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~ Ralph C. Wood

'ftAs'wefélilknowyfiﬁterﬁatibhalﬁiiquidityfshﬂaxhe;inteiﬁgtional
 monetuty systen: subjects ‘of growing interest. and concern during the
past five years, have been under intensive study during the past twelve
" months, ‘A the "annual meeting.of the Intérnational ‘Monetary Fund in
Washington a yesr égo, ted leading countries ennounoed’thetgthey;ﬁguld
undertake "a thorough examination of the outlook for the'fuﬁétioniuggof
the international monetary system and of its probable future needs for
liquldity." At the same time the Managlng Director‘ofrthe IMF indicated
that the Fund would enlsrge and lntensify its own studles in this field.
And three economists attending the meetlng as guests decided to organize
an academic group, whlch would include members from all countries in the
’ Group of Ten, t:o study the same .generea‘l sub_]ect S
By the time of thls year s annual meetlng; held in Tokyo just
last month, the formal results of the'work of all three bodies up to
that time had been made kuown The Minlsters of the Group of Ten had
issued a statement,.which was published together with a summary of the
main results of a more detailed report prepared by their Deputies after
exhaustive dlSCUSSlons in a series of monthly meetings throughout the
year,,held usually in Parls..l In two chapters of its latest Annual

2/
Report the IMFlhed'reported on its uork. And the International Study

%* A paper. prepared for the»Committee on Financial Anslysis of the
Federal Reserve System and presented at a meeting of this Committee
in Cleveland, Ohiv, October 27, 1964.

1/ Ministerial Statement of the Group of Ten and Annex Prepared by
'DeputiPS, issued August 10, 196&“” T —

. 2/ ]nternational Monetary Fund Annual Report of the Execut:We Directors
for the Fiscal Year ended April 30 1964 (Washington, D. C,, 1964).




roup of private economis

fIUmEJPUblished in?August,fi At Tokyo, the subject to which all these

ggstudies had been addressed was. the focal point of the IMF agenda and

. ".. S o 2

discussjon,. =

As you know, Under Secretary Roosa and Governor Daane were the

o 8 5. members of the Group of Deputies of the Ten, and Mr. Roosa chalred

_that Group.

Results of the studies

"1 think the report of the private economists need not take up
much of our time, end might best be disposed of first. .It was not the
;pfiméfy"pﬁrpése of the International Study Group to reach agregmggg on
a practical program. Thé ‘main purpose the Group set for itself was rather
to try to determine the reasons for the wide differences among academi- .
jcianévin’their pfeééribtibﬁ%wfor international monetary reform. The
‘reasois’ for these differcnces were largely sought. in:differences in
.underlying assumptions. The resulting study is certainly unysual, if not
" unique, and for anyome with a strong interest in these matters is well
wdrﬁh teadiﬁg{‘ The fact that it contains no startling conclusions or no
"strikiﬁgly”new proposals is no-reflection. on the study. VWhile this
iéékvmay be ‘'due 'in part ‘to the néturé“of the study, it prubably reflects
" mainly the fact that all possible solutions of the-imternationmal liquidity
’.problem4we;¢val;egdy,kqung and«thereAgrg no simple answers to the diffi-
cult br;bléﬁ‘of‘éﬁaiée whiéh»iS'involved. | .

3/ Intefnational Mbnetary"Atranggments* ‘The Problem.of Choice. Report
on the Leliberations of an International Study Group: of 32 Econqmists

_(Brinceton, 1964)»I T 0
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;Ehéslnternational'Studyfcrcup;had mdde it .¢ledr that the range
of proposals it would consider would . include; among others;, thefalteiné-
‘tives of flexible exchange rates and a change in the ‘price of monetary
‘gold--both of which had been excluded at the outset by the Group 6f Ten--
and some of the academicians may have had hopes that while the purpose of
their. study was not primarily to seek agreement among themselves, their
group would in fact be able to agree to recommend one or the other of these
possible courses of action. In the event, however, those possibilities
figure in the study only as two of four alternatives comsidered: the
semi-automatic gold standard (with a change in the present price of gold);
centralization of monetary reserves; a system of multiple currency
. reserves; and a system of flexible exchange rates.
We may now turn to the two official studies, that of the IMF

and that of the Group of Ten. Presumably, everyone is at least generally
familiar with the IMF: what it is and what it does. The Group of Ten
consists of ten leading countries: the United States, the United Kingdom,
Canada, Japan, Sweden, and the five major member countries of the European
- Common Market. This Group was organized in 1962, when it established in
the IMF what are known as the Gencral Arrangements to Borrow: arrange-
ments under which the IMF may under:certain circumstances, in order to be
able to assist one or more members of the Group, borrow from other members
up to specified .amounts of money in their own currencies.: Included in
this Group are those countries whose actions are largely responsible. for
the successful functioning of the international payments system of the
free world. . When studies of this system were being planied last year,

it seemed natural to have one made by these countries; and -the Group of Ten
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/}Qﬁaééaﬁfaﬁvibus=£ramework,for.itiﬂ:ItVShouldwbe:addéd.tha%»after'the"
A.ygggngralwArranggments.tn Borrow were establiéhed,~Swi&z&rland%becamewé,
"s#pplementary_participant, and has also had observer status in the Group

mf;Ten.liquidity=413cus310ﬁs,of‘theapast year; so in a semse the Group
oﬁvTEnﬁis,really:a»GroupﬂofvEleven,~even if not formally so.

