat he regarded as an economic purpose: to raise revenue to
pay off Argentina’s foreign debt. Then Robert Triffin had been at the
Federal Reserve Board in the early 1940s and he had helped some of the Latin
American countries overhaul their monetary and exchange systems, and in
doing so he had suggesteavto several of them that they establish-dual
markets. He had in mind cyclical balance of payments problems as against
fundamental disequilibrium and for cycliéal problems exchange depreciation
might not work satisfactorily. He therefore want;ﬁ tq separate commodity
markets from capital markets and so advocated to several countries,VCOSta
Rica, Ecuador, Peru, and Chile that they might have some kin& of a dual
exchange market. The Fate for capital transactions would depreciate more
than that for commodity exports. So by the time the Fund started in 1945
several'of these countries had multiple rates. Colombia and Uruguay also
had multiplé rates, Cuba had a little 2 percent exchange tax, Honduras had a
little ethange tax. So there we we?e with these Latin American countries
having many multiple ratelpractices.and the Fund strongly opposed to these
practices. 1In fact, Triffin wrote in one of his article; at the time that

he was advocating policies to Latin American countries which would be "very

unorthodox for the newly established IMF".



_ Against this background, the Fuﬁd, I'm sure you‘ll remember, as one of
its first acts set up an Executive Board Committee called the Committee on
Multiple Currenqy Practices, chaired by Jan Mladek, to decide what po;icies
and actions the Fund should take. The work of this committee led to that
famous, or infamous, December 1947 Letter to members that stated that the
Fund had very broad powers over multiple rates: not only would the
countries with multiple rates have to consult the Fund on every change they
made in these rates, but they would have to get the Fund'’'s approval for
these changes even during the transiéion period, whereas all the other
countries would nét have to consult the Fund on their re;trictive practices
or exchange controls or in convertible currencies until the tranéition
period was over, some years hence. This decision meant that members with
multiple currency practices were subject to an especially harsh regime. So
with that letter the Fund started in very strictly on its Latin American
members. You remember the Fund went heavily after Cuba with a 2 percent
tax. Javier Marguez and other staff, you probably remember some of this
yourself, David, on missions kept going to the Latin American members to try
to get them to eliminate multiple rates. Marquez once told me he called
himself "a Latin American missionary." The Fund, of course, was eager to do
something once it got stargéd. It couldn’t do anything about sterling
inconvertibility and the inconvertibility of the European currencies; Then
by 1948 we had the famous ERP decision, the European Recovery Program, the
Marshall Plan decision, which decreed that there couldn‘t be any use of thel
Fund’s financial resources for any countries that were recipients of the

Marshall Plan aid. Hence, none of the Eufopeans could use the Fund’s



resources. So Latin America was the 6nly place where the Fund felt it had
some authority and péssible activity in those first five years.

. Weil,'this was about the situat;on when the Exchange Restrictioqs
Department (ERﬁ) was founded in 1950 under Irving Friedman. lThe Department
had three divisions, one of which was the Multiple Currency Practices
Division, another-waslthe Trade and Paymenté Division, which was supposed to
do something about bilateral agreements, and the.third was the Exchange
Control Division, which was sﬁppoéed to‘do~some£hing about the
inconvertibility of currencieé.“.I had been verf.interested in the
developing ;ountrieé and was espécially interested in Asia. I had done a
lot of reading aﬁout Asian count;ies, particularly about China .and India, so
I wanted to be in the Multiple Currency Practices Division. Julio Gonzaléz
Del Solar, whom Irvihg got from the former Operations Depa;tment at the time
that ERD was formed, becaﬁe chief.of the MCP di&ision. We, the staff of
ERD, were very.frustrated at first because all of the decisions taken at the
Board about multiple fates were based almost wholiy on legal intérpretation
of‘the Ar;icles of Agreement. Evéry time tﬁere was a éhange in multiple
rates we had to confront Dick Brenner and Erwin Hexner of #he Legall
Department who were eager to establish the Fund’s legal authority in this
field. Dick would say, for example, I"'This- practice is a multiple rate, /so
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even if it seems very small, it‘s got to be approved by the Board, and we‘ve
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got to write a paper for the Board, have a Board meeting, and decision.
It’s crucial that these countries. understand the Fund’s jurisdic¢tion.”

There was ne way we in the ERD DeparEment could even think about letting

these Latin American members use Fund resources.because our lawyers were
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very concerned about par values. Members had to have a par valug as a
condition for use of Fund resources. The Latin Americans had par values but
they were what we.called "ineffective par values"?,only.a few transactions
took place at the par value. This was in‘contrast to the countries with
inconvertible currencies and guantitative restr;ction countries where all
Atransactions took place at the established par values. 1In fact, ;t took

some years before the Board took a decision which said that a country that

‘didn‘t have an initial par value could use the Fund’s resources.

Thorson: Did the same thing apply to countries with multiple currency
practices that they couldn‘t draw?
De Vries: ~ That'’s right, there wasn’t even a question whether they could

draw because they were considered such a bariah in the Fund; they didn‘t

have effective par values, and we kept telling them that that was the legal

‘interpretation of the Articles of Agfeement. A member was supposed to have

a par value and if it wanted to depreciate, then it was supposed to

depreciate by establishing a new lower par value. Depreciation was not.

supbosed to occur via chaﬁges in multiple rates.

Finch: We could add a 1it§le at‘this point. The‘philosophy Q;é that
the Fund’'s resources4were there prinpipally to defend par valués.'
Therefore, if a member ygsn'tAoperating a par value, it was not proper to
use the resources.

De Vriesg: Exactly,‘that's a very good additibn.f

Thorson: ‘ But, if the country did have a par Qalue and still ﬁad

multiple currency practices, 'could it draw?



De Vrieé: No, because the use of multiple currency practices meant that
the par valuecyaé conside?ed ineffective. We ia the ERD Départment used to
even go £hrough'complex calculations to see how much of the transacﬁions
were taking place at the par value aﬁd howvmuch at ofher rates. Of course,
most of the countries with multiple currency practices usually had
practically nothing tak?ng place at their par values. So, when we had this
new MCP Division and we got very frustrated witﬁ th;se legal
interpretations, espec}ally as our Latin American members were becoming
increasingly alienated from the Fund; I suggested and worked out with Irving
Friedman three new.objectives with regard to the Fund’s policy on multipie
currency p;actices. The first one, and I think Irving emphasizedlfhis
heavily in his tape, was to improve relations with the members. I always
interpreted this objective as that o£ trying to reconcile the Fund’s
concerns'and interests, with the mémber’sAconcerns and interesfs. The
second objective was that, if Prebisch and Triffin as econoﬁists found some
logic to multiple rates, we'ought to understand better what the economics,
rather than the }egal side of multiple rates were. Multiple rates had a
variety of economic purposes, such as to raise revenue, to subsidize
specific exports, to effect selective depreciation of imports, especially in
countries that had problems in institufing quantitative controls. We worked.
very intensely on t;ying fé understand the economics of multiple rates and
did several studies, éspecially studying alteinativés to multiple rates. .- I
remember Bob de Vries worked on tariffs versus surcha?ges: What was the
difference between a countfy using an import surcharge instead of a custom
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tariff? I worked for a long time on the export side, studying what wés the
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difference between a cogntry using multiple export rates and having direcﬁ
subsidies through the budget? Jack Woodley worked on special rates for
tgansactioné with foreign comﬁanies. Venezuela had such a special rate for
éil companies. What was the need for it fo héve a special exchange raté for
transactions by foreign oil companies? 1It’s rather iAtereéting today to
find that in thé 199bs_some economists are suggesting that some of the oil
exporting countries might again impose a special exchange.rate for
transactions by foreign oil compﬁnies. Of course we very éuiékly found out
that the whole fiscal systems of the countries concerned needed revamping,
thét you couldn’t just substitute one kind of a practice for another. We
~kept working on élternative meésures and at thgt time Richard Goode who was
already in the Research Department, maybe you were in the Research |
Department at thaﬁ time too?

Finch: I was.

De Vries: Goode starfed to do soﬁe technical assistance work in some of
the countries, trying to figure out whether their fiscal systems could be
changed i; such a.way that they coﬁld get revenﬁe without using multiple
rates. But that avenue became fairly wide ranging, in a broad new area of
technical assistance, and, of course, later led to the establishment of the
whole Fiscal Affairs Department and their technical assistance in fiscal
mattérs. The tariff work of course ied into a lot pf the GATT work. The
Mﬁltiple Currency Division was small, so we couldn:t handle all these
alternatives to multiple rates, but we did try to show that-thére was a

' great deal of relationship between the economic-development quectives of

countries and what they were trying to do with their multiple rates. The



third objective was to broaden the focus ‘beyond lLatin America. Qountries in
other geograpﬁic areas were also using‘multiple rates~~Iran, Yugoslavia, for
example. . !
Also, about that time, early in 1952, we were startiné the consulta?
tibns anafI‘was going %o a conference in Burma, an ECAFE conference, and
Irving suggested, and I did, follow up attendance at the conference with
t;ips to several of the other Asian countries to see what were they doing
about some of these economic development objectives, how were they handling
them without multiple rates and‘aISO as a way to test out the quesgionnaire
that we were designing generally for the consultations. We were developing
a questionnaire to send to countries prior to the onsét of consultations.
This was in early 1952. Accérdingly, I went to Thailand and'to In@ia, to
Ceflon and to Burma. In Burma I got to know U San Lin who came to Central
Banking Services later. NQne of the countries mentioned the possible use of
the ?una resources. @ The Thailand authorities were very upset because they
had broken cross rates. Broken cross rates were conﬁidered just “horrible
things" for,ccuntries to have, among the worst of multiple currency
practiées because they were discriminating. Peru had one too, ﬁhey were
selling dollars at PgsosSlO to thé U.S. dollar and sterling for Pesos$35 per
pound gterling which gave a cross rate of $3.50 for sterling rather than the
officiai $4.03 at the time. 1In eéfect, sterling was being sold at
discounted rates. The Bank of England was very upset about thié. ‘I forget
what the rates were in Thailand but they were.very similar, discounting
sterling. Tﬁailand didn"t have a par value; in fact it was Thailand that

eventually got the Fund to change its policy that a countty could ask for a
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‘'use of Fund resOUrcgs even if it didn’t have a par.vélu;f India and Ceylon,
of course, were steriing area countries. The big.issue there was whether
theiry;estrictions, and they were using é lot of quantitative restrictions
{(they were not raising revenue or subsidizing expérts but on the import side
the guantitative regstrictions were very similar to tﬁe rationing of foreign
exchange that the Latin American countries ﬁere.daing with multiple rates)
should be judged separately, that is independently, or whether they had to
be judged in the context of the whole sterling area; Ceylon, for example,
actually had a balance of payments surplus, but that surplus, especially the
surplus in dellars was being transferred‘to the Bank of England as part of
the sterling area arrangement, ratﬁer than permitting.ceyion t§ gét rid of
its own restrictions. But what came out of thiq ea;ly exploration of
vcountries' policies with regard to use of multiple rates and restrictians
was- a clear indication that a lot of the develoéing countries were trying to
ﬁse th;ir exchange systems, either gquantitative restrictions or muitiple
rates, to pursue some of their own development objectives and that we ought
to take a look at their practices from thaﬁ angle:

We‘had a great opportunity to restructure the MCP division in 1953--'52
or ‘53. Merle Cochran, the DMD, moved Julio Gonza;ez del Solar to the
Western Hemisphere Departmeqt to work with Jérge Del Canto. Bob and I got
married and, with Irving, we all thgpght it wésn't a good idea for Bob and
me to work in the same division, go Bob moved to the Trade and Payments
Division. And Jack Woodley resigned from the Fund and went to NATO.  Hence,
I became the continuity on multiple rates and I suggested to Irving at the

time, and he went along with that idea, that we ought to make the division
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broader and not just think of it as the Multiple Currency Division but we
ought to deal with all the developing countries. At that time developing
countries were called "backward areas". Later they became referred to as
ILDCs. 1In any case, our new objective was to deal with all of them and have
the MCD division focus more broadly than on multiple rates in Latin America.
Irving gave me a lot of initiative in suggesting a new Division Chief and we
hired James Raj, who was an agricultural economist from India. He new
nothing about multip;e_rates but he knew a lot about the Asian countries and
my rationale was that Qe shouldn’t just concentrate on Latin America. 1In
fact, we discovered that many other countries had multiple rates in one form
or another--Thailand, Indonesia, Iceland, Israel, Yugoslavia, and the
Philippines. So did several European members. The Beneiux even had a free
market. The Fund also had a row with France back in ‘48 about a free
market, Syria, Lebanon, Taiwan, Turkey, all had practices that were regarded
as multiple rates, so didn’t have to just concentrate on Latin America. If
our role was to have a broad policy across-the-board for all countries then
we should focus on some of these other countries. Iran, was another one,
Bob, for éxample, later went on a mission to Iran to deal with their
exchange rate problems.

