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'definternational Clearing Union.

'IanrOfessor-TriffinPs:opinicn,'”thefbasié'abSurdity¢pf!thé 0.

exchange ceandard is that it mokes the inxernational monetary~syéte ;high;y'

dependent on individual cauntries’ decisions acbout the continued use of,_:
or g feW’national currencies as monetary reserves. . . . The gold ex

standard may, but docs not necessarily, help in relieving a shortage

world monetary reserves. It does so only to the extent that the key', 
currency countries are willing to let their met reserve position decli
through inereases in their short-term monetary licbilities unmatchedfﬁyt *~
corresponding increases in their own gross reserves. If they allow th4;’f J
bappen, however, and to continue indefinitely, they tend to bring abou /lN

collapse of the system itself through the gradual wesokening of foreign

confidence in the key currencies" (p. 67).

The key currency countries, and in particular the,United,Staﬁés;~'
will not permit such developments to occur. The only alternative, hQWéﬁxr,_’ 
is "a substantial slowdown of the contributions to world 1iquidityvde£ ’
in the last nine yeors from the persistent weakening of our,netfreserér

position. The solution of the dollar problem will thus involve a'réu enir

or aggravation of the world liquidity problem" (p. 69).



‘,éﬁbstitu%iﬁnrof'IMF;bqlances for such national curréﬁcieSMinxall}
‘:écﬁnﬁries’ m0netary reserves” (pp. 100-101). ’These:balénces;qéhcul
made ‘equivalent in all respects to gold itself and as widelYfﬁsﬁblé.
acceptable in world payments" (p. 102).
To correct the inflationary bias of the originalfkbynes/pl 
’Professor Triffin proposes to limit both the lendinggCapaciﬁy;dffﬁhé
and the commitment of each member country to accept Fund "bancor" bala
in settlement of its surpluses. For the problem of an annual increa
the supply of bancor through Fund lending "o reasonably-canServativé SO0l
would be to retain a 3 per cent figure as definitely non-inflationary}
to require qualified'votes,(two-thir&s, three fourths, andfultimatelYﬁf‘ubk
fifths of the total voting power, or even unanimously) to authorizefleﬁding'
in excess of 3, 4 or 5 per cent a year" (pp. 103-10k). As to the co it
of the member countries, all members would be required "to hold in th
of Fund deposits a certain proportion of their gross monetary reserves.
All would agree to accept such deposits in settlement of their intern
claims without limit, but would have the right to convert at any timefigtq,
gold, if they so wish, deposits accrued to their Fund account in exceS§;§f
this minimum requirement" (p. 106). Their original contribution would;  ;
primarily consist of their net creditor position in the Fund, which "
automatically be transformed into IMF deposits"; the aifference between
their ereditor position and their new minimum quota would be ﬁovereai ’;
surrendering "foreign exchange holdings, i.e., primarily dollar and s ’t

 balances," and for the key currcncy countries, gold (p. 107).




he United States) and $6.3 billion in foreign exchange, of which
© half would be in dollars (p. 110). So that the Fund could use its foreign

exChangeabalances "for the conduct of its own operations” (préSumé ly», ,"°' 

for lending to less developed countries), the Fund would be empowe ed to

withdraw its dollar balances at a rate of between $150 and $750 mill
annually (pp. 110-111).

Eventually, the remeining foreign exchange reserves of memher :
countries "should also be converted into international Fund deposfis;fénd'
all member countries should undertake to hold henceforth all of théirir
regerves exclusively in gold and Fund deposits, except possible f6r §ﬁé1I
working balances in actively traded currencies" (p. 111). The Fundwﬂﬁﬁld
then holé about $16 billion in foreign exchange ($9 billion in dollaré);
and its gold reserve would be "a little less than 25 per cent of'totai
liabilities" (p. 112). Professor Triffin believes that this ratio would

| not be too low; but to "safeguard the Fund's liquidity both against

unforeseen conversions of extra deposits into gold and, in the long rum,
il against the increasing gap between the probable level of the world gold
stocks and the desirsble expansion of over-all monetary reserves,"fthé

Fund could issue "medium-term gold certificates, payable either in gold

or in excess Fund deposits and carrying a higher rate of interest thﬁn

1iquid Fund deposits" or could raise the minimum deposit requirements (p. 114).