It is an important fact that each of the two studies we ste
- now consldering was able to reach definite -‘conclusions on a humber of
important points,-and also that on the main points the conclusiongireached
by the two studies were substantially identical. Let me state these
agreed conclusions. as briefly as possible. -

Firsgt, both studies agreed that the existing international
monetary system has worked well thus far, in that it nas shown a capacity

for adaptation, has facilitated economic growth, and has withstood .

periods of considerable strain.

Second, both studies confirmed the gemeral ‘judgment made at
the IMI' annual meeting in 1963 that for the time being, at least, inter-
national liqdidity-isladequate;

Third, both studies recognized that "continuing growth of world
trade and payments is likely to enteil a need for larger international
liquidity in future. This need may be met by an expansion of credit
facilities and, in the longer run, may possibly call for some new form
of reserve asset.'" :(Language of the Ministerial Statement of the Group
of Ten.)

Fourth, both studies also recognized that in the provision of
international credit facilities, at least, the IMF occupies a ¢entral

position. -Several:interrelated conclusions were reached regarding the 'I'
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'ﬂ;some inﬂividual ‘quotas should also be: adjusted. - In connection: w1th f 
‘»both%typegvﬁf;quotawincreaseavit;was;a&sofunderstood»thatweffb;tﬁiwbﬁlﬂ

‘be made to minimize the {mpact of ‘gold payments on country reserves,

. particularly those of the .reserve:currency countries. - And .it was re-

.. -~icalled that under ‘the terms of the General Arrangements to ‘Borrow, some

~decision will have ‘to be7taken;by;@ctobétfl965>regardtng¢tbe.statusi'
of these: arrangements after ‘October 1966.

Fifth, both studies concluded that systems: for the creation of
new reserve assets should be-studied further..: The Group of Ten has
‘established a special Study Group for the purpose;. and the IMF .will
cooperate with the Group of Ten study,.while also continuing its own.

- 8ixth, recognizing that the rate at which. and. the process by
~which significant balance-of-payments deficits and surpluses .are corrected
has an important bearing -on international: Iiquidity needs, both studies
concluded that. these matters should also be studied. further.. At the
invitation of the Ministers of the Group of Ten, Working Party No. 3
of the OECD (Organization for Economic::Cooperation and Development) will
study this sutject. Lot e

In addition to these points of substantial agreement between
the two reports, another important point emerging from the Group ‘of Ten
study is the understanding regarding '"multilateral surveillance." With
a view to subjecting deficit countries to a stronger discipline, some of
the European countries had urged establishment of a kind of collective

supervision of the use of existing facilities for the financing of
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”*’eXternilfimbaiances,-end«of.theﬁcreationﬁ-whetherﬁmultiIaterallygorgf
: ‘bilaterally--of new facilities. But as the ;;csaael lor of the Exchequer

of the United ‘Kingdom pointed out at Tokyo, what was agree,,ioonwﬂdoesf

kS

"~ 'not give any member of the -Group of Ten, or rndeed the Group as- soch,
‘veto on the setting up of new facilities within the Group or between
members of ‘it, or«on.tbefuse'of=existing facilities."n What was agreed
- upon was esgéntially the regular exchange of information on’ methods of
*financing--information which the United States ‘had. in fact already been
supplying to especially interestedfcountries--and discussion, asrneces-
sary, of these methods of finaocing;: | |

-Thus far it ‘may séem’ thet the studies and discussions of the
past year have been characterized by a high degree of agreement among the
participants, As has been publicly known for some tme, however, and as ' :

'

was' confirmed by the Tokyo discussions, some European countries have

views on these matters which differ rather sharply--especially as- to
‘what arrangements would be most appropriate for the future~-from those
the United States and the United Kingdom have been developing. I shall
get tc these differences in a moment. - | |

* The studies of the past year, and the Tokyo discussions and
decisions resulting from' them, have come in for criticism in some: quarters,
as having accomplished little, and as allegedly constitu;ing the feeble
results that might have been expected from a compromise between sharply
differing ‘approaches. - “This criticism seems to me unjustified for two

reasors.

“First, it would be a mistake ‘to under-estimate the significance

AJ f
of what has alreeﬂf‘y been ag.r,eed. The Ministerial Statement of the Ten .

$oAeg



« i .
g
e 7 -

latly that “the contifting gréwth OF World tradé’ ahd payments

" 15/ 14kely to entail a hedd’ for 15 £gor interiat1dhdl Ttquideey . "And it
 openly recognizes the possibility that this need "I thé longer bin may
" possibly call fof some new Form of reséive asset." Sadh statéments

" ‘reflect a ‘tharked change in’ official ‘thinking within & relatively short
'1tiﬁe.i The'aeéiéiéﬁkibE}écbﬁ%éﬁd’aigeﬁéraiiinéfééséiiﬁ“IMFfﬁﬁ6f§§7is

,,,,,

(as it would amount to the equivalent of $4 billion), and also because
Cit W°u1d,b? the second‘geperal 1ncrease of qu9tas’;g ligfiémgéf;ﬁ;han
,EAfivevygatg, there»having:begnvqge of 50 per cent 4nr}959, oy

In the second place, while it is undoubtedly g;qg‘tha;ithe
resqltg‘gchieved thus far have bgen'gtrqngly 1nf1ﬁen;gd”by:;he ﬁiée
d}fﬁgrgnce§lthaﬁ egist inﬁapprqachgs to’thebp;oblgm,Aa pase;caqrbg made