Finch: Perhaps to make it sound a little less theological, in a
sense, what you were developing was an acute awareness that the concepts of
the Articles about par values applied more to advanced countries with'a
system which you thought of as defending the par.value but also in which the
exchange system was a background against which trade negotiations and otﬁer

things were taking place. Therefore, from the main members of the Board,
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the instructions going out were very much to try and create a system in
which we could get the world functioning amongst advanced countries in this
way. The problem in the developing countries which didn‘t have as good tax
systems and control systems is that they were operating through the exchange
systems in ways which were not necessarily consistent with the Fund’s par
value ideas. Use of the exchange system for taxation and control purposes
was much ﬁére important to the developing countries, and therefore the Fund
was faced with this new phenomenon which wasn’t strictly in keeping with the
ideas ihitially underlying the Articles. It wasn‘t simply religion. It was
in the sénse that the institution was such and the practices were such, that
in these other countries there was a need to addréss the issues and to try,
I guess, eventually to persuade them to use more traditional exchange
practices which woﬁld be less complicated for relations between countries.
But you could see-ghis gsort of a concept as collaboration to provide
resources to_keep the system free and open, and then, in running up against
practices in countrieé which had difficult times, as trying to cope with
them by improvising techniques which were thouéht of as messy and inappro-
priate and were very difficult in the Fund. That’s why you were struggling
to bring in these other people to try to figure out how to copevwith it.

De Vries: We found that particularly with some of the people who went
from the European Department, such as Ernest Sturc and with some'countries,
such as Yugoslavia. At that time, Yugoslavia was considered a terrible
example of multiple rates: .it ﬁad something like 200 exchange rates, and
why did Yugoslavia have such an exchange system? No one knew. Lieftinck

had just come to the Board in 1955 and, of course, Yugoslavia was one of his
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countries, and he was'tétally at a loss as to why Yugoslavia had all these
exchange rates and what they meant. In the 1955 consul£ations, I wrote a
detailed analytical section on Yugoslavia‘’s restrictive system. I was very’
pleased.at the Board meeting when Lieftinck gaid, "This section on the
exchange systenm, iﬁ a masterpiece". What I had done was to sho& how the
systém made sense given Yugoslavia’s economic objectives and its policy
options. The system made little sense from the Fund’s boint of view, but it
made a lot of sense from the Yugoslavs’ point of view. Their authorities
were trying to have an overall economic system in which théy didn’t have the
Russian system (this was under Tito) of detailed central planning, but at
the same time they didn‘t want a total price and market system like the
western .countries. Hence, they had a unique system of their own in which’
they had in effect substituted a whole buﬁch of base exchange ratesland then
added something that we, in the West, would have recognized as customs
tariffs, or duties; on top of their exchange systém. Also, they didn’t want
a tariff structure like the West had; so what they had was a series of
additiénal exchange rates, Qhat they called settlément rates, and.they had
200 of these things. Well, éf course, if you'fe going to put the customs
tariffs into the exchange rate system you‘re goiﬁg to have numerous exchange
rates. So Lieftinck was very relieved to have pointed out to him that‘this
was really what the Yugoslavs were trying to do: ,using their exchange
system partly as a price and market mechanism.

Finch: But the staff was try%ng in a sense to interpret why these
peoplevwere trying to do this, why tﬁey applied techniques whichAwere

certainly against the spirit of the original Bretton Woods because the
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Bretton Woods people thought of the world as basically frade betweep the
advanced countriés and they wanted to keep it simple. |

De Vries: " And.we were tryiﬁg to get away from the idea that you'had to
hﬁvé a legal interpretation of_whether or not you had a par value; that was
the critical-thing.

Thorson: - And did you get lots of complaints from the developing
countries themselves when.the Fund came -in with this strict doctrine?

De Vries: Originally, but once we got into this new approach, I wrote a
paper on the relationship between quaﬁtitative restrictions and multiple
rates and economic developments, whicﬁ Martinez Ostos from Mexico liked and
wanted to have discussed at thé Board. Once we got into this approach, the
Yugoslévs likea very much what w; did on explaining, because even théy
didn‘’t really understand_what they were doing because they didn’t know the
wes;ern system. They didn’t know too much about customs tariffs. The
problem we have today is they still don’t know how the market system works.
So they were improvising with such a system themselves. But no, the
complaints were really reduced by the mid;i9505. The problem of ERD within
fhe Fund was primarily we were eager to be more lax in requiring Board
approval for every change. (LAUGHTER) |

Finch: ngl, the Légal Department was faced with the problem that
Articles were written fqr a particular purpose; and you were finding thg
world was very messy and didn‘t fit this.

De.Vries: And you couldn‘t have good member relations at that time with

strict enforcement of the Fund’s laws.
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Finchs of courée, it was argitrary. The Australians pushed very
hagd for the principle that if;tHey had éome restrictions they were import
restrictions and not exchange restrictions and so notiunder Fund
jurisdiction. Australians coufd argue this way»but the Yugoélavs could‘not
as they didn‘t have a similar system, so it looked very arbitrary and I
think probably you got some syﬁpathy for Yugosiavia. The Australians had
bushed a very technical issue and got outside of Fund jurisdiction..
De Vries: And the Yugoslavs, ip contr;st, were very much using the
exéhange gystem which fell under the Fund’s jﬁrisdiction.
Finéh: - So you had all these issges coming up in the Board and the
Board trying to evolve a policy which was fair..
De Vries: Weil, I think at that time the Board was still very much
under the influence of the iegal Department; of course, Dick Brenner was the’
General Counsel at that time ana he was very‘knowledéeable and effective.
Unfortunately for him (though it ﬁay have been easier for us with the Board)

Dick Brenner died in the fall of 1955, just when I was in Yugoslavia.

Thorson: - Did the Executive Directors have fierce discussions on these
differences?
De Vries: I think they were heavily guided by what the Legal Department

said. If it was illegal to have these practices, the Board felt it had to
act. You see, thg use of quantitative’resgrictioné, as David said, was
regarded as perfectly legal. fUnderithe,transition'period countries could
have quantitative restrictions until the transition pe;iod was declared
over. I wonder whether the Fund has ever yet confirmed that the transi%ion

period ended. Has it? Hence, countries could adapt and change their
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quantitative controls in a perfectly légal way; the oﬁly thing they couldn’t
do was to change their par value.without consulting with the Fund. I think
the Boarq was heavily\influenced by the lawyers on who had to oétain the
Fund’'s approval.

Finch; K I think the Board had to in a sense follow the 1eg§1
interpretation but I think their reaction to your papers was onevway of
showing that théy were. coming around to new thinking about multiple rates.

| De Vriesg: Lieftinck‘and Southard especially. After Southard came to
the Boafd, he also‘became very sympathetic to the problems of the Latin
Americ&n memﬁers, mainly on the grounds that he didn’t want to have all
these confrontations between the Fund and those countries. He thought that
it was in the Fund’s interest to have better member relations with these
countries.

Finch: Oone of the things that perhaps is a background to what you'’re
saying on your visits to these.countries, the problem at that stage was that
the Fund didn’t have missions, didn’‘t have contacts. Irving was trying to
describe how the consultation procedure developéd into a technique whereby
the Fund learned and became much more understanding eventually, but your
visits were ones which were quite special and, of course, much more
difficult in a sense that they were focused on jurisdiction and used the
legal issues wheré your capacity was relatively limited; you had to sort of
try to get the Board to understand this‘situation. I'think with the

consultations, we started to get more contacts. It wasn’t just depending on
El , .

visits like yours.
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De Vries: - But our'visi;s were in the context of the country
consultations. Yes, you’re right, consultations starteﬁ in March ‘52 and
that opened'ﬁé contacts.

Finch: This was,.of-course, a relativelf gray area in the early
days. What ﬁappened in the first consultations was that they were very
focused on these issqes, and Irving--witness his description in the U°K'T_
was anxious to develop.céntacts to decide how you could help if the country
cooperated with the outside world. He broadened the range of issues

discussed and hastened consultation visits.

De Vries: But we did do most of this work in the-dontext of
consultations.
Finch: But when you visited India and Burma, that was purely outside

the consultation format.

De Vries: Yes, that was outside, but it was in the context in the sense
that we were preparing for the onset of coqsultations. | .
Finch: . The other thing in that peripd, whén you were first
developing this process, wag‘how little the Fund had routine contacts with
the memﬁers.

De Vries: Oh yes, the first contacts we had were with some of the Asian
countries in éarly 1952; that’s why we thought we might break ground and see
what was going on.. And the egcuse, I mean the exeuée'for going there, was
that we were to prepare this questionnaire for the consultaéions ana we
wanted to ascertain how wouid thesge count;ies react to seeing us and, if

they got this questionnaire by mail, could they answer these questions and

how would they would answer them, and 'so on.
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Finch: But the striking thing in the consultation process was the
broadening of topics; that was the big achievement, in a sense, which
permitted smoo£her relations and went beyond simply pressing the legal
issues.

De Vrieg: And to show the countries that we were trying to be on their
side and we were trying to understand what their problems were and why they
were doing these things, that we didn‘t come out as policemen.

Thorson: These missions were made up partly from ETR and partly from
the area departments?

De Vries: The consultations were definitely joint and usually headed by
an Area Department person. This particular visit that David mentioned was a
forerunner to the consultations. I did it alone. Of course, all of these
things helped to improve member relations, but by 1955 we found that 36 out
of 58 countries still had some form of what the Legal Department regarded as
a multiple currency practice which was rather shocking. So we felt that we
really had to develop some kind of new Fund policy on multiple rates, now
that we had gotten a much improved understanding of why countries used
multiple rates and what their economic logic was—-that we ought to try to
find out what kind of a new policy the Fund might have. We would havelto
break away from that Decembér 1947 letter and still, as you said David, have
a policy that fit in with the system of what the Fund’s objecti;es were,
such as having exchange systems freer of restrictions and of multiplicity of
exchange rates. What we worked out, and it was helped by the fact that some
of the countries themselves, some of the Latin American countries, Bolivia,

I remember explicitly, decided to greatly simplify their exchange systems.