Fund transactions would include not only clearing oPeratibn :énd



C ;';pmtect the Fund's own deposit liobilities” (p. 117)

Regional sub-unions would perform functlans simllar t

proposed on a world-wide basis for the reOrganizedrInternatlon

to assume an international role comparable to thatfof;Loﬂ&On~befc/
{p. 127). A sub-sub-union would be established for the members

Furopean Community, as a potential step townrd»currencyhunitygfthe,

measure of monetary coordination "would be to authorize the,uSE'ofithé?~ ”;L
European unit of account in all international, and even natianal,,cé ]

transactions throughout the Community's territory" (p. 1h42).

II.
Professor Triffin, like most economists, calls the present,” 
international monetary system a gold exchange standard, but this naﬁ
not quite correct. It is actually a reserve currency standard, Gfﬁﬁh ~£wbﬂ
reserve currencies, the pound sterling is not freely convertible iﬁt»QQL a
at a fixed rate, and the gold convertibility of the dollar rests onj
decision of the U.S. Secretary of the Treasury, which can be changed qf;
day. Sterling and dollars arc used as reserves not primarily becaus: ’
"thdersfbelieve that they can exchenge them at will into gold»bﬁt;r°
;Qg‘l'_ because they believe, first, that they can use these currencies»the&selv 5 

-in settlcment of many if not all international trensactions, and se

that they can exchange them at will and at stable rates into




defects of the present system. This will become apparent througha

' w&iécﬁ3810n<ofihis three main attacks on the efficiency of that sye

First, Professor Triffin contends that the "use of na

_ eurrencies as international reserves" is "totally irrational" (p.

~ On the contrary, this use is totally rational, and much more so than t]

'gpropoSe&ause of an international token. It is rational for achUnipyf 0, 

,:aécqmulate reserves of those currencies which it is most likely to

in settlement of international payments deficits, i.e., obviouslyﬁthQé

of the main trading and financing countries of the world. Becausefmbs

world trading and world lending is done in sterling or dollars, it i
indeed more surprising that some countries decide to keep part or al
their reserves in gold than that others decide to keep them entirexy
sterling and dollars. The custom of keeping reserves in gold is mail
a relic of the days when gold was used as an international (andiinmeQy
countries as a national) means of payments rather than, as today, | |
exclusively for international reserves. It remains rational onlyfasuléﬁg
as the main trading countries (and especially the United States) are ?ii»i,‘il‘ing
to accept gold in exchange for their national currencies. In contxasfé;,
the use of sterling and dollars as reserves remains rational as long{éé} |
the United Kingdom and the United States are the leading commercialfana ,
financial countries of the world. -

It is true that bancor or some other token issued by’an—iﬁférf

national organization could, by agreement among the leading counﬁrigggj”*f'




;d“is?hased,on a tradition dating back to the begiﬁﬁing{pf'“
 iza£ion; theﬂa¢ceptabilityfofxbancor would"standvand;fé
gnessof the leading c,auntfies, to abide by fheir ,a‘grséé il
,7ﬁién§é'does'not permit,m&bh optimism as to such<willinghésé
‘conntries seen to break inter;atidnal financial commitmenté;Whe’
, guitswtheir'purposes, In recent months we have seen«one,leadingf mméfcial,wf
yran&ffinancial,country, a model of international rectitude'(and“in
" home of the International Court of Justice) change the par value
currency without bothering to,consultfwith~the,InternatiOnal,Mbné
in advance, as required by Article IV, Section 5 (b) of the,Fun&f
Several other countries that had solemnly accepted the obligatién ’ f 
currency convertibility have ianstituted exchange restrictions witﬁégir_
bothering to request Fund approval, contrary to Article VIII,,Secﬁisnuav(a).
These actions were taken not to meet emergencies, which might lea?éﬁng
room for legal niceties, but merely because the authorities beliaVQd;fon
rather doubtful grounds, that the illegal actions were more conveniént

than legal conduct would have been. Under these conditions, central banks
night be inclined to be sceptical of promises to accept bancor asriffit

were equivalent to gold.