_ tha:_gqcisiqns should not have been pushed mpch.iaste; even if there had
peen a Qpanimous view as to the nature of .the problem and what should be
done about it in the logg,rup.> All too often,:peop;e tend to take the
‘substantial stability of‘ecgpqg;c l;fe’fpr.granted, and to forget that
‘both the leygllqg ecgnggic activity and the stability gf various elements
of theAecqpomic sygtgm.arelvplne;able‘tq);udden shocks, which could be
¢a9§9§ by :oofyapid%change in institutional arrangements as easily as
by poLi;ical or econcgic.Qeyglqpments or by acts of God. ?hpughtg of

~this sort must have been 1n?th¢ mipd oﬁVM. Giscard d'Egtaiqg,.thenErench

Mlnister of Finance, when he said at the 1963 IMF annual meeting-

ese I do not want us to give in to this kind of
intellectual nomadism by wvirtue of which one tries
to escape from an existing system as soon as weak-
... s nesses become apparent .in it, while forgetting .the
, substantial benefits that it has brought and the
° s boroos rperdls which it has:helped avoid. 4/ Tt

4/ International Monetary Fund, Summary Proceedings 1963 (Washington,
D. C., 1963), p. 60. Underlining added.




"1tinm@£0ﬁfeelxoﬁr7way3;andwto,take,a¢kionwoﬁly'Whénpweware;sureﬁitgie7
‘necessary, and will“notfundulyarnok,the‘bbatﬁ§iPrdﬁidedftﬁé?%iiéiwilling‘
ness to ask theright questions and' to face'the ,.,ri'gh;t;:;an”swe;:}’sf, At can

reasonably be assumed that imstitutional arrangements“willwevolvegin!the

right direction; -and that, it,seensrto_me,,is?uhat:mainly%ﬁatterst

LN
bUIY S

The issues

1 should like now to try to sort out some of the main issues

LN,

involved in cur subject. While certain questions have ‘been settled by

moieh

the work of the past year, many others remain, and some of them are

very difficult." This means that in all probability we shall be hearing
about international liquidity and the international monetary system for
»some years to come. The better our grasp of the underlying issues, the
easier it should be to follow this continuing debate as it develops,

and if progress is slow, to understand why.

&

I shall concentrate on 1ssues that are still outstanding, and

sha]l not attempt to revxew all the main questions that have come up

in the course of the international 11qu1d1ty debate. An example of the

3¢

kind of question which has been debated but which it seems unnecessary

to explore here in detail is the question whether international liquidity

need rise in roughly the same proportion as international trade., This

received quite a bit of attention in newspaper and magazine articles

about a year ago.' At that time~many'people interested in international

1iquidity were discovering for themselves, and were busy explaining in

print, that the need of- any individual country for international reserves ‘I’

Ty ¥

here 1is no rush.®"In official circles, at lkast, there is generaél agree--'."’r"




'fﬁﬁﬂfﬁiﬁéf“f3§ﬁ$*éf’inﬁérnafibnalﬂiiquidityiyasfa,fﬂﬁttidgﬁggaﬁheabé%aﬁCG‘
foreign trade volume ds stch.:

‘there has‘beén'grOWing‘récognitionwthatthEzmagnituﬂeuoizeqenti§iy§¢£i-

" freedom of trade; but they may be related, and in some cases are related,
~ even more importantly to capital movements, which.may be highly wvolatile.

" to the quéstion whether the needffOr:internatiqnalﬁliquidity~is,oreiSnnot

" payments is likely to entail some ‘increase in the size of fluctuations.'™

t eEut es, p. 9.

G L

of-payments deficits to which it might be subject, rather than to its
Differéntfcdﬁcluéions»werendrawn:ffbmvthis.fagt; but in general,

cits bears no simple relation to any other single magnityde. Deficits

are relatéd not’only to the volume of trade but:also to the degree of

" To the best of my knowledge, no one has a satisfactory answer

likely to rise more or less in’line with- the rise in international trade.
But I‘think a kind of tacit- consensus has been reached ;hg; gincg«mpst
economic and financial ‘magnitudes rise over time, the;safeg;lagsugption
to make about future needs for international liquidity is that they too
are likely to grow. In its 1964 Annual Report the IMF .said that "a
Iarger'W6r1d'economyAwith‘larger world trade is likely also to involve
greater absolute paymentscdisequilibria,"2/ Similarly, the;pepgtigs

of Ehe'Grd&p of Ten said that "while there appears to be,po,ponvipcing
evidence that imbalarces will be longer-lasting or more. intractable than

hitherto in the postwar period, a rising  turnover of current and capital

6/

5/ International Monetary Fund, 1964 Annual Report, p:.29

6/ Mlnisterial Statement of the Group of Ten and Annex Prepared by
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"/ Thus, uncertainty as to the exact magnitude of future needs for inter-

national 1liquidity does not appear to be among the more meortant
obstacles to further changes in intetnational.liquidityrarraqgemeptsa

There are other examples of what migﬁi; be called "background"
issues, such asztheyquésticniwhether h¢ﬁetar§:go1d,éupp1§7is,otti§«r9t
1likelly to rise sufficiently to meet the riging need fof:ihternational
‘liquidity; but I think we should now proceed to the unsettled issues
- that'have’stood,outxmost'in»thencrqﬁp of Ténrwérﬂ'duriﬁg ihe,past year.
- According to published repotts, as yod probably know, the main conflict
of view has tended to be between the United States and the United
Kingdom, ‘on the one harnd, and France and the NEtherlaﬁds; on the other.
‘Whils there is some truth in these reports, it’ﬁoﬁld beAﬁrongfto;think
‘that the French and Dutch héve no supﬁort froﬁ otﬁér ﬁaféicipants;in
the Group of Ten discussions. On the other hand it would also be
wrong to think that the French and Dutch are mereiy\ﬁﬁting as spokesmen
for a unified Europedn view. |