I think we did work out the new approach with the Yugéslavs too; fhe new
- policy we weﬁe evolving started from thg pr§mise that a country need -not
entirely abolish its multiple rates and would not be regarded as bad, or iﬁ
bad standing with the Fund, for having them. Rather’we fdcused on
particulai forms of~multiple rates that wé regarded'aé worsetthan other
forms. For éxample, auction systems we felt were particularly bad gystems
where the authorities just auctioned off foreignvexchange for any price’it
would fetch; there ﬁas no standard rate as the augtiqn price; eve?y exchange
transagtion could be at a different exchange rate. "Miking systéms“ whe?e
_the member uéed“partly‘a fixed ‘rate and partly a free rate were also
regardeq as undesi?ahle, especially mixing systems that gave diffgfent rates
for different commodities. Great complications existed in the exchange rate
systems of some members, Brazil and Yugos}avia particulariy. We‘felt that
it was the~complexities‘that may have been giving distortingﬁeffects for the
alloéation of“rescu¥ces in tﬁe countries. So therefore, it was nog only in
the Fﬁnd's interest, but it was in the countries’ intefesfs to have simpler
exchange systems. | f |
The other part of the new policy we were evolving was that
‘countries could use fluctuating rates, so that if they did get rid of some
of their multiple currency praétices they could have a freely floatiAg raté.
I remember earlier that freely‘floating rates wefe considered by the Fund to
“ be very bad; The Fund had, for example, gone after the Caﬁaaians for their :
floating exchange rgte. But now the Bolivians, in particular, abolished éll
their multiple rates and went freely to a fluctuating rate with one single

rate. They abolished all their rates and went to a single fluc;uating‘fate,
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and we argued that was gooa, simplification was a good policy andvif they
now used a single fluctuating rgte, instead of multiple rates, that was
fine. They di&n't have to have a‘par value ﬁith a fixed rate, at least for
the time being. Tﬁe single flﬁctuatihg rate was a lot better than having a
complei‘Qultiplicity of rates. ‘ . -

Thorson: .Your argument is bésica;ly that a single fluctuating rate had
iess impact in distorting the economy?

De Vries: That’s right, but in aédition, it was a mofe realistic,
»éxchange rate, m;ch less likely to be overvalued, and whatever distortions
occurred with mﬁltiple rates could be eliminated if the country had a once-
and~-for-all substantiﬁl depreciation, Because what would happen with these
countries, David knows th;s perhaps even yetter than I, is that they would
set up a sygtem of m;itiple rates andvthen they would have inflation and
?henqthey would have to change their multiple rates again because the rates
became overvalued and the result was a vicious circ1e of this sort,
inflétion, depreciation, inflation, etc. Alternatively, if a country had a
freely floating rate, presumably 'it would have a better chance éo having a
realistic raté, édjusted more auéomatically in accoédance with the degree of
inflation.

Finch: ‘Bolivia..;.. IAthink your describtiog of fluctuating’ratés
would fit very well even withAthe Fund’s attitude today. It preferé a
unifigd fluctuating rate to a complex f?xed rate system., But the particular
one thch we had in mind in Bolivia in 756 was not fo adﬁust to continued
inflation, There wa; still a‘pﬁilosophy of fixed xates‘a¥ound and we even

had hoped that, giﬁen the way -the Europeans had evolved, it would be

i
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possible to do the samé in La£in America, that you’d be able to get a system:
‘where we would'éventually establish a relationship between them and
stabilize it, Ané therefore there was still a desire to consider it was
strictly a transitional measure to allo& them to fluctuate. The staff in
the area departments were very keen on the fluctuating rates simply because
they were very insecure abo;t the wage levels in these countries; they were
afraid when they were committing Fuﬁd resources to supporting a.unified ;
system iﬁvolving a par value they’d be committed to supporting tha; par
value when they knew it wouldn’t hold. The fluctuating rate was, to a
degree, a device to keep freedom——to diécipline them on the wage policy and
things, if you raised the wages the rate was going to be lowered, and you
couldn’t do that and establiéh par value, so the staff fought to avoid
having a par value but nevertheless continued go stress the importance of a
stable exchange rates. And in fact, in Bolivia the rate really was
stabilized within six months and stayed fixed 'until the wages were raised
about two years léter and when adjusted then stayed for about 10 years at a
fixed rate, but the philosophy was not quite the modern one but it was
protecting the Fﬁnd resources. ,
De Vries: And then also, this is when the term “exchaqge reform” came
into vogue. What ﬁﬂe count?y would do was to have a "reform" of its
exchange system. It wouldn’'t completely eliminate multiple rates, and this
tied in very nicely with the new stand-by arrangehents which tﬁe Legal
Department had come up with. Nowadays, correct me if I'm wrong, if a

country wants a stand-by arrangement, you have to figure out what the

conditions are. In those days it was the other way around, we in effect
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thought they would have an exghanggvréform and in this sense meet.the Fund’s
cohditionality, and that woula let them quaiify for a s£and—by arrangement.
Qualifying for a stand-by wouldn‘t mean that the country would have to have
it right there. The stﬁnd—by arrangément was just ah idea that a country
was then viewed as eligible for the use of Fund resources if and when it
wanted to have one. What took place formally was a Fund declaration that
.the country; having undergone éxchange reform, could, when if so desired,
have a stand-by arranggment. The coﬁntry might nét even draw on an
arrangement, once agreed. It might even decide it wanted to have a stand-by
arrangement. If they had met the‘conditiong, it wasn’t called condition-
ality'at that time but that was baéically what it was. They had had their
exéhangg reform, they’d eliminatedwthe complexity of theif ﬁﬁltiple rates
simplifying the system, they(d gotten a‘reasonably realistic rate even if it
was a fluctuating rate and not a new par vaiﬁe, and that constituted what
thevFund regarded as a éood exchange reform. And if £his country then
wahted to use the Fund’'s resources; it could do so.

Thorson:l ﬁow was this justifiedlunder‘the Articleé of Agreement?

De Vries: Well, the Legal'DepartAent had come up with the concept of
the stand-by arrangeﬁénﬁ and I don’t know how the lawyefs reconciled it when
a cbdntry didn‘t have a par valqe, I don’f know what happened on the legal
side (LAUGHTER), I‘know, for our-side; in tﬁe Exéhanée Restrictions
Department, we went to £hé Board in June 1957 with a braﬁq new letfér, a

June 1957 Letter on Multiple Currency Practices, to replacé the December

-1947 letter.
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Einch: ‘ Strictly:I tﬁink the Board, facea with the éort of
consultation repofts yquAhad submitted and varibus descriptions of exchange'
rate practices, had been persuaded that it would Be sensible to‘uée the -
'Fund’s resources, which had been sitting around unused,:if they could be
.associsted with exchange rate reform. Théy therefore authorized.thg Fugd to
‘use its resources for this Broad purpose of the Fund, specifically to
'imprbve exchange arrangeﬁents in these countrie;. I th;nk the legal
question was, of course simpiy, héw do you change from using #hé resources
strictly to defend par.values and to be able to use them for transitional
reform. Then‘you simply hgd problems of how you valued loqal cﬁrrency héld
by the Fund which was dealt by having a pfovisional rate, énd so on.

De Vries: I‘m sure the Legal Department must have gone along‘with the'
new policx on mqltiple currency practices. Also at that time the Legal
Department, perhaps Joe Gold, waslworking out the new idea of a sﬁand-by

«

‘arrangement. :
Finch: Well, Joe Goia helped to initiate it——witﬁ éoch&an’s backing.
Just as ERD was trying to come up with explana#ions of why countries did‘it,.
I think the Legal Department was asking how can we facilitate what we think
is the right thing,,and how,éan these countrigs be brought into these....

De Vrieg: 'ﬁnd also, under a'stand-by, thezcountries were not
ﬁecéssarilf drawing right awai; It‘wasnff as in the instance of a drawing,
that the count;j wanted tb have the money immediately. LRaﬁher the Fund’s

view was that we want the country to undertake this exchange reform, it’s in

- out interest to have this exchange reform, we would like to have this{kind

I3
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of exchange policy and then the Fﬁnd could in effect say, as a reward, you,
the countr?, now qualify for a stand-by arrangement.‘

Finch: - In a sense, the stand-by was the key element. In the Latin
Bmerican cases it wag very much the money that enticed them. It was
something the Government could say we got from our reform. But the Fuﬁd
Board, having understood the problem, was very reiuctant to release them
simply on the description that there was a refo?m and here’s the money.

They were afraid that Bolivia, Paraguay had had a long history of recurring
problems, "and the stand-by was an essential element in releasing money over
time. 8o associating it with the continuation of the reform, or a further
elaboration of the reform, esﬁablished from the country’s point of view a
commitment by the Fund to give support, but from the Board’s poing of view
it was a rationed support which they felt was much more likely to be safe
and responsible in achieving their aims. I think without that innovation of
the standey, as we were saying, the Board would not have been ready to go
along with many cases.

De Vries: Well, the other idea we had at the time, was that even if the
country didn‘t use the money right away,.they were very delighted with the
idea of being able to use the Fund. It depends on what time period ydu're

talking about here.

Thorson: You‘re talking about similar cases?
Finch: Yes, Argentina in ‘58.

De Vries: I made a list here of stand-by arrangements with Latin
American countries in the mid and late 1950s: Chile was in April '56;

Brazil, June '58; Peru had‘some of the earlier onesg, ‘55, ’56.

n
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Finch: In each of the reforms that I had to do with, there was money
up front, both Fund and other monies; in Bolivia, it was largely U.S. money.
The idea of the stand-by which had particular attraction for the governments
too provided a yearly arrangement which permitted you to exercise surveil-
lance and see that the reforms were carried forward and consolidated in that
period.

De Vries: As a supplement to that also, one of the arguments of ERD
staff was that countries were reluctant to--same thing with QRs--they were
reluctant to liberalize, using GATT terms, because they were afraid that if
they lifted restrictions they were going to get a big flood of imports.
Therefore the idea that they would have Fund money available was that if
they'got that big flood of imports, they could feel freer to go ahead and
liberalize. And our expérience wasg that in most cases, they did not get
that big flow of imports, but if they were worried about that there was Fund
money available to help them cope with it so they wouldn‘t have to backtrack
) and.undo the liberalization.

Finch: Restrictionsg? In most of these réform cases, the desire was
to remove impoft restrictions as‘ well as multiple rates.v It wasn’t just a
change in exchange rates.

De Vrieg: No, we didn‘t want them to substitute QRs for multiple rates.
The June 1957 letter was essentially based‘on a simplification of muitiple
ra£es. Exchange reform was what we were after. Phil and David, you asked
how did we carry the Board along on the new policy. Well, we triea to be
very specific on what we meant by exchange reform, by simplification of a

complex system. It wasn’t just a reduction from 100 rates to 80 rates. It
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was supposed to be a substantial exchange reform, We considered as
simplification reduction of several rates down to two or three rates that
were realistic rates or to placing a sﬁbstanﬁial portion of exchange
transactions into a free markét, or introducing a unitary~fluctuating rate.
The big change in policy was that cogntries didn’'t necessarily have to hove
to a new par value. They didn’t necessarily have to have even a stable
fixed rate.

Finch: From an area department point of view that was the policy
that they implemented. The ERD-~backed decision was one which was used very
heavily in Latin America. You’d go to a country and say the Board has
endorsed the availability of resources for you if you reform, and if you
undertake to unify we can give you that support. We wen; out to countries
and actually tried to use that as a devicezto promoté change in situations
which seemed to the staff to need fairly rapid change. There was a little
bit of éolitiéking associated with it, and when the staff tried to push
Brazil into acting, Brazil was powerful and well represented with ﬁgranagua
at the time, and objected to the staff using this as pressure on them. They
Qege able to successfully resist that in that early transa?tion for méjor
reform. I remember at that particular stage going to Frank Southard as U.S.
Executive Director. and trying to get his support forithis action, supported
by the new financing, for effective elimination of multiple exchange
practiées. And he said £o me quite frankly, "Lieftinck got away with it for

Yugoslavia, I‘m not going to let the staff push Brazil around.” He was

quite sharp on that issue.
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De Vries: I think‘thé other thing that we began to offer countries,
maybe less important than the money, was technical assistance. This is when
a lot of technical assistance was going to the countries after. ’'57, ’58..

Thorson: Under the June ‘57 letter, each case had to be judged on its

. merits. Were the implications actually substantial ones 6r was it mainly

window dressing?