A symptom of the "irrationality” of the reserve currency standard
for Professor Triffin is his belief that it has led to a "form of  1'
'unrequited' lending by the rest of the world to the nain credit¢f cduntry.
This added to the difficulties which the United States already conffcnted
in developing a sufficient level of net capital exports to financé?ifs

large surpluses on current account” (p. 68),



ndﬁtheir credits. It is the essence of banks to- recelve fun

"Cde not need themselves and to make these funds available to tbose of theirf’7}°
'»depositors who need them. This type of "lending" does not deprlveathe
capital-poor countries of funds which they otherwise could use more ;

'PrOQuéfively: insofar as they need reserves -- and they,keeptliqui&fdéiléﬁjf

balaonces only to that extent -- they connot uge theseffunds<in~thei? Q  7f,,f*

economy, no metter whether the reserves consist of gold, of bancOr;f

any other form of money. Under the reserve currency standard the~in£éréé£/

paid by the reserve country slightly lightens the burden vwhich the holdlng;

of reserves imposes upon capital-poor countries. In this respect the

reserve currency standard is better, for capital-poor countries, thanﬁthé,

gold standard, and neither better nor worse than the bancor standard{ff”"

There is more merit in Professor Triffin's second objecticn?£hdt

"sudden shifts from one currency into another or into gold may endanger |

the position of the key currencies actually used as foreign exchange resérves

by central banks" (p. 122). They may do so indeed, if central banks;qsv

well as private holders lose confidence in those currencies. Prof6356f, 

Triffin does not point ocut the basic difference between actions of ferelgn
private and foreign official holders of key currencies: foreign prigqtg
holdings have little if anything to do with the reserve functién«ofwtﬁééé;
currencies, and are kept only for the convenience of having balanceexiﬁy

‘those currencies which the holder is most likely to need and to use. The

substitution of bancor for dollar and sterling in monetary reserves wo d -




- private holders are forbidden to own liquid dollar and sterling asset

-And 1if the reserves of the country losing capital are not large enocugh

>pinuedewhen increases were less than 3 per cent a year, yet much la cer

national debtors would continue to keep balances in these cur

The possibility of sudden shifts in private holdings from on

aﬁrrené?vintoxano%her will thus remain, unless not Onlyrofficialﬁbui

stand the shift, theat country will have to borrow the necessary'foreignu'

exchange, then as now, from the International Monetary Fund or from f

central banks. Professor Triffin's plan may make such borrowing easier,

or more automatic; but if larger or more automatic international borr

facilities are necessary, they can be established without changing th

basis of the international payments system.

Professor Triffin's third objection touches on a more decisi
issue. It is quite true that the present system does not provide for,qh& 
automatic increase in internotional means of payments, other than throﬁgﬁ»
the admittedlv Irsufficient increase in the supply of monetary gold..iThé
questions remain, nevertheless, whether it is desirable to provide,for 1;
automatic increases, and whether the present system cannot supplyfneede&ﬁ
increases without automatism. k

Professor Triffin recognizes that his proposal to increase wogld
reserves automatically by 3 per cent annually is arbitrary. It soshappéhs
that an average increase of that magnitude has indeed occurred in recent;i
years, but there is no theoretical or empirical reason for believing'tﬁét~‘
the same proportion would prove to be correct in the future. DOmestié ;
needs for increases in money supply have varied greatly from time to

time and from country to country. Inflationary pressure has often.confa



e from time to time would ot help much, for it wou

1t to gather clear evidence of inflationary of~def1atibi

ssufe,invtime-tofavoid/serious'bonsequences, .Dcmestically;finf atiénanY‘

~ or deflationary pressures soon reveal themselves through general c

~in prices and in the balance of international payments. Infernﬁ
- the economies of different countries are not closely enough iﬂtezw

make price changes uniform, and the surpluses and.deficitswinfiﬁ’

payments cancel out by definition. The adequacy of any given incr

international means of payments would therefore always be a subjec

controversy, and there would be always enough countries interested in

additional international credit creation to veto any attempt at reducing
the rate of annual Fund lending. Professor Triffin's proposal ié? e~
fore subject to the same danger of inflationary bias for which he c_,ticizes

the original Keynes plan.

Moreover, Professor Triffin's preoccupation with gold has made
him overlook the possibilities of an adequate increase in internati@ﬁal
means of payment inherent in the reserve currency system. Apartffrﬁﬁ
increases in the supply of monetary gold, means of payment are creaied
not only by accumulations of foreign exchange that correspond to a décrease
in the net reserve position of reserve currency countries, but als§1by~
credit transactions that increase the gross reserves of all partigip#ting
countries without decreasing their net reserves, Like the creaticn?bf
credit money in the domestic economy, this process oceurs wheneveiéébmmercial

or central banks of different countries extend to each otherfmutuai%gredits

or invest in foreign Government securities, bankers' aCCeptaucés,”6?  
commercial peper. The International Monetary Fund can partiCipateﬂih,the

~ process by using its suthority under the existing Articles,dfgﬁgféémégt



Professor Triffin and the Problem
=10~ of Tnterna tlQL;,;&nigV o

le VII, Section 2;i) to borrow currencies from"memberuecﬁntrie

’ ]f0r~the purpose of relending them to other members. In thls way,
‘;necessary increase in international means of payment can be. accomplished 
cwi%houﬁ'any need for fundamental changes in thefinternational;paymgntgf’7
system, | -

I1I.