' One reason for the bipolar‘tendenéies in thése discussions is
that France has strongly supported a péfticulaf'pianhfor international
monetary reform which, if adopted, could profouﬁdly influénce the inter-
national monetary system as a whble,‘aﬁd$the status of the U.S. dollar in
particular., It will be useful to consider this plan, égétly because it
is of interest in itself, but primétily'bééause it péség,dexplicitly or
implicitly, most of tpe‘main~is§qes of our subject that are still un~
‘soiveé.‘u | | |

| Thé ﬁiaﬁ‘tﬁe.frenchvhave oéfed f&r is based on ﬁn idea put

forwiard by E. M. Bernstein, formerly director of research at IMF, a

year or go ago. This idea involves the creation of a new currency unit,

’
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~to:be known as tiie Colléctive (or Ccmpésité) Reserve Unit‘CCRU). Each
participating country would buy, with its own currency, its prescribed
- ‘quota 'of CRU's. 1In the French version, each country's quota would be
fixed by the relation between its gold reserves and the éﬁtal gold
reserves of all participating countries. Suppose théﬂfdtalagold reserves
of the group were $30 billion, and the eqdivaienfhofh$6“biilion ﬁor£h ;f
CRU's were to be created. If Country A's gold reserves were $3 billion,
or 10 per cent of the total, its CRU qﬁota would be 3560 ﬁiiii0ﬁ;fi.é;
10 per cent of $6 billionm. Subsequently, each p&i%icipéting'country would
-maintzin holdings of $1 in CRU's for'every $5 in gald; Thﬁs ﬁranéféré of
gold to settle imbalances would be supplementedfby“fransférs of thé,héé
uiit, in tkis same proportion of 5 to 1. Of course, the piopértiohvéoﬁld
change:. The presumption is that over Eiﬁe.the rétid of CRﬁ'éitﬁ goldi:
would rise, -but'only by agreeﬁené among the participaﬁing‘couﬁtries,

This brings up another important aspect of ‘the CRU plan inriés
French incarnation. This is the fact that the uhaniﬁit& rule would épply:
not merely to the initigl establishment of CRU's, butihlso to all future
increases or decreases in the aggregate amount of CRU's in existence..

At least five main issues arise from thié'pién, or are 1nvoived
in it. They are as follows: |

. first, whether a new system for the creation of "dﬁﬁed" reserves
is necessary, or whether future needs for additional iﬁternationéi
liquidity can and should be met largely throhgh thé expansion of inter-
national credit'faéilitiesﬁf' |

second, 'if a new system for creatihgTOﬁﬁédﬁresefﬁés ié;neéés;
sary, whether it should be the CRU plan as proposed by the French, or some-

thing alse;



i -third, whether the:réserveécurrency s&stem should be retained,

‘and, it so, whetlier a CRU system would be likely to permit th‘iS;‘

fourth, what the role of bilatecal credit acééﬁmodatioh-should
be in the future;

and fifth, how much emphasis should be placed in future on
rapidity of balance-of-payments adjustment.

Let me try to explain each of these issues, indicating the
positicn taken thus faf“by the United States. | o

The first issue is whether a new syétemAfér owned-reserve
creation is necessary, or whether future needs fbr internationai iiquidity
can and should be met lérgelyvthrough'the expénsion of international

credit facilities. Here I might begin by éaying sdmething about the mean-

ing of "owned reserves." Ideally, international reserves that are truly .
"owned" by a country have two essential chafaéteristics: fifst, their use
is at the unconditional option of their owner; meaning that the owner can
"+ expend them when, where, and for whatever reasoﬁ or purposé he wishes
(apart from conversion into gold, which may or may not be possible, but
which in any case is not germane for present purposes because it conéti-
tutes a mere change in form of reserves, rather than use of them); and
second, they are subject to no formal repayment obiiéations. |

In a general way, the concept of "owned"vreserves has come
increasingly to the fore as some of‘thé people studying these matters
have come to believe that if nationmal goﬁernménts and monetary ;uthoéiﬁies
are to frame and manage their economic policies with confidenée-;andybelief

in the importance of their doing so is probably the dominant reason for
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theeintensity of contemPO"ary publzc interest inthe. whol. subject of

internatianal liquidity--the reserves. available to them for the support

of such policies must be largely: owned: by: them.- HQW@ver,”th94mainfteaSOn

~'fbfkfr€n°hfiﬁt?r€st.1n;;beﬁownedereservgnconcepﬁ is of a‘rathér different
{ s . S . P s 4 - B i 5 E

80Tt Aufundamentalapqint in Prench thinking. is'thé'vieﬁﬁéﬁé%ﬁﬁﬁé féServe—

currency system is- asymmetrical in that it allegedly ‘provides the reserve-
,currenwy countries with something. approaching an open-end credit line,
while requiring other countries to live within the limits’ of thelr -
; owned reserves plus relatively fixed amounts of credit.’ Very'baldly;:

N tﬁe& thtn§ th§¥9q1y‘practigal%wayuqq,endﬂthis:asymmgtry is-to eliminate
thevfgsé:vgrqgrxgncyasygtgg: not immediately, but ultimatély. If this
systeﬁ were td#be;eliminated,,sqmething would have to be put- in fts*ﬁiace,

. Beside:;.v ,elizpj.n_ating the alleged asymmetry in availabilities for the
v finaﬁcing of deficit;,_thg new system should--in: the present Frenchi;iéw--
egértvsttgng pressure on deficit countries:to equilibrate their balance-
of;paymeﬁts positions as soon as posgible. . As they see it, a”éyétém:éf
owned reserves, like the ome they propose would achieve both these
objectLves. , L
In opposit?on to French arguments in favor of basing the inter-
national‘liquidipy system pf the future largely on. a system of owned

reserves, the United States has urged that emphasis be placed instead on

further dgvelqpment of international credit arrangements. A'strong case

—————

can be made in favor of this approach._

A I Y

For one thing, 1nternational credit’ facilities are clearly a
ne%esétfy to monetaryvauthorities,yandvtn-anﬂefficient and rational‘,g'fi

oLy T S . . . . HE R EER TR
. . N oy T e : . i Ty gy e
o et . e o t . ot Yu; T ‘,'.;." Y L

international payments system, even if -a scheme for 'deliberaté reserve . .
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creation were to form part of that system. The réason is that the

| Tﬂgifimaté external financing needs of.éﬁy‘éouﬁfr§ may at times outrun
”ytﬁé'éxternal fiﬁénéiﬁQngaiiaBié'io it in the form afiéwﬁédffesétVes.

'In advance of actual experience, no country--at least no country which
in reasonably open to external inflows and{buﬁfibﬁs on both trdde and
Eﬁyiial éccouﬁt-;cén'EVer”knbw fbr'ceftaiﬁvthefmﬁximﬁmfbalancéaofgﬁayments
deficit it might incur during the period it might take for appropriate
‘poltéiee to restote equilibrium, aﬁd'the%efore its7méx1mﬁmwpb§%ible need
for external means of settlement durlng such a period. And>ifwﬁ°fcountry
(cun know this, neither could the managers of an 1nternational systen

oE reserve creation, so even the reserves created under 7uch a system

7

Lght, in given situations, be 1nadequate to the needs.”

Moreover, in the ‘economic interest of ‘the world at large, as .

ﬁell as of the countries difectly concefned,<bayménts imbalances should be
neither excessively lérgé nor of excessive duration. If individual coun-
'tkies'held owned reserves which were sufficiently massive to finance sub-
stantial eitérﬁal deficits for long pefiodé; for a long while at least it
might be difficult for other countries separately or ccllectively to
'ezert pressure én such countrieq for ‘corrective action. On the other
hand international credit--beyond some point at least--is available only
Voﬁ a conditional b351s; Conditlonxng the availabillty of credit upon

specific apprbvél at thébtimébby the lendiﬁg ébuntfies or ihStitutions

7/' Unless. they were created on a scale so massive as to exceed any
passible need¢3. But reserve creation would ‘always have to be limited,
_because otherwise there would be a danger of insufficient constraint on
inflationary policies likely to lead mot only to economic distortions
~within the countries following such policies, but also to disturbances of
international trade and capital movements and to strains on the inter-
national payments system.
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& wlcemedp‘tmfideeusefﬂlcpportunities for 'multilateral;review and
v ,& ¢§§Pf5i§a1%3ﬁhi&h¢ﬁ&daiiyfleadk to-a better understanding:ef the nature
U of tﬁé&éorrecfiﬁe'a¢€ibniwﬁi¢hﬁshouid:be;takén::Ssométimgéﬁbyééﬁiﬁlus
e cmﬂhfﬁiés&Hsﬁﬁ@Iiﬁas.By~the“cduntry'or'countrieSiin~defi¢itxa In:some
césES;ftheﬁ%vaiiébilityxof#the,crédits;may*actuallywbE#EOhﬁitidﬁgg%upon
'“**thﬁ?adoﬁtion*bffpépﬁicular policies; -although whderstandings of this
' 'kind are usually tacit rather than explicit. . .. -
*E&naily;fpfbpcsals'featuring’expansionxin;bwﬁedfreSerEQ“rather
- than in credit faetlities ‘Scem rathérianachroﬁisticriﬁfqn;era*oﬁ&ttemendous
development of credit systems. In the international: monetary field in
v-p&rtlcuiar;“itkwou&d%seemiréasanab1e<to‘supposebthat growing: international
economic cooperation would manifest itself in part by increased reliance
‘ . " ' on intérnational credit, relative to reliance on owned reserves.:-

" We' now come 'ty the second issue,: which is closely related to
the first. If a new system of reserve creation. were agreed “to be neces-

" saty, should -it ‘be ‘the ‘CRU plan as ‘proposed by ‘the French, or something
elege? o e Ln T - e P,

“‘While -the United States las not beeén enamored of the CRU idea
frcm any pdint ‘of viéw, its 'dpposition-has been based less .on innate
‘characterigtics of thé idea itse1f:than on the form in which the French

have put it forward. ‘The ‘United States has objected mainly on _“e follow-
ing grounds. '

‘1. The French have pfoposed téd establish the CRU system within
the Group of Ten, or in some such limited grouping.. The UiS. strongly

* believés that ‘1f<dny’ arrangements for' liquidity’ création are needed, they
. U ghoald  bé' et upt in'a’ wider multilateral  framework s such-as the INF.
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Birce couttries:participating in.a CRU. plan Wwould.realize reserve. gains