De Vries: fes, yes, the éimplificatigns.were very substantiai and
meaningful. When you asked earlier how did the‘ﬂegal Departmgnt go along--
from my notes here, I reﬁember~gow-—the new 1955 letter also sounded a
warning no£e to members that the Board would no longer approve complex
systems. In the bast the Fund had been g;ing along saying to a gountry,
you‘re illegal but we'il approve this practice temporarily and let you get
awa& with it ‘but we don’t like it,'and this kind of thing. ﬁow under the
new policy the countries were Qarned that if they didn’'t simplify, tﬁey
might- have mpre trouble with the Fund, ﬁecause the ‘Fund now had a mofe .

lenient policy in which they could. reform their systems without going all

the way to establishing a.new effective par value. If they had a simple

" multiple rate system, they didn‘t necessarily have to have an effective pér

value, anﬁ still they could get Fund resources. ‘Also the Fund woﬁld providé
technical assisﬁance, fér the exchagge refdrm; Therefore, there was noj
reason for a country to be unduly cautioug aboué-undergoing exchange reform.
The Fﬁnd would not approve all sorts of multiple rates and it migh?tgell
ﬁéve been thatAthe lawyers were happy with the new policy because‘tﬁey weretﬁ

getting concerned about the fact that the Fund wés approving all»kinds’of



- 28 -

things that the lawyers really didn‘t want to have to approve just to keep
the country strictly correct. | |
Finch: The dynamic of it was that you would ask these countries

. during your first mission to have a consultation offering to approve on a
temporary basis whatever néeded fixing. But the duration was not set early
and thus different area Aepartments were following somewhat different
policies. It was necessary that a Board policy‘be followed. We used the
new policy to thrust toward action. It wasn’t simply conditionality on
financing put they developed a policy approving restrictions in annual
consultations; non-approval is a difficult weapon to use. If you disapprove
and nothing happens, it devalues your jurisdiction fairly rapidly. So that
it was very important that you had the money to make things work out.
Nevertheless there was a‘clear need for the Fund to take seriously approval

under these consultations and to help on this problem.

Thorsons Was the 1957 letter developed particularly by ETR?

De Vries: Yes, I think so.
Thorson: . Or was it in consultation with .area departments?
De Vries: .Well, it was mainly the Latin American Department and the

European Department that were‘qonsulted-—and of course, the Legal Department
too--but it was basically an ERD legal paper. But the staff of the Latin -
American Department liked the new policy very much because Bolivia had
already begun to do this. Paraguay started to do this. Chile was starting
to do.this. They were all uhdertaking exegange reforms along these lines.
And the new policy was much more in the country’s interest. You could see

that the countries and the Fund could work together better on this basis
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that they cogld in the past.‘ So th; areé aepartments'had no tréuble with
;ﬁe new policy. Of course Liéftinck and the Yugoslavian authorities liked
it vefy much beqause.it gave‘the Yugoslavs the ability and rationalg to
simplify the system four years latef in 1961. It gave them a basis to,gtdrﬁ
gett;hg rid of that entire fugoslav exchange rate mess that they didn‘t have.
before. The Legal Depart@ent liked the fact that they wéren't approving all
thése "funny money éractices". (LAUGHTER)) The Fund iawyers and the Board
didn’t have to go along approwving them just tolmake sure that the memberuwas
not illegai under the Articles. Aand then in a&dition we were pointing out
to the lawyéré, and they wé;e very aware of that, the cbuntfies were not
coming in for approval of all the changes in multiplé rates that thé Fund
was sﬁpposed to be appro;ing under the December ‘47 l;tter. You recall that
every time a éountry made a change it was supposed to get the Fund’s
approval. But often we didn’t even know.about‘the chaﬂges being made. The-
country was not even informing the Fund. When we prepared the Exchange
Restrictions report, on the basis of new ahnual information’ from the
country,'wg would find out about ail kinds of changes in countries‘ rate
systsms, ;ery substantial changes,‘that we didn’t even know about. A lot Of
these)couhtries were ju;t not consulting with tpe‘Fund or getting Fund
approval. We had Al Mattera in tﬂe MCP Division ;nd one of h;s joba, befofe
we had the Morning Press, wés to gé‘through'the New York fiﬁes and the Wall
Streét Journalxandxfind wbat‘changes had been made in multiple rates that
were published in these éapers. Yes, we’d find changes'in rate syatems
o>ften by #eading them in the papers and then we’d have to sefzd cables to the

_countries gaying, why didn‘t you tell us about this change you made? Of
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course the Legal Department was very upset about this situation because it
meant the countries were/pursuing illegal praétiées. So the lawyers kﬁey,
as we did, that the 1947 letter wasAnot working.
Thorsgson: When didAthe'anﬁual Exchange Restrictions Report get started?
De Vries: I think it was in 1950. Yes, Irving'said on his tape that he
thought that the first one was drafted in the old Operations Depé:tment and
it was iq March 1950 ghat the Ekchange Restrictions Department was formed
and the Operations Department abolished. I thought that we had pfepared the
first one in ERD but that’s what his memofy_was‘ Perhaps ERD went over a
draft prepared in the Operations Deéértment. If I saw the report égain} I
could probably tell you. ‘In any base, the next year‘s report was written in
ERD. | ’
Finchs The problem of knowing what multiple rates existed, some of
it was just that these couhtrieé‘were not following.the Articles and some of
it was very much Fund intgrpretations of practices in the countries. They
didn‘t think what they were doing involved multiple ratea'until the F;nd
staff made the determination. So there were quite‘a lot of reascns they
weren’t consulting. They weren’t just trying to av&id it. Another point.on
the reactions of the Board to it. I‘thigk £hat a fair number of peogle in
the Board from these countries were quite anxious tp push for;refﬁrm. They
thought they’d seen the benefits of.changes that ‘had occurred in Europe as
this maze‘of bilaterals and restrictions was gradually cleared ogt, and they
felt their own cou;tfies would similérly benefit. You had, particularly
from counﬁriesylike Mexico; a lot pf~suppoft to iﬁprové the policies and

Executive Directors were quite happy, even if it did put some pressure on

.
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gsome of their countries, to bring changes they thought would be very
helpful; The financial people in general were the ones that welcomed the
thought that there would be money associated with getting the actions that
were urgently needed iq many of the countries. 8o we had a lot of support
throughout Latin America particularly when you were trying to do things.
KThe Board members typically were the ones that were more on your side than
some of the po;itical forces back home.

De Vries: - Also, in trying to understand the economic purposes of
multiple rates, we studied what some of the adverée effects, especially‘of
the complex multiple rates, were. We were saying to countries, here’s what
you are trying to achieve, and on the economic side this shows that you‘re
getting worse effects in terms of misallocation of resources that you think
you're getting. I, myself, spen£ a lot of time working on what were some of
these adverse effects from the country’s point of view. I was not worrying
about the legality of the exchange system but concentrating on whether the
country was actually achieving its objectives. Fér example, I would say,
here is your objective; this is what you're trying tg do. But then I°‘d ask,
are you really gettigg the amount of revenue that you think you‘re getting
and at what cost are you getting it? Are you gefting more of a distortion
on your export side; are you getting imports that you don‘t want? Are you
getting black markets as a result of four syétem and that kind gf thing? |
Finch: There was a very heavy tendengy to give subsidies through the
exchange systems. The central banks or I ghink the governments were
creating inflation by the imbalances between the two sides of the exchange

system. You’d find that in order to ease the problems on petroleum, the
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Central Bank would be giving a special rate for petroleum and a rate at
which you wouldn’t be able tb;buy the exchange. Thus the effect was a big
subsidy not going through the budget and not well understood by tﬁe public.
Financial people, particularly on these issues, were on the side of the Fund
trying to put some order into it. Sometimes the rates were coqstructive.
Thus Brazil had a particular problem on coffee and the Fund had to more or
less go along with it. They had in their Constitution, as I remember, a
provision actually adopted from the U.S. that they couldn’t put more than a
5 percent export tax on any product. So at 'that time, they were getting
heavy téx revenues from having a discriminatory exchange rate against
coffee. They understood very well that this was a way of taxing, bypassigg
their Constitution. But from the financial point of view it was sort of
turning upside down for the Fund to press for it to end. The Fund wanted to
see more tax‘revenues to balance the fiscal deficit but it was very
difficult for us to say, well, just change the Constitution. So you were
forced intolaccepting it, but if the law permitted the tax another wa&, we’d
have tried to press for it.

De Vries: Ihe Philippines had a similar situation. They had a 17
percent exchange tax because their Constitution didn’t permit thém to change
their par value without the approval of the U.S. Congress.

Finch: There were situations where we had to acknowledge specific
legai impediments.

De Vries: Yes, I think it was the U.S. COngresé, I'm pretty sure, it
was the American approval of change from the Peso$2 rate that had been set

up when the Philippines became independent. But the other thing is, as we
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often pointed out to countries, there were géod uses that they could make of
multiple rates, as you, David, commented on in the Brazilian case. In fact
when I was down in Colombia in 1959, I wrote an article that later appeared
in staff Papers emphasizing how, in certain situationf, multiple rates could
have good uses. In fact, amusingly enough, just before I retired from the
Fund in 1987, a staff member of the Research Department called me aﬁd said,
"I'm working on a new study of multiple ratés and I‘ve read your érticle in
Staff Papers. I;@ surprised to learn that you’re more in favor of mulﬁiple
rates than the Pund is today. I never read anything so favorable.”
{LAUGHTER) To repeat, the new policy of 1957 was a definite attempt to show
cougtries that it was the complexity in their exchange sysfems and certain
types of multiple rates, such as auction systems, and the bad uses of the
multiple rates that the Fund was against; ;ountries could find good uses for
them, and that there wergejustifiéble uses,

Finch: One point I’d I;ke to make. My first mission I headed was to
Bolivia and we had Nicoletopoulos and Woodley on that mission. Jack Woodley
who was the reasonable one who accepted a very.limited'use of exchange
taxes. There was a virtual disintegrating central regime that couldn‘t
raise funds so we used the exchange tgx. George insisted on the legal view
~and opposed it. But Jack Woodley, just like you are now saying, showed
understanding.

De Vriesg: Yes, yes, well Jack came back to the Fund around ‘55. He had

been in NATO for two or three years.
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Finch: He was on many missions for ERD froﬁ ‘56. In ’58 when this
happened he was well»acquainted with the problems and very sensible about
them.

'De Vries: The combination §f general policy under the new policies and
the area department work was very effective. As you said, by 1958 Argentina
had abolished their multiple rates, Yugoslavia did it in ‘61, many countries
went to a fluctuating unitary rate and eventually some of them were able to
stabilize their rates. As you mentioned, Bolivia actually had a ratg that
they could have fixed as a par value, I think Costa Rica, Korea,
Philippines, Iran, Thailand, were all able eventually to stabilize those
unitary fluctuating rates and make them par values, so that we really
achieved our objectives and did so not too long after the Européan countries
had adopted convertible currencies. The Europeans also attained
convertigilitf'in 1958 and by the early 1960s most of the multiple rates--
certainly most of the complexifies of multiple rates--had algo,béen
eliminated., Of édurse, it was about ghat time that I resigned‘from the Fund
(LAUGHTER); so mission accomélished.

The only thing that you may be interested is this. 1In the last issue
of Finance and Development there are thrgé books that Jacques Polak '
reviewed. One of them is a book ﬁy Lance Taylor, the MIT professo? who’s
been a critic of Fund policy. Anyway; he had written a book called "The
Varieties of Stabilization Experieﬁce?.5 All of these three books are about
countries’ experiences with stabilization, of course, more recent
stabilizationlthankth;t of the ’?0; and early ’'60s. What Jacques Polak

notes--I myself haven’t read Lance Taylor’s book--is that Taylor suggests
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that what countries need to do rather than submit to the currenﬁ Fund
conditionality is to go back to multiple exchaﬁge'rates, auction markets, ¢
free markets, and all the things that we were working on in the “50s and
‘60s. It of course convigces me again that academics are very much behind
what Fund people learned a loné time ago. Similarly, Professors Jagdesh
Bhagwati and Anne Kreuger camé to a semipar here some yearé_ago, I guess in-
.the ‘60s, maybe it was even in the ‘70s. They had wri£ten a book about what
had been countrieé' experience with exchange controls.. They were saying all
the things that we on fhe Fund staff had known in the ’'50s. But anyway,
Jacques Polak in his review said, "I think Lance Taylor is in another era, a
past area of economic development." Well, that’s about all I have, I‘ll be
glad to answer any questions.