Professor Triffin correctly observes that’thefpresentasyStééfﬁf "
international payments can work satisfactorily only under two~condi£i6ﬁ$ﬁ
first, that the monetary authorities of the reserve currency coun%rieé;
follow policies safeguarding the convertibility of their cqrrenciés}éﬁf
stable rates; and second, that the monetary authorities of other iéadiﬁé;
countries retain confidence in the success of these policies of‘théwﬁééérﬁe;
currency countries. By concentrating on the relation between thefgbld_énd
the foreign exchange component of reserves, however, Professor Triffih'a
fails to draw the correct conclusions from these observations. -

The reserve currency countries share the need to followastaﬁiliZing
policies with therest of the world. In addition, however, the reservé 
currency countries must also avoid policies that appear to be destabilizing,
whether or not they are so in fact. Moreover, if the monetary autho?iﬁies
fail in their task, they cannot use the crutches of currency depreciaﬁion~
or exchange restriction available to other countries,without~destroyiﬁg 
the reserve character of their currencies. In these respects, the'fiéedOm

of choice of reserve currency countries is indeed more clogely cirCumséribed

than that of other countries.
This limitation is not as serious as it scems. If convertibility
at stable exchange rates is indeed necessary for the maxinmum susta

5gr6wﬁh:6f'wcrld~trade and finance, the,leaﬁiﬁgjcqmmercial:ana“f;nénqiﬁ




Professor Triffin and the“Pr'blem
~11- of Internationwl ﬂonetﬂ‘y’ ]

g?cauntrieS»ef the world have a particularly great stake in“the“mainﬁéhanée

uof such convertibility. Because these countries are, not by coincidence,

‘,1>also the reserve currency countries, they would in any case have to be more

 concerned than other countries about following stabilizing policies and
avoiding depreciation and exchange restrictions, regardlessNOf“the'reserve
character of their currencies;

It is true that the reserve currency standard, like any standard
based on credit, stands and falls with the confidence of the rest of the
world in the reserve currencies., If this confidence is easily shaken, if
the monetary authorities of other leading countries are willing to shift
their reserves into gold at the slightest provocation -- whenever the
reserve currency countries show a cyclical deficit in their international
payments, whenever they adopt expansionary monetary or fiscal policies
to overcome cyclical recession or lack of secular growth, or whenever
interest-rate differentials or market rumors lead to movements of volatile
private capital -- in other words, if the monetary authorities of the rest
of the world are unwilling to do their part in mailntaining the reserve
currency standard, then this standard can indeed not be maintained.

The reserve currency standard needs international cooperation
among central banks to assure the maintenance of confidence, not Jjust to
improve its effectiveness but to make possible its survival. TLack of such
cooperation on the part of all countries concerned was the cause of the
crisis of 1931, and lack of such cooperation would assuredly lead to similar
erises in the future.

The need for continued confidence, however, is the basis of all

international monetary standards and not Just of the reservefcurren“y?



' the monetary authorities of the leads

| agreement could prevent them from abandoning a sha

Ia5étandard,W6&lﬂ»collapse'if confidence in the convertibil
‘ qfﬁgéldwat~stablé rates into the main currencies,of the world were

{as at would be under the proposals made last year;,pethPSrnbtﬁgni,”

| seriously, by the London Economist and by Professor Machlup).