~'by allocationtsin other.words, as a.result merely. of being participants--

- membership woul? be likely to be widely desired, . Establishment.of the

- plan- outside the IMF, on an exclusive and quite. arbitrary basis,, could
“therefore engenderastrong,resentmen;,among.the;cgun;;;gs,lgﬁtgpgggx
‘2. As already indicated, the French: plan calls: for a fixed

link not only between CRU's and gold in. settlements,: but. alsp the allo-
rcation of CRU's .on the basis of relative holdings of gold. Comparative
gold holdings.are not a-very satisfactory sindex ;of comparative needs
for ‘additional reserves.. Moreover, allocation .on-this bagis would con-
~ “étitdte ‘a-mew incentive. for. conversion of.reservercurrency ;balances into
gold. 1t .can:also...be.::ar’guedvslzhat,:f':a.l},angiony-‘:;ofugl,{qiq,,:gn,,,ttb;g;:,,}:g;a:ggis of

comparative gold holdings:would.really, amount,. in substance, to a dis- . ,

~guised increase in: the.price. gf;,,ggld;_ig‘.;g:ransgg:{:q‘,o_nfs:,ag:png member

countries of the: CRU: system. .. . .. . . ... D oene w A ce it

3.. Under the unapipity.rule. thus far urged by the French,
it might prove extremely difficult to bring about necessary in;rggses
in the supply of CRU's.. Qne of: the. _mgin,.o};j;gg:ts,;»A.of.ugi CRU system,
--supposedly, fis:to find:a way, around. the shortage .of international
‘ reserves that could develop. when the U.S. =,ba.1(§.llc-,e:gf;,_paxm?pbts.‘.d?fiCit
is ended. Not much would: have, heen gained by PQ‘(,@Q&;'IO_V;& system in
which further expansion of reserves would be as diffic\ulﬁp,ﬁg@ nearly so,
-‘as it is now fe@r;edg.vi;t,_»mighg,.]gg_g,o_‘zge‘ if go_;plavq?fgnﬁres'e‘rve creation has
been adopted by that. time, . .. . e

1 . . ST N S epge PR LI
X . g I ERS R T S ATF T T :

w4y, ,.I;--,isu;;pog;s,i.ble_;ghag_;‘t:ggggigg,.ﬁhqlg}j;ggs;;ofﬁg:i}‘xe reserve cur-

;,;rens:ies--which_abgyg;_-,evgrygt;;,;;g;g;sg; _fmegqﬁ.fgrg:}gg,,hq}g}iqgs of dollars-- .

would decline as the CRU system grew. Official dollar holdings by other



'7¢cunttiés participating in the plan would almost certainly declzne

larlyxfasqaltgadywnotedg,LE»GRH.s‘weté allocated on the basis

of comparative gold holdings), and those of non-particlpating countties

'limight ecllne. If aggregate foreign officxal dollar holdznos declined

ore ‘rapidly than CRﬂ's were created, the CRB system would have caused
. a net decline in- international Teserves--the exact opposite of ‘one: of
“its main objectives.,
According to U.S. thinking thus far, if new ‘methods for owned-
reserve creation are needed it would be preferable to establish them
~wwithin the framework of existzng international- monetary arrangements~-
spacifically with;p‘the fr&mework of the IMF. Under existing'IMF pro-
cedures, something ‘tantamount to owned-reserve creation takes place even
now, as a by-prodiict of certain kinds of IMF transactlons. D*awznés
of the currency of any member country by other member countries reduce
. the Fund's holdings of the currency drawn, and usually result in an
- equivalent increase ip ;he gold tranche of ohe country whose curréncy
is. drawn. In many cases, such drawings put tois couoo?y into what is
known unofficially as the "super" gold tranche: a posioionvin which the
Furd holds in the member's currency less than 75 por cent of its quota.
A nmember in this position can of course.drawrany amouot of its total gold
tranche practically automatically (since any goldbtranohe drawing is
practically automatic). .But in additiom, up to Ehe poiot ét whicﬁ the
Fund's holdings of its_currency\:each tho 75 pef.cent level, such draw-
'+ ings are subject to no repayment obligation ohatever.: |
Surely this constitutes -an owned reserve in the mean1ngful sense
of the term. Such a facility can be helpful to a member country -even
without a drawing bX it, if other countries repay previous drawings of

its currency to the Fund. The Fund system has been helpful to ‘the United
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‘States in this way, by absorbing $1.3.billion dollars in- repayments in
+21961 and: 1963,

¢ There’are other ways in which reserves might be created in or
~through the IMF. It is true-that the CRU itself could be set up within
the IMF; but there are-also other possibilities.: One would be:for-countries
to pay some part of their gold subscription to IMF in:the form of gold
certificates. This &nd some other possibilities, which I do not have

time to explore in detailaxare»mentiohed’in'Cﬁapter'4'°fvthe Fund's
“Annual Report. Some raise more questions than others. The furthersgny
plan gets away from reserve creation -of‘the sort that dccﬁrs<3ﬁt°mﬁti¢ally
in connection with existing types-of IMF transactions, and goes in for
deliberate additions to reserves without any necessary reference to -

current -transactions, the-more basic -the questions it gives rise to, and

the more searchingly they will need to be studied. Nevertheless the U.S.
view is that if additional instruments of resérve creation are neéded,
it would be both possible and preferable to establish them within the
“framework of the familiar: that is, of the International Monetary Fund.
The third issue raised by thé CRU plan is whether the reserve-
currency system should-be retained, and, if so, :whether a CRU system
would be likely to permit this.
- In putting forward his initial CRU proposal, E. M.lBetﬁstein
"~ clearly assumed that reserve-currency holdings would continue to co--
exist with CRU balances. The French have stated; however, that-although
in their view continuation of the’"reserve-currency system would be con-

sistent with operation of a CRU plan, their intention is to replace it.