Thorson: Margaret, that was a very thorough and schola£ review of an
exciting period. A tribute éiso to your galents‘as an Historian.

De Vries: It was a very exhil;rating period. As a matter of fact, when
I Qrote the section on multiple rates for the History, the first chapter I
did was the Multiple Rates chapter because I co;ld do a lot of it from
memory, checking a few files, but I could easily do it. AIt was a
fascinatiné period, re;lly. I don’‘t know where the Fund stands now in
regard to conditionality and the use of multiple fates. David, you are up
to date on that.

Finch: Well, I'm not‘that up to date. I think that looking back on
that period there was a lot more intellectual sqéport for multiple rates in
- the sense that academic economists gave justifications fo;vusg to aEhieve

specific ends. There’s still some of that around, but I think a wave of
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antagonism to government intervention has pretty much eliminated the
thought thgt somehow the government will fix pribes with full attention to
economic performance. I don‘t think anywhere, really...

De Vrieg: You would have thought today’s countries would be against
exchangg controls since they are trying to get to market systems. I wonder
whééher some of the Eastern European countries are going to follow the way
that Yugoslavia went as they try to get rid of central planning. Will they
turn to multiple rates? (LAUGHTER)

Finchs I think that they understand the need to eiiminate exchange
rates which are unrealistic énd to try to create a market-related exchange
rate wiﬁh a convertible currengy to spéed the right market prices. I think
the attitude toward multiple rates’has changed. You wrote a History of the
Fund from phe records of tﬁe Fund, which automatically drew on documents,
particularly Board records. The question that Phil has basically been
raising in these reviews is the s;aff role in developing particular concepts
used in these documents, and whether there shouldn’t be more done to record
that. Your sources tend to create a risk of giving the History relatively
an official flavor, I think that probably.... Whatkl'm wondering is how
much you would feel if you were writing outside official support, what
should you want to stress about in this period.

De~Vriés: You are ask%ng how much the étgff role is reflected in the
written Hisﬁories of the Fund. First, today I have tried to bring in
Irving’s role and what we'did in ERD in the ‘50s. As I 5u9t mentioned, much

of this is in the written History, presented, of course, in a more formal

manner.
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Finch: Yes, but how would you stress the difference in what you
would have written as compared to your statement today? What would you be
wanting to stress on that period?

De Vries: I have heard you raise this point, David, many many times to
me, the point that the Histories relied only on Board documeﬁts. I should
like to clarify how and why the Historieé were written as they are. First,
ags you know well, there are eight volumes of the History; these were not all
written alike. The first set of three was done more by Keith Horsefield
than by myself, and Horsefield was very anxious to have doéumentary evidence
where it became legal, and he did that for a very deliberate reason for
everything he wrote. For one thing, we had never had a History of the Fund
before; he was breaking new ground, and he was very concerned that the Boardv
might not approve of the manuscript. We thought that it was posesible that we
were going to have to have Board approval of the draft and that Executive
Directors were going to go over the manuscript line by line the way they go
over the Annual Report, and Horsefield was very conperned thgt if we got
into too much of what the staff was doing, that the Board might not be too
happy with it. 1In fact, some Executive Directors were surprised at ﬁhe
draft we did since we named individual Executive Directors. 1In that sense
Horsefield was very innovative. Kafka and Lieftinck expressed surprise that
Executive Directors’ positions at Board meetings were being revealed. But
Horsefield believed that the Fund’s actions and progress were really |
reflected in the Board’s discussions and so his First Volume was based
principally on the minutes of the Board’s meetings. I remember Kafka coming

up to me and saying, "you‘re really going to publish that manuscript with
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all those names in it?", and I said, "yes, that’s our intent". Horsefield
felt that such revelations made his chronicle much more candid‘ané useful.
Bpt, if he was going to pu;sue this course, basing his writing on
documentﬁry evidence was imperative. ihe History could not be based on
hearsdy. |

In Volume II, most of which I did, it was‘not my intent to concentrate
only on the Boéid, In fact, I had lots of discussions with Horsefield and
;igh Southard emphasizing that I wanted to have much more in about the role
of the staff because I felt, like you:do, that the staff is mainly
responsible for the work and the thinking. For éxample, I.included
descriptions of the differences in approach between the Exchange
Restrictions.nepa;tment and the Legal Department and things of this sort,
suéh‘as we discussed here today.
Soﬁthard finally agreed tﬁat in Volume II I could put in much more about the
staff’s role, and I think if yoﬁ read it there’s lots more about the staff
thah in Volume I. But it is very tricky to include the Btaff's'role;>you
underestimate the difficulties iﬁ doing so. For instance, the very first
thing that happened to Horsefield when I argued with him tHat he should put
in more éhout the staff was that he did a chapter that mentioned Jorge Del
Canto and some of the other people by name. Golly, the arguments that pe
had ab;ut this chapter were terrible. Other staff queried, was it reaily
Jorge Del Canto, or was it Javier Maréuez, or was it gomebody else? No
&ocumenﬁs existed to verify who dn the staff had contributed what. In fact,

I don’t know if you remember Eduardo Lazo. Well, Eduardo came to me almost

in tears saying, "Look, this was our initiative in my division; it wasn’t
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done at the higher level®”., At this point Horsefield said, "Look, I‘m not
going to spend my life arguing with the staff about who did what". It is
partly a matter of egos and it is subjective. It is very hard to attribute
some things. Even §ent I went back to the topics we discussed this morning,
I can’'t remember although I worked very close with Irving, how much.
initiative had come from me, when I said, let’s do the economics of multiple
rates or do we do this or that with Yugoslavia, I don‘t remember whether it
was his idea originally or my idea. So much is a mutual interchange.
Consequently, whéé I did in Volume II and even more:volumes of the History
was to give the staff a lot of credit generally as "the staff". The staff
did this or the staff position was this, etc. This contrasted with
Horgefield’s Volume I. When Horsefield mentioned the staff, he took it from
what the Board minutes said, such as the staff presented such a paper, etc.

which was mentioned right in the minutes.

Thorson: Not even identifying Departments?
De Vries: No, he didn‘t identify Departments. Gradually, when I wrote
»~

the subsequent volumes I became freer as time went on and in the last three
"volumes of the History there is a great deal about staff views, mentioning
individuals and Departments. For instance, there are passages saying that
David Finch in ETR disagreed with a position taken by Allen Whittome in the
European Department. I didn‘t just stick to Board minutes at all. I talked
to dozens of people. As you know, I talked to you,uDavid, I talked to Alien

Whittome, to all the Managing Directors, to numerous staff in all the

Departments, as well as -to many "outsiders", such as thoge on the Committee
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of Twenty. Moreover, I circulated the draft manuscripts for comment by
virtually the entire staff.

Finch: The reaction is interesting for I think it is right that
anybody trying to write not just a personal view should be careful of
attributing things to particulgr people. The issue that I think is still
Phil‘s question is the degree to which conditionality, or in this case, the
initiative, came from the staff or from the Board or....

De Vries: Well, I wouldn’t say that the initiative on Fund policy came
from the Board but the question is from whom on the staff did initiatives
come. That’s the question.

Finch: That is the interesting thing. I doubt whether on
conditionality and stand-bys strictly that the Board was the moving cause.
I think Cochran, if you‘re looking at his time, I think Cochran‘’s desire to
use the Fund constructively in the developing world and his tending to set
up a network of people he could rely on, to use the implicit power of the
Fund, was a much stronger thing in that early period than perhaps comes
through in the Histofy. We all went along with it, with a little friction.
But it‘s a question, if you were looking over this period, of giving a
description of th it has evolved. What reflections do you have on whether
it was Cochran, Friedman, not to go lower than the staff? Or whether it was
a staff technical economists’ judgement, or political factors?

De Vries: I did not have the feeling that Cochran was a big force; he
was a big force with regafd to member relations, a big force in wanting to
have area departments going to countries and doing things with them. But I

did not have the feeling that he was a power in saying whether the multiple
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rate policy was wrong, ;r whether the Legal Department’s view was right
instead oflERﬁ’s position. I did not have that notion at all.

Thorsont He wouldn’t have known. He was not a master at economics.

De Vries: No, and Ivar Rooth ceftainly wasn’t into the appropriateness
of multiple raté policy. When Jacobsson came, that was different.

Fi#ch: He had religious beliefs én that.

De Vries: That’s right. 1In fact, James Raj.leff the Fund because he
felt that Jacobsson was being much too strong and orthodox with regard to
India, and Raj felt without a doubt that Jacobsson’s orthodoxy was a very
serious problem. But David; coming back to the way I did the History,
because I know you have told me this many times, and I know you feel that I
didn‘t have enough in the History on the étaff(s contribution, I want Eo
“tell you something about the World Bank History. Two things, actually
perhaps three. The first one is, the World Bank History did do what you
like, to try to identify whb went on what missions, and what missions were
the more crucial ones. When the staff saw the manuscrip£ they didn‘t like
it. I don‘t know anybod§ on the Bank’s staff, and I know lots of people in
the Bank, that felt comfortable about what‘the World Bank History said about
the staf}’s role and contribution. The staff who were left out éay, "Gee, I
got left out. How comé Waterston, for example, was mentioned and I’'m not
mentioned, because after all, I did more missiéns than hé did; or_I did more
important missions." So, the staff who got left out objected. But.the
staff who were included also had reservations. It so éappened for example

that Bob, my husband, Qag included, but he didn’t like what he was included

for. He was included for a mission to Ecuador or something and he said, but
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the things that I really did want to be remembered for were my missions to
Brazil or my work on Colombia, But I shouldn’t have gone down in history for
that relativéiy less important mission into Ecuador. So that’s one story,
the staff who got in didn‘’t like what_thef got in for, the staff who got
left out felt excluded. Tﬁese are real dangers when one is writing history.
One of my great satisfactions is that everyone inside the Fund, iﬁ member
governments, and academic reviewers hgve hailed my ﬁistories as authorita-
tive, objective, and yet frank and revealinq.

Referring tolwhat is in about khe staff, when I did the end of the last
Volumes of Fund ﬁisto;y, I used some}guidelines of which‘staff would be
mentioned individually at the end of the volumes. Admittedly, they were
selective, I used the criteria of:staff who had been in the Fund for 20
years and who had attainea alcertain.rank (I used Division Chief and above).
I had to usé a rank as well as a longevity criterion. My secretary wanted
me to list her and others of the éupport“staff whoAhad been in the Fund forl
20 years an& longer. I would have had to list too many, for example,
chauffegrs and some of the other support people in your shop, Phil, in
Administration, who had been here a long time.\ Admittedly, thes; people had
not becomg Division cﬁiefs but they had beeﬂ doing very important work.
Nobody is disparaging that, but‘it was not of the type to get their
contributions written up in the History. One of the reasons that I did
‘describe numerous staff individually--and it was no easy job, believe me-;
was because Horsefield gotla lot of.flack from, you know who? Walter
Windsﬁr! Walter objegted'strongly’that he was not mentioned in Horsefield’s

history. 8o when I got to the next Volume of History, I included staff who
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got to a certain rank and who had been in the Fund for a specified length of
time, regardless of what Department they were in or the nature of their
work. These staff were going to get listed somehow, I decided, so at least
when they looked in the index they would find their names there. 1In

" Horsefield’s volume, this had not been done and, as a result, some
Department ﬁeads complained and said, "Gee, if you‘re even a Temporary
Alternate on the Board you get cited in the Fund’s History, but you can be a
staff economist or even a Department Head for a long time and not get
quoted. Actually, I don‘t think you appreciate how difficult it was to
include staff names in some objective way that‘everyone will accept. Even
gathéring the information, once I had decided the criteria to be used, was
difficult. The personnel office could not supply it, I pieced it together
myself.