Cooperation need not necessarily take the form of»organizéa
international or regionsl institutions. Confidence is a delicate~glw
and perhaps it can be best preserved if the cooperation of central[
remains voluntary and flexible. Any rigid organization might give
monetary authorities of the reserve currency countries a false seHS{ of -
security and blunt their efforts to maintain the stability of thei
systenm; or it might circumscribe the freedom of choice of its membefs
narrowly as to hinder rather than promote appropriate policies. Théf
organization of the present IMF is already regarded as so bothersom  t
violations of the most fundamental provisions of its Articles of Agﬁeéﬁént,
are routine occurrences., Attempts at institutionalizing cooperation“of '
central banks might invite similar behavior. ’

It has been suggested that central management of the interqéiional
monetary system is just as superior to voluntary cooperation of ceniréL; 

banks as in the United States the central management of the Federal=Re$§rye

System has been superior to the cooperation of correspondent banks*undér;the
National Banking Act of 1863.
This analogy is misleading, Cooperation of commercial baﬁké@@anndt

be a perfect substitute for central banking because commercial bankéiéfé'

run for profits and central banks for the public welfare. There is an



‘and vice versa -~ require for their solution«nothlngymore:thanvpaﬁiegge?j
and understending on the part of the central banks and the public in
general, o

Nevertheless, it is quite true that, if the reservefcurrénéyf

standard is to be preserved, all major central banks must be williﬁg~ §*

forego once and for all the chance of keeping all their reserves,;h_wvf

form of gold. There is simply not enough monetary gold around;,agﬂieien*
if there were, the prospective future increases in the supply offmdﬁé@ary
gold would not be large enough to finance o reasonsble incrense 1nworld

econcmic aciivities. However, this same willingness would be reqpifed;in~

order to establish a bancor system or any other system not basedubﬁ]1@0 

per cent gold reserves.

IV,
The reserve currency standard is, at present, going,throdghfax'

period of serious trisls. Professor Triffin is wrong, however, in att"ﬂbuting

thebe trials to the inherent weaskness of the standard rather than to the

esgence of & free market cconony, Consequently, he overrates the possible




ionary ond deflationary forces, which balance out only by
 ticularly lucky coineidence or os a result of almost super-humen

wﬁnfthéﬂpart of the monetary and fiscal authorities. As a rule, one

‘the other force will prevail at any given moment, and monetary and

policies will only be sble to avoid extreme imbalance by reversing d

equilibrating movements whenever they threaten to get out of hand,
Moreover, these movements will not be perfectly coordinated from count:
to countr:r, and they will therefore continually produce surpluses an
deficits in the international poyments of the individual countries.
The reserve currency countries, being the 1argest_commeré ‘
and financial countries of the world, will also tend to have the la
variations in their balances of international payments. Their corfé ,
actions will likewise affect world trade and finance more stronglyjfhanﬂ
those of smaller nations. The special responsibilities of reservejéﬁfféth
countries make them particularly sensitive to the threat of inflation;?Q 
it might be feared, therefore, that their policies would tend to be;;h
deflationary. The continual rise in prices and wages both in the Un
States and in the United Kingdom, however, does not indicate that fe
of such a bias in the gctual policies of these countries wouldﬁbe'gu
The policies of the leading countries would influence the v
econowy in any event, regardless of the international monetaryrsyst .
steady surplus in Germeny's international payments troubles thevreéﬁv'fy
the world not because of the existence of the reserve currency standar

because a steady surplus of the world's third-largest commercial na



waorld under Professor Triffin's plan exactly as it does today. And i the

5Fuﬁd were willing to offset any such accumulation, there would soon,be

 too much bancor and the excess would have the same effects on‘world,5al

~ip£lation,and<especiallywon world confidence in bancor, aswan,excgssf:j 

dollars and sterling would have under the present standard.

‘The main disturbing elements in international trade,andf'

are national imbalances, and these elements are likely to persist;“

regardless of the prevailing standard of international payments. 

For example, the only immediate effect of the establiShméh ”’
the bancor standard would be the transfer of all foreian liabillties;;'azid
the corresponding domestic assets (including deposit aceount) from,the
Federal Reserve Bank of New York and the Bank of England to the Inte:;
national Monetary Fund; The transfer of assets and liabilities froﬁﬁéﬁe
institution to another in itself does not solve any problemfunless fh§r
transferring institution had been insolvent while the recipient institﬁtibn
is not. The only ways in which shortcomings of the present system,édﬁid
possibly be remedied by the transfer would be: if the transfer~affec£§d.
the policies of the depositors (e.g., by inereasing their confidencé in
the solvency of the institution); if it affected the Policies °f'th§f"
institution in relation to its assets; or if it affccted the policies

~ of the institution in relation to its liabilities.