‘Whether the two could co-exist for:very long is debatable. - In any event, '

I S
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nm?if2ebﬁ¥ﬂfbefarggedffﬁet;if a ‘CRU s&stem were adopted it should lead to
Jﬁéfﬁéfaémisehof.tﬁé#reserveicurrency e§§tem.‘:Fbr“one:p&tpose of.a-CRU
plan: wculdebe to eliminate the instability wiich many people now believe
ﬁ'to*be inherent An'the reserve currency ‘system. To“the extent that this
/systemris~retained,:itsVinstability»potential will’ presumably also
remain. . . . N
.T.Inrtheery,'the}caee~aé&iﬁst‘thefreeerveheurrency system is
strong. But aSide-fram'the‘feet tﬁaéethié'system?has~scmeeimpprtant
'advantﬁges,‘;y.is‘geeply embedded in the interﬁétional:mwnetery-system;
‘and toﬁrepggce}rt.with someihiﬁgfeleevwithout damaging the international
monetary and ;ra@tngLSystem'iteéff ﬁightynoﬁ?be“easy;: One point in
particular to ghrchuthbse‘whe a&veea£e5ebolishing~thewreeeryeecurreney
system .peem to have‘gtven inéﬁfficieht thought 1§ the problem of private
balances. Even if foteign countrres ceased holding official balances
in reserve currencies (and 1t is 1mprobab1e that all of them would do so),
private parties presumably would remain free to hold ‘balances in these
currencies, and wou1§ cqntinue to find advantages 'in doing so. Such
balances would be likely tercenfihﬁe'to'grOW'over time.  Thus the countries
of ‘issue of these currencies would remain vulnerable to sudden flights
by these private foreign holders, who would be - likely to be much more
jittery than most eeptral banks are today; ‘and- under a system which
prohibited officiel holdings of deliars'and”steriidg (as a CRU system
might, ultimately), sech fiighfs would not be at least partly cushioned,
as ‘they are today, b}uincreaeed“cenrrainhﬁkihéldingsr;
To say that in a world of convertlbility, domestic as well as

foreign holders of a currency may become’ jittery--which .of course is
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‘>»pEriect1y true--is no answer; it merely means. that the problem is even
‘worse than might at first appear. The point is that large~scale foreign
'holdings of a particular. currency are an element of vulnerability to

- rcapital flight which is additional to the vulnerability of any converti~

ble currency implicit in the possibility of flight by domestic holders.

More¢over, foreign-held balances in a currency are likely to be:m-o:r‘é‘

voletile than -balances held by residents, because in many caéeg; ét least,

fﬁreign holders are more in the habit of.actpa1}y moving_their fpgds or
~of contemplating doing so. |
Essentially, then, the question here is wheth§; gs a pféctical
matter the reserve-currency countries, especially the Uniﬁed Sta#é;,
could escape the extra vulnerability to capital flight that large fcreign

holdings of their currencies creates—-since,large forei gn holdings would .

presumably continue even under a CRU system, if only in private hands.

R A

The broad U.S. view regarding the,rgserve-ggrrency system is
that while it confers. certain advantages pn the Uhitgd’States,'ié’also
‘enteils burdens; and the main ‘reason why ;hequited Statesryishés to see
it continue is not its direct benefit to us,_but.;athg; the‘beligf that
on btalance it is definitely an asset gov;he,internatiogal ﬁonet%ry
system., On this view, reform proposals should build on tﬁé exis#ing
system, not attempt to replace it altogether, or egpg;tmgn; wi;ﬁ schemes
which might unintentionally have the same effect. o

The fourth issue posed by the French proposal is what the

role of bilateral credit accommodation .should be 1n the future. Cne

of the French aims ih'proposing the CRU is to force deficit countries

intc more répid reestablishment of external equilibrium by limiting .

<



- the extérnal financing availablé to thei. “To ‘Sicedsd in that aim, any

gh

~plan for: providing needed internderbhal’ 14utdivy prikiarily thiouph a

<+ system of réserve creation would have to'Limit recourse to Gth

- -plated by the’ Frefich*would almost eettainly try to limit acebss o’

‘creases in bilateral credit facilities; through & system of multilateral

2T wela T

control or supervision; in place of’ i:ﬁé“‘iﬁilﬁe’r’fi;'éy,si:ie.iii‘éé,of@"’.i'ii\u'l:ﬁ’ili’a{i:’éral'
sarveillance.” ~ ol e B O S
This'issue has obvious linké with the quéstion of the reserve-