Finch: No, I think the Fund History stands out as being effective in
giving a flavor of the staff views. And I don’t think it‘s wise to get into
detail because....

De Vries: If I went into more details about the staff, I’d never have
been able to get the History out. 1In fact, I'm proud of the fact that I did
my fellow colleagues a big favor by including as many of them as I did.
Finch: No, if there’s anything important in these things it is not
to give a more personal flavor about the way in which the policies evolved
but without names attached it‘’s a question of what was the input of these
specifically the economist nature of the Fund staff. I think to a degree
the conflicts with the Legal Department were resolved because of the

attitudes of the particular economists and lawyers involved. But how much
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of what'’s happened in the Fund has come out of good economics and how much
from inqovative law... I was injecting at times that the Board was a
favorable instrument in a sense that you had people there you believed to be
particularlf supportive of the ideas advanced but I doﬁ't know if there is
anything particular at all in this period that you’d like to summarize....
If you had been writing the first version of that period, because this is
back in Horsefield’s period, if you were freer of the restraints that

' Horsefield had, what would you be saying?

.De Vries: Yes, yes. I understand what you‘re driving at. Confidently
I can say that I don‘t feel I was under restraint in writing the.Histories;
I marvel at the freedom I had; so have many outside reviewers. The Fund
deserves credit for giving me such a free hand.

Finch: But what about conflict between ERD and the area departments?
De Vries: The fact is that most of our debate was with the Legal
Department...

Finch: But you haven’t described any problems with the area
departments... In effect, they didn’t resist?

De Vries; I don’t regard us in ERD as having had serious problems with
the area departments. As I said time and time again, our biggest probleﬁs
were with the Legal Department. There’s no question about that. I remember
one time I had to come in early in the morﬁing and we were having this great
debate with the Legal Department about the point you were réisiﬁg about the ‘
Australians and their use of quantitative restrictions. The questién was
what’s an impoft restriction and what’s an’exchange restriction. What is

the difference? The answer was critical because the Fund could take action
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on exchange restrictions but not on import restrictigns. It was Ervin
Hexner who was constantly contending that the Australian point of view was
right, that Australia had only import restrictions and not exchange
controls. I came in early in the morning one morning and I had coffee with
Hexner and we discussed this question. As a result of this discussion, I
got an agreement with him that we were going to have another meeting.on this
point and that he would propose a broader definition of the kind of
restrictions over which the Fund had authority. I was very pleased. By the
time Irving Friedman came in at 9:00 o‘clock I went to tell him, "Hey, I've
got an agreement with Hexner on import and exchange restrictions". Some
other gtaff member happen to be standing there and he said, "Gee, when you
see a lion in the den, just go in the den and tackle it" (LAUGHTER). So you
see, there was that kind of tension, that kind of debate between ERD and
Legal. Irving was very pleased and said, "Gee, Margaret charmed Hexner."
But in any event, we finally got an agreement, a broader definition of
exchange rate restrictions. But all this is written up in the History. I
didn‘t mention Hexner or myself by name, but the nature of the debate and
the issues involved, that’s all written there. Now, as to fhe role of the
Deputy Managing Director in shaping these policies, it’s extremely hard to
sort that out. Southard was very good about keeping notes, but he was self-
evasive in many ways so that you didn‘t really know what his contribution
was as clearly as you might if he had said, "I did this", or "I did that".
Even his notes don‘t indicate that, so any knowledge of his personal
contribution has to be from someone Qho was at the meeting and is willing to

go beyond those notes. The other things in the History really, I think,



- 46 -

should be a history of policy, and not a history of individual staff
achievements. The Fund is known for its team work, its.goordinated staff
work, Also Southard was very anxious, when I said I was going to éo more on
the staff side than in the first volume of History that I didn‘t let the
History look like a confrontatioﬁ somehow between the staff and the Board,
or look like the staff did this and the Board merely went along. He was
very anxious not to have that kind of view in a public history of the Fund.
I didn’t fgel it was necessary either to present that kind of picture in the
History. Now, in the later volumes of the History, quite frankly, David,
you will see places where I‘ve written up views where you and Whittome
differed on some topics. There were several of these I‘m sure (LAUGHTER).
You recall them very much on European countries. Now, I didn’‘t writé fhat
David Finch was in conflict with Alan Whittome or e;en that ETR was. I
think in one of those cases I did actually say that ETR was opposed to the
policy suggested by the European Department. No, I think I put it this way
that the staff was developing this and this view but the European Department
objected. I forget now what the specifics were. ' It was on exdhange
rates...

Finch: Fortunateiy, at the time that we are dealing with, the
differences were quickly overcome. ’It was the first U.K. stand-by that we
had real trouble with. Alén was very resistant in ‘67 to specific ceilings
and he was virtually excluded by management from the negotiations ;ith the
U.K.

De Vries: No, what I'm referring to was something that happened later

in 1967, in an episode in the Witteveen'years, when Whittome didn’t like

s
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some proposal you were making and as I said, I got tﬁis information from
’internal documents written by the staff; not even from interyiews. It was
written up, because you had written some papef to-the Manéging Director and
Whittome had written a counter paper to the Managing Director. But now this
is not something you want to publish for the Lance Taylors of the world?
(LAUéHTER)

Finch: ; I think to a degree the Fund needs to humanize itself. I
wouldn‘t object.

De Vries: Oh, I do have this "humanization™ in the History. It doesn’t
say David Finch vs. Whittome but it does say that this debate was occurring.
Finch: What I think Phil was grasping for befpre—-the Fund has led,
I think, a very unusual interdafional collaboration; I suppose it was shown
in the creation of the SDR. You had a community which was quite clearly led
by Polak and Gold with Bob Solomon and others actively supporting.

De Vries: That all comes ogt in the History. The special roles of
Polak and Gold and even of several other staff members, sucﬂ as Marcus
Fleming, Ernest S£urc, Earl Hicks, and others.....

Finch: But on condi;ionality what Phil is ;ooking for is whether it
was to a degree a natural' evolution of collaboratiqn or if itlwas in fact
somethiﬁg which....

" (SIDE 2)

De Vries: I don’t think there is anything éom;arable‘in conditionality
that’s comparable with the role that Polaﬁ had in the initiation of the SDRs

and that Joe Gold had incorporating SDRs into the Articles of Agreement,

under the First Amendment, or comparable to the big personal role which Joe
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Gold had in the Second Amendment of which he is much more proud. I don’t
think there’s anything comparable tovsingling out specific individuals in
the évolution of conditionality.

Goipg back to the relations between ERD and the.area departments, I
* recall one episode with the Eﬁropean Department. There was a man named Max
' Sstamp who was the head of that Department. I remember Irving mentioned him
in his tape. I remember St&mp sending a paper to Irving for his approval,
saying, "Well, we have to have your signature on this immediateiy. I'm juét’
going to write that this papér is approved by Stamp and Rubber Stamp
(LAUGHTER). But I don’‘t recall that we really had any serious ffiction, any
strong friction with the area departments. Irving always had a feeling that
the staff of the Western Hemisphere Department were very anxious to do their
own thing but £he¥ were very happy to have ETR’s policy work since we were
liberalizing Fund’s policy. We weren’‘t their bug-a-boo! (LAUGHTER)
Thorson: You didn’t get some of the feedback that I, and I think David
got, that ERD>would have the reputation of holding up their papers. They
were champing at the bit. We are late for the Board and Irving would be
sitting on the papef. (ILLEGIBLE)
De Vries:' At this stage? 1In the 1950s? It may be that Irvihg wasn't
getting out the papers rapidly enough, I d&n't know.
Finch: 4 Irving gave the impression of being autocratic at times; I
think. Of course, clashing egos didn‘t waﬁt to always wait for Irving’s
views. So often it was reflecting. When it came to operations obviously
there were decisions being made which had to be‘exeCuted quite quickly and_

someone like Walter Robichek or Al Costanzo probably felt they just wanted
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to get Cochran’s approval. Anything ERD was going to‘do made a bottleneck
Jand..ee.. ,
De Vries: That could well be, but remember that you, working with
Costanzo and Walter Robichek in the Western Hemisphére Department would have
more the flavor than I would. (LAUGHTER) I was wofking with Irving to try
to dévelop the general policy and I wouldn‘t know the rest.

Finch:' I understand.that. The issue had some importance.in the
sense that when éondition;lity——when there was an attempt to put some order
vinto it--I went first to Research for a year, I,was(doing the job in
Research rather than ERD because it was felt that the area departments would
resent the additional power being given to Irving and‘I suppose, at that

stage he was in the last stages of unhappiness over where to go.

De Vries: He left in ‘64.

‘Finch: Well, this was the year before he left. I spent that year in
Research.

De Vries: I wasn’t in the Fund then. I didn‘t even know about that.
Finch: In a sense, the dominance of Irving on exchange restrictions

was felt by the area departments as if it were a move to cut into other
~aspects of conditionality--that if Irving had got that within his approval
_jurisdiction it would have been difficult for theﬁ. And it was only when
Sturc as an area department man was made head of ETR, fhaf conditionality
was moved into its responsibility. You wefen’t in the Fund at that time,
bu£ it’s true that some of these personal aspects di§ intrude in the
procédures and probably delayed éolicf.decisions. It wasn’t until ’'68 we

got a uniform decision on conditionality.
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De Vries: I thought that came as a result of and after, the 1967 U.K.
stand-by arrangement.

Finch: It was between the first and the second U.K. stand-bys. The
second one was made in accordance with that'paper. But prior to that there

was a lot of division between area department practices and, in a sense,

disorder.
De Vries: Animosity is too strong a word.
Finch: Well, we in Latin America had quantitative ceilings and

detailed forward financial programming and European didn‘t have any.
Therefore, practices diverged. In a sense, programming, if you were being
objective about it, was probably delayed by the doubts of the area
departments, about giving ERD control. Possibly also Southard had an impact
as he came with an understanding of the Board‘’s lack of control. It may
have been that Cochran rather liked having a loose format so that he could
work directly with individuals like Sturc on this.

De Vries: Well, the Fund was simpler, smaller and simpler.

. Finch: Yes, smaller, but nevertheless in the history of
conditionality it was much more democratic. Idiosyncracies went into it
because what was happening in Yugoslavia reflected Sturc, what was happening
in Latin America reflected _

De Vries: No, actually it was Wyczalkowski. He and I went to

" Yugoslavia in 1955.

Finch: All I am saying is that there were differences....

De Vries: What you’re saying is that the area departments had more of a

role in this.
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Finch: The Fund created a different sys?em later, it was obviously
affected by personalities, in a sense, there were sufficient tensions which
one can imagine...

De Vries: I don’t believe that in a public history you would want to
describe that kind of thing. I think everybody knows that‘in any
institution there are staff member rivalfies, egos, people playing
favorites, all this kind of thing, people working better with some people
than with other people. I don’t think you would want to, at least I
wouldn’t, want to write that kind of a History. I always wanted to have

. what I wrote in the History to reflect good credit on the Fund, otherwise
why should the Fund publish it? But if one gets into the kind of stuff
you’re mentioning....

Thorson: I think that sort of rivalry was at a minimum considering
this was an international staff, people coming from all over, it was
remarkably free of personal rivalries.

De Vries: Yes, and I don’t think Southard was worried that I was going
to get into too much of those personal rivalries on the staff. He was more
concerned that the History should not look like there were fusses between
the staff and the Board. Even that, as I look back at it, maybe I look
through rose-colored glasses when I look back at it, but even those fusses
weren't all that bad. I don’t know about today, but certainly not in the
early days. There were some acrimonious debates that Irving had with some
Board members over the content and procedure of the consultations, back in
1951. The ones that I remember the most were the one over the quantitative

restrictions with the Australians and the British in the sterling area. The
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ones that I mentioned before, Ceylon having a>surélus, Malaysia having
surpluses in their balance of payments and especially in their-b;lance of
payments with the United States at a time of the world dollar shortage and
that these dollar earnings were going into the sterling area pool.