'~¢thcse very large assets of the Federal Reserve and the Bank of England

;/The«asseﬁ3“6f°the-ihstitution;would not ha&e‘beén in

; «ﬁ, extransfer, on the contrary, the depositors would have been

'which.wcuid.not have been transferred tothe Fund, Consequently, th

~change in confidence could be expected to occur only if the announéedf
- policies of the Fund would seem wiser‘tO‘the‘depositOrsfthanfthQSeﬁ
by the Federal Reserve and the Bank cflEngland;

The change in policies could reflect either a greater“or€ ”
willingness to create new deposits by means of lending, Although a
expansionary policy would be in the interest of the world economy i t
policies of the United States and the United Kingdom had been too ¢
tractionary it seems doubtful that announcement of such a policy wduldﬁ”"
be the best method of increasing the confidence of the depbsitors; o
Announcement of a less liberal policy might indeed increase confidehcé§? 
however, Professor Triffin's main objection to the present system is its
tendeney to fail to increase international means of payment as fast as
necessary, and an even more conservative policy of the Fund would certainly
not be consistent with his purposes.

The change in policy could also affect the investments of7thé;
institution, which at present consist almost exclusively of gold and
securities of the U,S, and U.K. governments. The gold holdings of the Fund
would be very much smaller in relation to deposits (accordingfto Professdr
Triffin's calculation, less than 25 per cent) than those of either the 
United States (ratio of gold to foreign official dollar holdingsustiliigbout

170 per cent) or even of the United Kingdom (ratio of gold to official




'  ~expects the Fund to reinvest? much of the present dollar and st

: investments in credits to less developed nations. Such“investment' oul@f

. certainly

7 please those nations, at least until they realized that th
"Uhited States would reduce its direct cantribution 4o foreign aid by
fthevequiValent~ofgitsuindire0t~cdntributian‘throﬁgh~therFund}'but 3
,hardlygihérease1the'conﬂidence bfﬂthe*Fundls,mainrdePOSitors; k
There is only one point in which the Fund might seem to pr
greater safety to its depositors than do the present reserve curreﬂCy;f,
countries. Professor Triffin mentions (in the sentence on_page,117yy§§§tédi
above, which refers obliquely to Article IV, Section 8, of the Fund .
Agreement) that Fund deposits would benefit from the gold value guaranﬁéér
that covers all Fund assets and liabilities, but he wisely refrains'froﬁ,
elaborating this point;
Experience with gold value guarantees has not been encouragiégﬁr
even in the United States, where the inviolability of contractusl rig
is considered an essential part of the Constitution, the Supreme coﬁ‘
ruled that the power of the Congress over monetery watters includes th
right to disregard gold clauses. Moreover, the Congress has»specif“caI” ’,
derlared (Public Resolution of June 5, 1933) that such clauses are again &
l" public policy. The experience of all other.naﬁionSa(ancludingvtheﬁ _ ‘

~ Kingdom and, ncedless to,sa&,'A#Stria)wﬁasfbeégjsimilaﬁi'rEof



Zuses.

It is true that creditors, including central banks,

»any means to protect their rights, whenever the 1nternational climat, 

:signs'of”tension. In such a situation they may prefer a gold val, 

40 no guarantee; some of the credits granted by European central bank ,,
the Bank of England on occasion of thefrecentfcapital movements”out‘o
sterling were reportedly in the form of gola "swaps", which would hav
the same effect as a gold clause. If, however, central banks bel
that their foreign exchange holdings need such safeguards against d
losses for credits extended in times of crisis, there are simpler way
give such guarantees than by overturning our system of internatiOnal u37
payments; For instance, the proposal to have the Fund borrowfandflendyﬂ
scarce currencies (under Article VII, Section 2, i) would give the |

same protection to emergency credits as the Triffin plan.

v,
To sum up, there is nothing in the proposed new organizationfﬁo
suggest that it would work better and would gain the confidence of the
monetary authorities of the world to a greater extent than the preseﬁt’;
system. As Professor Triffin eppears to realize, if the proposed SYStém 
is to avoid pericdic crises, it would have to be based not so much 0n ﬂ 
the economic interest of the monetary authorities but rather on the legal
provision thet would prevent those authorities from withdrawing theirffff

deposits when they lose confidence, There is no reason why the-leadigﬂz'

countries of the world should undertake such an engagement; why théyféﬁéﬁld:

deliver themselves bound hand and foot to the mercies of the Fund




',‘In‘sPitewof=allfthese«Obéections, the Triffin plapﬂh‘

vorably received than anyfother?reééntwprdpcsal to refo
natiqnal~mbnetary’gystem;y}The,réasonxfbr this,sucCessfisfi

itical appeal to meny important pressure groups in international

 economic life.