¥

+currency - function. ‘The position of the reserve-currency countries on

- this point is thit as long ‘as-they have special’responsibilities For the
stabilify of the-internitional payuents sysfem, they cannot be put into
. c-i . a‘financial strait jacket, butimist retain Some freedom of actioi'tf"i:hzoug'h
bilateral channéls: Indeed, most ‘Eountries try téféke a:dvéﬁéégef~‘t6f
-their ‘bilateral- bargaining powsr when the need arises, and it woild be
unrealistic to assude that the Unfted States wdlild ever lightly relin-
‘quish- its -own possfbilitiés of this kind, -~
A £iffh issue raised by the ‘CRU plan is héw much emphasis should
~be placed in:future ‘on itdpidity of 'balance-of-payhents adjustment. - We
' : have seen that one baSic aim of the restrictionist approach bf“:fsoinet Euro-
' pedn countries to 'thé ‘question of future expansion of international re-
 serves or ‘credit facilities is to exert idcreasad ,pi-éésxi‘re{;f ondeficit
: countries to follow politie¥ desigred to restore external equifibrium
probptly.” On'this point; Fremch”and Dutch bentiment 'is currently rein-
forced very strongly by thit of ‘somb Getmans’ Who have tecently been
insisting’ that external equiTibriuvii tust have 4n overriding policy

priority, just as in the era of the gold standard.
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St AR | the, .past, balance-of—payments deficits have typically been

Yo F

IO

assuciated with inflationary conditions 1nternally. Both conditions
- norpally called for the. same type of corrective policies--namely, poli-

~cles. of restrsint., And -among the advanced countries, at least, strong
.l.? e . v .

Pressures for corrective action usually are present internally as well
+ ‘@8 externally. In ‘these cases, need and inclination meet on common

ground, sndthtrQCtion,is usually fairly ptompt.
The problem we are faced with today 1is the very different
- problem gt,thew?hsrd case"-' extetnal deficit and internal under-utiliza-

.tion of resources ( and on. the other side, eaternal surplus and over-full

4.,.‘: :

employment’intetnaliy), In such cases, as we in the United States now

"l Ji.»’:

- know all. too well, the requirements of internal policy may be in short-

- run .conflict with extermal policy requiremen Iu the case of the countr).

p, ~;.

in-external deficit, rapxd elimination of external deficits may be pos-

R

sible only at - the, expense of strong domestic deflation.A In such cases

it is natural for ‘the, deficit country to argue that less damage will be
done to its level of act1v1ty, and hence--if it is a large country--to
world production and . trade, if it is permitted to effect the adjustment
gradually over time, _with the help of external assistance in fiﬁancing
its balance-of-payments deficit Whlle it continues. It is also natural
- for the. deficit country‘to point out thet‘there ate:some typestof action
that surplusg countries can take which woutdlheig_to testore‘both external
4ﬁggq“internelﬂeqoiiihtiug:Lynotebly, steps to 1iheralise the inflow of
»;,goqu.or:the.outflow;of capital Action along such lines could help

not .only to. moderate both the internal inflationary pressure and the

.'bslsnggsoggpaypentsksurpigs“of“§he:sutpius countries, but also the

¥ -
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deficiency of demand and the balance~of-payménts-deficit of the
deficit country.
To the first of these arguments (namely that financing should
be provided to permit cushioning of adjustment, by spreading it out
over time) the surplus countries reply that the more external financial
~assistance is provided to the "hard-case" deficit country, and the easier
the terms, the greater will be the tendency of that country consciously
- or unconsciously to use such assistance to postpone corrective action,
rather than to provide time for action. To the second argument (that
corrective action can be taken in the surplus countries, to the bénefit
of both surplus and deficit countries), the surplus countries reply that
corrective action by them--for example, through lowering tariffs--is
not all that easy. And theoretically, at least, in some cases there may
be very little room for further:liberalization of import comtrols or
of capital export controls. -Moreover, the developmént-of efficient capital
markets that could channel more savings to capital-short countries is -
bound to take a great deal of time. - Also, the surpliis countries tend to
-react against what they construe as-a suggestion that they have little or
no independent option in economic policy: that they must adapt to the
consequences of whatever policies’the deficit country may be following.
The .question 6f the comparative responsibilities of*sufblus
and of deficit countries was a hotly-debated issue in Europe in the
early 1950's, when the situations of each, in their typical manifestations
within Europe at that time, were usually the classical ones characterized
by lack of conflict between the needs of internal and of extermal policy.

It may therefore be understandable why this question is, if anything,
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even more difficult today.. As I indicateﬁ earlier, the whole guestion of

fbalance- f~payments adjustment under contemporary c¢onditions is riow
;wide]y ‘recognized as-one of the key’problems 4dn the international liquid-
witygiield, and it is to be- studied intensive]y by Working Party No. 3

R

“of the OECD, R RO

P

The five issues’I have discussed are clearly among the more
-aifficu1t~unaettled 1sauea concerning:international liquiddity. “The main
"H‘rthought I should like- to leave with you is that in the international
'1:monetary field, just as in some’ major areas of international ‘political
"ﬂand milltary relations, we are faced with one -of the major dilemmas of
our time: . the problem of how to manage without centralized control--in

cther’ words, w1th mult ple sovereignties--an international financial

'syat@n in which there is an high degree of interdependencesamong nations. ‘
Perhaps my - remarks - w111 have made clear some of the problens posed: by

a dilemma of :his sort.A Part of our difficulty is that in many cases

it 15 not so much a question of finding "the'" right answer, distinct

fram all other answers assumed to be wrong. In.connection with séme

world political prooiems it has been said that.it seems to .be a character-
istic of our ége that there are grave objections to all alternative
courses of action; and éhis m%y also b§ trueaof the international monetary
field., ih botﬁ cases, the»problem'is-to.find,theucombinafion of answers

acceﬁtable to sovereign countries which-gives the best results,