Therefore there was a great fear by the British espécially that if we
consulted with Ceylon separately, or consulted with Malaysia separately,
that we would advise them to relax their restrictions and they wouldn’t have
these dollar surpluses any more to contribgte to the sterling area pool.

But relaxaﬁion of restrictions was in the interest of Ceylon and Malaysia.
They would get more imports. This was a very acrimonious debate. These
were substantive debates, over issues of policy, not tensions dug to egos or
personalities, and they rightfully belong in a history of an organization.
In the end the staff, especially Irving, won those debates, giving the Fund
and the consultations a big férward push. Horsefield revealed those debates
from‘the Board minutes even in his History. Where the deb;tes of that sort
were critical to the history of the Fund, I think you’d find that they are
pretty well written up. And I did, too write up details as to how

the consultations got started. This bqsiness about the European Department
and other area departments trying to work around ERD is, as I said,
something I‘m not aware of, but being in the ERD Department I obviously
could not tell how much others were tryihglto get around gs. (LAUGHTER)
Finch: Some of it, of course, is quite bureaucratic. nge‘of the
differences I had with Whittome I can.understand Whittome’s unhappiness.

ETR was always tryiné to tidy up exchange restrictions, and had a rule that

stand-bys would autométicaliy include conditions on travel allowances.
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Whittoﬁe had just concluded negotiations with the French and had left out
this clause. I went to him and said, this is a requirement, you have to go
to thelFrench and talk to them and get them to include some statement. Of
courgse he resented it bitterly that he was being asked to bother them with
such trivia after a major negotiation. But that happens with any sort of
bureaucratic rule.

De Vries: This business about which staff’s views you take cameAup very
graphically in a chapter I had in the second set of volumes of History about
a meeting in Bonn of the Group of 10. Both, Jacques Polak and Joe Gold had
been at that meeting ana I wrote up their interpretation of that meeting. I
talked to both of them and read the documents, including the minutes of the
G-10. We had quite a bit of discussion, and I wrote up my interpretation of
what I had learned. I gave it to both of them to read in draft before I
finished the History. Polak came back and said, "No, this isn’t right,
you’ve got to change this, this is what happened" and so on and so forth.
So I thought, well, folak knows, he was at the meeting, I wasn’t, so I'li
change it to réad his way. I sent the revision to Joe Gold, and Joe said,
'"Oh no, this is all wrong, Jacques got it all wrong, this is not what
happened, this is what happened!™ So, how was I going to solve this? The
only way I knew how to solve it was to send them each the other’s comments,
so I sent Joe Gold my draft of what Polak was saying and I sent Jacques

. Polak my draft of what Gold was saying and I said, "Now, you fellows agree
on what you think happened at that meeting or let me be the arbiter after
talking to both of you." You know, they couldn’t agree and they came back

and said, "Now you know everything we’ve said and how we disagree. You
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. .
write it." So, that was an indication that they needed an outsider, an
arbiter, and a neutral person to draft a suitable version. Like I said, I
would not have liked to have gotten into some of the other conflicts between
sféff members..(LAUGHfER) The History is not meant to be a glorification of
any ihdividualé; In fact, Kafka objected at times, he said to me once, "You
khow, I think what you do when you go over the Board minutes is to count the
person who spoke the most and include him the most." I said, "This is very
" unfair, not trdé at all, I try to pick out what seems to be representative
views". Obvioﬁsly, you cannot use all the Board ﬁinutes in the History, but
I try to pick out what seems to be representative of each person‘s views;
So anyway, so much for explaining hoy and why I wrote the Histories as I
did.
$horgon:; I‘d like to raise one minor point. You mentioned that when
you begah to try to reform multiple currency policy, you had three
objectives that you worked out'with Irving. I didn’t get the third one.
6ne was to improve relations with membérs, the secopd one was to understand
the economics of multiple rates.
De Vries: The third one was to broaden our interest and concerns beyond
the ﬁatin American countries to include the Asian countries and the Middle
Eaét, many of which also had multiple rates. I may not have said that. And
I think we succeeded on all three objectives.
‘Thorson: This was the first time‘I understood that ERD was instru-
mental, or one of those instrumental, in easing the policies on exchange

restrictions. You agree with that, David? I had always gotten the
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impression that you were sort of reluctantly pushed into accepting ERD's
policy.

Finch: - Oh, no. The problem always in a functional department is that
you tryvto get rules as much as you can. Once a rule has been deécribed
.then you always have to have an input to try to fit it\into the conditions
of particu;ar countries. The problem, as I was juét mentioning about
Whittome, that once a rule is there ETR became an enforcer. But the idea
that ETR had to be understanding of conditions and realistic about
applic#tion, I think has been throughout.

De Vries: I know you mentioned in Irving’s tape too, the role of a R
functiénal department applying policies uniformly. VActually, that was a
:role, but I regard it more like a secondary role. We thought of our role
definitely as being to work out general exchange policy. Such a policy was
not only to liberalize restrictions but also to simplify procedures. As
Irving mentioned in his tape, it included what he called the short-form
procedure for multipie rates. It was a lapse of time'procedure. But we.
were definitely trying to introduce general policies.

.Finch: Yes, but to be fair, ERD was generally wanting to stress
responsibility. If you’‘re doing something it had‘to be intéllectually
feasible and you were very much trying to lay down what you thought was'’
responsible, and not to depend simply on politics, like Liberia was a friend
and therefore Liberia got everything accepted. That’s whatfi mean by
unifofmity. In a sense, you’re trying to lay down things which you could
justify to someone else outside and not.simply follow instructions by the

State Department. - , _ 4 .
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De Vries: But if look back on my own individual role, I very heavily
empgasized good economics and tried to base policy on soﬁething that made
good economic sense. So my problems were more often with the Legal
Department. Going back to Triffin and Prebisch. I met maﬁy times with
Prebisch on what does or does not make sense, does this QR make sense, and
on the policies for development countries. It was a time when most of my
colleagues were working on Europe, worrying about the European situation‘
because they probably thought that’s where the action was going to be. I
was very concerned particularly about the Asian countries. But coming back
to the Legal Department, even in the History, in Horsefield’s History, he
had Joe Gold write a section. That was mainly because we had different
approaches--Horsefield and I had different approacheé--he had the approach
of basing what he wrote on the Board documents and he was doing the
Chronicle: He was going to_describe year-by-year what the Fund did. I
wanted to have a more overall view of how policy evolved and how we had a
‘role in evolving policy and have much more discussion of staff work in
general, what the staff did as against the Board, not individual staff but
the staff’s role in general as against the_Board's role. But I was only
working part-time at that time. I didn’t have a full book for Volume  IT and
Horsefield wanted Volume II to be as thick as the Chronicle (Volume I). So,
he went to Joe Gold and said, "Will you write something?" And Joe Gold
wrote a constitutional evolution of the Fund, a very good constitutional
"evolution of the Fund. Then Joe Gold also suggested that the Legal
Department look at the whole draft of both Volume I and Volume II. He

assigned my very good friend, Philine Lachman to look at it and Philine gave



- 57 -

Horsefield an enormous amount of comments and difficulty stressing the need

for legal precision. He was reluctant to incorporate her comments. But

when I started

history of the

to do the last volumes of History and I had to write up the

Second Amendment of course I needed help from the Legal

Department so I asked Joe if I might work with Philine. So Philine and I

had many discussions and she commented at length on the manuscript.

Gradually, she

finished I was

' lawyer, you‘ve

Finch:
there has been

De Vries:

and I became very good friends, and when the History was
very pleased to hear Philine say to me, "You know, for a non-
done beautifully with the legal sections." (LAUGHTER)

That is one of the things, I think compared to the Bank,

much more of that sort of collaboration among the staff.

Oh, yes, people do not like the Bank History. I mean, many

Bank staff members do not like it. Lots of people criticized the Bank

History, regarding it as a glorification of McNamara. If you read it, I

think that’s what it is, and so did others. Oliver Frank, at Berkeley,

University of California, is writing another short History about the George

Woods era. He

believed that there really wasn‘t a fair portrayal in the

World Bank History as to how much of the policies of McNamara had been

initiated in the Woods era. 1In fact, people have come to me when they were

writing the Bank History and said, how did you manage to get Fund History so

well accepted,

both by those inside the Fund and by outside academic

reviewers. I said, well, I can defend the way I did it, as i have been

explaining here today. If I had not done it this way, we, the Fund, would

have been into

History.

a lot of trouble otherwise; perhaps have had an unpublishable
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Thorson: One thing that has always intrigued me about all'qf these
tapes is how little has been said about Managing Directors and their impact
on the development of stand-bys, excgpt for Cochran;

De Vries: Yes, the Deputy Managing Directors. Well, in this period of
time we‘re discussing this morning, of course, it‘’s Cochran. Andrew Overby
did not have much to do with shaping policy on exchangé matters. Southard
:aidn't come into the picture until 1962 which was after this period of time.
His contribution in this period was in his role as the U.S. Executive,
Director. You know, it’s so hard to separate oQt the role of the\Deputy
Managing Director. I doﬁ't know about the M;ngging Director. But
identifying the contribution of the Deputy Managing Director to particular
gplicies is very hard. Jacques Polak called me a few weeks ago because he
was writing something--a speech for Michel Camdessus or something-—about
international monetary reform and it looked like reform was going to be
carried out in Europe, in the EC, rather than through the Fund. Polak
wanted to emphasize‘that reforming the international monetary system is the
business of the Fund. He remembered fhat in the first volume of the History
we had a statement that "international liquidity is the business of the
Fund", and that it was a quote from Pierre-Paul Schweitzer. Jacques called
me to ask the source of that qﬁote. _A;d he said, do you remember, or can
you tell me where I can find that speech of Schweitzer’s and I told him I
haa also looked for it a lot. He explained that he wanted to inciude in
Camdessus’ speech a phrase that "internatioﬁal monetary feférm'is the

business of the Fund" in the same way that Schweitzer had used

"international liquidity is the business in the Fund." Schweitzer had made
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that statement whe; it seemed that the Group of 10 was going to take over
the studies and the work on international liquidity back in the mid-1960s.
‘The Group of Ten had set up Ottmar Emminger as Chairman of the Deputies of
the G-10. I explained to Polak that I had searched and searched for that
statement but I had never been able to find it. Then Polak did some more
research in Schweitzer'’s speeches. Polak even phoned Southard, who was
retired in Florida at the time, but even Southard had no recollection of the
origin of the phrase. So here‘’s a nice famous quote that is still important
for the Fund and we do not know who was really responsible for it. We've
given credit to Schweitzer in the History but we have never been able to
find it again. I don‘t know where Horsefield got it except everybody agreed
that Schweitzer said it. This example shows how difficult it is to sort out
the contribution of the Managing Director.
‘Fincﬁ: So Schweitzer’s speech may very well have been
Southard‘s words or somebody‘s! Once I wrote a speech for Schweitzer, I
think it included the first mention of the SDR, but certainly it wasn‘t m§
creation at all...
De Vries: Now you see again why I couldn’t put too much in the History
about the staff. Even that famous quote, I now felt that if I had to do it
"again, I would add that maybe Frank Southard wrote it because it’s such a
lovely quote, it’s been used so much all around the world and I think
Southard deserved credit for having invented it.
Finch: No, within this period I think Jacobsson did play a role in
getting the Fund much more involved with broader issues in the countries.