The plan'éppeals to nationalists outside the feservefcu?féﬁcya'w

L caunﬁriesfbecause itwseemsrto:promise the end of the»dcminance’of

United States (and the United Kingdom) over international ’f‘inan'ce{.,fﬂ,’
',it{appeals«to isolationists inside the reserve currency countries7 ’
1t geems to promise~the~eﬁd of the influence of/internatiOnal~COdr_d@
6n the domestic monetary policy of these countries.

To the less developed countries it seems to promise annﬁ&i? *
aid of $1-1/2 billion (the $850 million which the Fund is supposed to |
withdraw annually from the United States and the United Kingdom, plusﬂthe
great bulk of the $750 million or so by which the Fund is suppose&”ﬁd
increase its deposits annually through credit operations) -- without
requiring them to justify the need for assistance to a critical qu;/
Government and Congress.

The plan appeals to adherents of central plamning as it»woﬁld
suhstitute central mansgement for market forces; It also appealsftéxy
inflationists who believe that the safeguards envisaged by Professbré:,
Triffin will not suffice to prevent the new organization from follbﬁiﬁgf
"easy money" policies; In particular, it appeals to inflationisté}ﬁifhin
the United States and the United Kingdom who believe that thépia#fﬁﬁﬁlﬁ:'

;gnablerthe«presentureserveicurrencywﬁoﬁntries;towengagerinfibliéiés7i§éding



 opposite conclusions from that criticism.

f the reserve currency standard, They either call'fOrfng°
"elassical" gold stendard, or want a gystem of freely fluct
‘{eXéhqggexrates. Both groups join in much of the criticism of the pr

 system uttered by the advocates of the Triffin plan even though they ar

Faced with this phalanx of powerful opponents, the &efendei‘ o)
the reserve currency standard are sadly disorganized. The classical
gold standard had its well-defined "rules of the game"; no sericus;é
has been made to formulate similar rules for the currency reserve st
‘perhapes because many economists have failed to realize that«th13~stan: 
is more than a variant of the gold standard and is different from the/
interwar gold exchange standard.

Yet two obvious basic rules are, first, the need for reserve5”;

currency countries to avoid policies undermining confidence in their:':k
currencies, and second, the need for the central banks of non-reserve f'”
countries not only to avoid large shifts of official funds between,rese?Ve
currencies and gold but also to act as buffers if private holders oftrééerve
currencies engege in such shifts,

There 1is, however, no authoritative analysis of what actions3 ‘
of reserve currency countries may be needed to support confidence and,;; 
what actions may undermine it. Interest rate policies, cyclical and_ﬂi"
seasonal stabilizing policies, developmental policies, central bank .
intervention in the money and exchange markets -- all these factors

obviocusly play important roles in influencing international confiden¢¢;f 



ic discussion.
 Similarly, there is no critical review of what actions of

j”banks‘ofgngn—réserve'countriesamayfbe needed to sustain

"dfathe,stﬁrling»crisis following the revaluation of the German mérkgaﬁd;

the;Néthariand5~guilder; and there have been practical discusSiOnsgaméngi

the leading financial countries on the possibility of improving the

work of cooperaticn. These discussions; valuable as theyrare,acaﬁﬁdt’jaké
the place of comprehensive theoretical analysis. ’
Even more fundamentally, a theory of the reserve currenéy*$ éﬁdardu
‘itself is lacking. Since the war there has been no work comparabie;féay, to
Professor Machlup's analysis of the interwar gold exchange standard.ﬁyltf
might be easier to defend a system if its essence were less of a mysﬁé;y.
Nevertheless, some hope remains that the attacks on the reéefve
currency standard may fail. All practical and at least some theoretical
economists know that the acceptability of money, domestically and even
more internationally, is a slow process: it needed two world wars and
the great depression for the dollar to supplement (and in part displaée)
the previous traditional means of international payments, gold and’s@erling.
No doubt the day will come when changes in the international economyfﬁill
meke some new form of international payments more appropriate. Atfpiesent,
we connot foresec either the character or the timing of those changéé; it
would make little sense to abolish existing facilities and to devisé new

institutions to serve needs of which we know nothing.



":;economic thinkers of our time. Even if many of his answers prove
;he has asked meny right questions on the internatlonal nonetary sy'

'the free world.