In France, of course, he went in and talked to De Gaulle on the concept of
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financial responsibility; I don’t know how much impact that had. But he did
£ake a lead—-~-I think without Jacobsson conditionality would have been much
slower in getting into the monetary policy. |

De Vries: On the multiple rates in Latin Amgrica, Jacobsson did involve
‘himself somewhat. He was not very well liked by developing countries,
especially by the Latin American countries, because he was such a strong
advocate of anti—-inflationary measures. And the Latin Americans -felt he
wagn’t sympathetic with their problems. He thought Latin American
Governments were all corrupt and he basically regarded multiple rates as
funny money practices that to some extent reflected governmental corruption.
Finch: He use to make jokes‘about cruzeiros, a madam was éiven

cruzeiros and made a scene. (LAUGHTER)

De Vries: What did he have to do with cruzeiros?

Finch: -It’s just that they are a terrible currency and nobody would
accept them. (LAUGHTER)

De Vries: Every time we in ERD wrote something on multiple rates, even
though the ‘57 letter did get through--actually Irving wag in the hosgpital
at that time, I carried the ball on that June *57 letter--Jacobsson
mentioneé corruption énd the need for anti-inflationary measures. We’d
worked out the June ‘57 letter beﬁoré Irving became ill but when the
discussion came up in the Board--I thinﬁ Irving said in his tape that he got
i1l and went to the hospital after the British drawing that he had been
invoived in--but when the Board discussion on that letter came up in June, .
Irving was still oﬁ extended sick leave.

Thorson:t Did you feel that the countries were corrupt or incompetent?



- 61 -

De Vries: Oh, he used the word "corruption" a lot. Every time we would
write something on multiple currency policy, I tried to write some good
economics, and he would say, the problem is they’ll have to get rid of their
corruption. 1I’d get that note back constantly!

Finch: Everything is complicated. When you came 'to a transaction
with Brazil, Jacobsson was fighting to have it happen because he wanted to
bring Brazil more into the family; he was interested in the'political
dimension and Cochran was trying to get us to sabotage it in the area
department...

De Vrieg: ' Didn’t want the stand-by...

Finch: Didn‘t want it at that particular stage--He thought it would

be acting too politically....

Thorsont Was this in the late ’50s?
Finch: Yes, probably ‘57 or something like that.

De Vries: June ‘58. I have it in the History in a table which shows a
stand-by arrangement with Brazil in June 1958. I was surpri;ed that Brazil
was listed. Did it have a genuine stand-by?

Finch: They gave us promises but they had no intention of carrying
them out. Cochran was trying to hold us back and Jacobsson was very
favorable because he liked the image of dealing with the biggest Latin
country. And to a degree, like all these things, there are advantages to
getting a country engaged and later you start to gét policy change.... but
Cochran felt he was going to get undermined in.his attempts to be strict

with Argentina, he had much more investment in our processes.
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De Vries: Can we go back to the point you were making on the staff role
as written up in the History? You know, the outside reviewers, if that’s
important for evaluating the pﬁblic's reception of the Fund History, and I
think it is, have often made the point that even when I write something
about public’s reception of the staff at the end, describing, for instancé,
who the staff members were, those descriptions made that part of the History
too institutional. Much of the reviewers have said the rest of the History
was very analytical, but when I got into who in the staff was doing whag, or
what jobs do they have,‘that w;s very institutional, and not the economics
or the policy that the Fund was most concerned with.

Finch: I suspect that from an outs;der reader’s point of view that
was of little interesf.

De Vries: Definitely of very little interest.

Finch: That’s right. I suppose if I was hoping\for something out
of these interviews it is a feeling, in a sense in this area almost like the
Jesuits. There was a belief in the Fund staff and I think in the G-10
deputies and in the Board, that there were certain things‘éhich should be
pursued and the Fund was the important instrument for pursuing them. There
was very much a common purpose for this. It was not that egos didn’t exist
and people didn’t want credit for doing things. There was a surprising
degree of sort of accretion of various people who have been fitted togethef.
It was not a McNamara-type thing so much as it has evolved out of a common
faith in the importance of financial stability. Aﬁd tha£ is the issue which

I'm not quite sure....
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H

De Vries: I'm not quite sure I understand ..... that they were not
pursuing?
Finch: . Well, I‘m not sure whether any personalizing tends to

undercut this to a degree. But it seems to me Ehat if you look at that
broad sweeé in the Fund’s History it’s the remar%able degree to which
people, you know, a Klein from Argentina could come here and feei part of
that effort. It was like joining a group, I think it started very early...
De Vriesg: You mean countries join the Fund in order to be part of the
international organization?

Finch;: I think they felt part of.it, and I think there was a lot of
support which you were getting in the developing countries. The most
thoughtful elements felt that this was the way go joih the world. I think
maybe a bit like Eastern Europe now in a sense.

. De Vries: No, but i think that came later, not in the ‘50s, I think
that came in the 60s.

Finchs: The surprising thing, take the Minister of Economy of
Bolivia, he came up and embraced me 25 years later. 'He said the country was
in trouble again and couldn’t we come and rescue them? Even in the more
primitive countries, there was the feeling of rightness about being part of
:linking into something broader, and the rightness of worrying about
financial order. There is somehow a faith element behind it which attracted
adherents and made it poésible to work. There must be a li&tlé bit of the
same feeling inbthe World Bank too,. that people must be fighting corruption

and distortion, political reasons for delaying development. The Fund, I

think, was better placed with a simpler faith of the need to prevent
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financial disorders and the advantage of getting rid of inflation, getting
rid of restrictions. I'm not faulting the History but I‘m just wondering
how to bring that out. Because I think that’s what you’ve been saying today
too. :That you didn’t find diéputes between the departments. Nor with the
Board, particulériy.

Thorson: What struck me today is that ERD and the rest of the staff
were representative of the efforts to use rationality and economic know-how
to help countries realize the realities of what they were doing and what
they should be doing'and thus progress in getting rid of practices that were
rigged to the advantage of particular groups or sectors, and seeking instead
to benefit the whole country, the whole system.

De Vries: I think that’s right. The flavor that David is saying about
countries wantingAto join the Fund in order to be part of the international
community, I would say that that point comes through in the History because
there are a lot of sections on new members, why countries wanted to join,
~etc. What was difficult here was that for a while a lot of countries were
joining the Fund because they had to as a requirement to join the Bank, and
they wanted resources from the Bank. So I tried to get that flavor in the
History too, but certainly some of them obviously did it for political
purposes. For example, China in 1980 wanting to come back into représen—
tation in the Fund and to resume its original membership was certainly as
much for politicai reasons as for getting money.

Finch: Well, part of you are saying is that the success of the Fund
History is that the disputes between the staff and the Board weren’t all

that great and therefore you could write it objectively.
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De Vries: You could write it with a broader bfush. I certainly had
written in the History where there were important debates within the staff.
But I didn’t write such things as this fellow was a bottleneck and wasn’t
reading his papers. I wrote it in terms of a genuine disagreement about
what the policy ought to be. That was the nature of the issue between you
and Whittome--it was actually a real difference of view as to what action
ought tb be tﬁken——and I wrote it up from that point of view, to give the
outside world the impression that certainly the staff was debating questions
internally, within the Fund. 1In fact, I always usgd to take pride that if I
got the draft History through the Fund staff when it was widely circulated
for comment, there wasn’t a criticism from the out;ide that'I hadn’t heard
first from my own colleagues. My colleagues were right there, seeing
everything, and you knew what their views were. 1In fact, my objection in
later years in the Fund from what I saw as the Historian was that there wés
too much of monolithic views, the Fund could be criticized for having too
much the same policies and standard policies everywhere, and that the Fund
needed to have much more differentiation among countries. I talked to a lot
of people while doing the History in order to get different points of view.
I think frank discussions of differing viewpoints are important, not only
for developing Fund policy but also even to write an authoritative History.
Thorson: Do you have any recollection that when Bob Triffin was on the
staff if he was an active proponent of multiple currencies and so on? You
mentioned differences within the staff. He was not here very long but....
De Vries: No, he wasn’t here very long and he got very interested in

Europe very quickly, in the European Recovery Program, the Marshall Plan



- 66 =~

Program, and the European’s Payment Union. 8o he didn’t do too much with
his Latin American experience. I don’t remember when-he went to the Paris
6ffice. He wés the first Director of the Paris Office, in ‘47 or ’48. From
what I do recall, he was getting very interested in Europe very quickly, I
don’t even remember when he left the Paris Office and went to Yale. He

~didn’t identify himself very much with Latin America in his later years.

Thorson: Well, Margaret, you have been very helpful and philosophical.
De Vries: OK. Maybe you want to write up a statement of the internal

evolution of conditionality and how it got started. There is a section on
financial programming in the second set of volumes of Fund History based on
one of Walter Robichek’s papers. Walter had written a paper he gave in the
IMF Institute. He really was the inventor of financial programming, I have
great respect for Walter. Now, David, maybe you beipg in the Western
Hemisphere Department at that time may have a different view of how much
Walter did, and how much influence other people had. Maybe you and Costanzo

were influencing Walter with that. (LAUGHTER)

Thorson: Perhaps he was the one who articulated it.
Finch: He was the one that wrote it up systematically. But the use

of quantities...

De Vries: Maybe he was not the inventor.
Fineh: He might have. Mexico was one of the first reports to

encourage monetary programming. Walter was the one who created that
mission...

De Vries: It was a mission to where?
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Finch: Mexico, in early ’55. It wasn’t a consultation, it never
went to the Board, it was my section that talked about the relationship

between keeping the fixed exchange rate and monetary policy.

De Vries: You were in Western Hemisphere at that time?
Finch: No, I was in Research.
Thorson: Walter credits David with the intellectual diséovery of that

theory in the Mexican mission....

De Vries: Of the relationship between money and the balance of
payments?
Finch: I think the thing that came out of the first recording of

this series was how many of us sort of contributed to finding, and
developing this stand-by technique. Sidney Alexander.......

De Vries: Polak contends that he and Berstein developed the absorption
approach. It wasn’t Sidney Alexander, you know. (LAUGHTER) (DISCUSSION)
Finch: ‘ Peoples’ perceptions all vary. These things, like most
innovations, happen simultaneously. There were plenty of conditions
that....

De Vries: That’s right, the most glorious thing that I have written in
the History many times is how much interchange there was between all these
great intellectual people, how much theoreticians back home were benefitting
from what wés being discussed on the missions, like the Mexican one, and how
much interchange was going on between colleagues, enabling the Fund to
evolve both policy and theory. |

Finch: Not necessarily in that order.
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De Vries: The staff developed a lot of very forward-looking concepts.
This comes out clearly in the short Balance of P;yments book I wrote in
1987. 1It‘s no accident that the academics were way behind the Fund staff.
It was this feedback and the inter-relations between when oné person who had
. an idea and another person who had an idea, and they got together to develop
it. Or the staff who were out in the field who returned to headquarters and
said, "Look, this is the problem we encountered” and the economists back
here would say, "Well, can we generalize this problem and the solution into
something broader?" And somebody else would say, "Well, let’s develop a
pblicy about this problem and the solution and take it to the Board.™ 1In
the Balance of Payments book I didn‘’t do much on what you would call the
institutional side. But there is lots of description of what the staff did.
Sam Katz who was one of the reviewers has said and written, "My gosh, it’s
incredible how much this book shows that the Fund staff evolved new ideas
and new policies. The staff developed not only international monetary law
but also international monetary economics. The latter as done in the 1950s
and 1960s was every bit as innovative. It certainly was, right through the
SDRs.. I am not so sure that the same thing holds today. (LAUGHTER)

Finch: Thg interesting thing in conditionality is the degree to
which, say in the U.K., you could, by using years of particular techniques,
influence politicians to do things and the degree to which you needed inside
people in the government supporting you and making that work. It was that.
sort of interaction like Mitchell arguing for precisely the things the Fund
was asking leading his Minister, Healey believing that it probably was right

policy, and then able to use the Fund to form Cabinet acceptance. The
3
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Fund’s participation gave the local people an ability in a sense to develop
leverage.
De Vries: Yes. Well, I think we’ve covered everything. I was

delighted to do this.



