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SUPPLEMENT TO CHAPTER 2

Description of the 1972 Controls Program

The regulations that spelled out the Economic Stabilization Program
(ESP) in 1972 covered hundreds of pages. Quarterly Reports of the Cost
of Living Council describe the program fully. Here the discussion includes
only the principal elements which explain the general character of the
system.

The system began on August 15, 1971, with an initial freeze affecting
nearly all wages, prices, and rents and lasting 90 days. One of the main pur-
poses of the freeze was to permit the development of a more durable, although
still temporary, program without giving prices and wages a chance to run
away in anticipation of the new program.

The Phase II program was announced on October 7 to succeed the
freeze on November 14, 1971. The initial design of the system and the
modifications to it during 1972 were made in accordance with a few
general themes:

1. The success of the system would depend primarily upon voluntary sup-
port. The standards of the program and their application had to be regarded
as fair and reasonable so that the great voluntary support which came forth
when the program began could be preserved. To achieve this result it was
desirable that price and wage controls should not be imposed unilaterally on
the economy by the Government but that representatives of the private sec-
tor should participate in the system's development.

2. The system would operate in circumstances where the expansion of
output and employment would be a major national objective. Price and
wage controls should not interfere with that expansion.

3. The controls were intended to be temporary. Some standards and
procedures that, if permanent, could not be tolerated from an equity stand-
point would be tolerable and accepted if temporary. Similarly, elements of
the system that, if they were permanent, might have serious adverse economic
effects would be much less harmful if retained for a limited period. The
complexities and refinements of standards and the magnitude of adminis-
trative apparatus which might be necessary in a permanent system could
be minimized in a temporary one. However, the temporary system had to
be designed to avoid a price upsurge once the controls were removed or
relaxed.
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4. The controls were not expected to withstand a strong pressure of
excess demand on inelastic supply of products or labor. The system, in its
standards and administrative mechanism, did not contemplate the elabo-
ration and force that would have been needed to resist excess demand pres-
sure. Moreover, the system was not to be applied in some of the main areas
where increases, if they did occur, would result from demand pressure—
notably farm product prices and market interest rates.

ORGANIZATION OF THE PROGRAM

The program was based on a broad grant of authority originally given
to the President (although not requested by him) when Congress passed
the Economic Stabilization Act in August of 1970. This authority was ex-
tended, with a number of qualifications, some of which will be referred
to below, by Public Law 92-210 of December 1971. The renewed authority
would expire on April 30, 1973.

The President delegated his authority under the Act to the Cost of Living
Council (CLC), an interagency committee at Cabinet level chaired by the
Secretary of the Treasury. The CLC in turn delegated authority for major
functions under the Act to a number of committees, composed mainly of
private citizens. The involvement of private citizens was intended to
bring to the program both special expertise and a representation of the
interests of diverse segments of the community. (The structure is depicted
in Chart 12.)

The CLC retained authority to set objectives of the program, to deter-
mine its coverage, and to assure general consistency in the operation of
the various segments. It delegated to the Price Commission and to the
Pay Board authority to prescribe standards of permissible prices and em-
ployee compensation and to decide on the application of these standards
in particular cases. The Price Commission consisted of seven citizens
including a full-time chairman and was assisted by a staff of about 600. The
Pay Board initially consisted of 15 members, five each from labor, manage-
ment, and the public. In March 1972 four of the five labor members with-
drew, in disagreement with the decision made in the Pacific longshoremen's
case. The Pay Board was then reconstituted to consist of seven members, all
representing the general public although one was a labor leader and one was
from management. By the time this revision of the Board occurred, the tri-
partite group had already established the basic pay standards and procedures,
which continued to be applied by the new Board and were generally ob-
served by employers and employees. The Chairman of the Pay Board served
full time and the Board had a staff of about 200.

The Construction Industry Stabilization Committee (CISC), a tripartite
body, was established in March 1971 to restrain construction costs,
which had been rising rapidly because of unusually large wage increases.
Although CISC was established prior to the freeze and followed procedures
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Chart 12

Organization of the Economic
Stabilization Program in 1972
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of its own during the program, it operated under the general guidance and
standards of the Pay Board.

The Price Commission was advised in particular areas of its jurisdiction
by a Rent Advisory Board and a Retail Advisory Committee. Advisory com-
mittees on the health industry and on State and local governments assisted
both the Price Commission and the Pay Board.
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The Economic Stabilization Act required that mandatory ceilings be
placed upon interest rates, when necessary, to prevent them from rising at a
rate which would interfere with orderly economic growth. The Cost of
Living Council found that the behavior of interest rates was not such as
to call for mandatory ceilings under the Act. However, as a part of the Phase
II structure, a Committee on Interest and Dividends was established, con-
sisting of the heads of the chief financial agencies in Government and
chaired by the Chairman of the Board of Governors of the Federal Reserve
System. Its role was to enlist voluntary cooperation of lenders and corpora-
tions in holding down institutionally determined interest rates and dividends.

The field operation of the stabilization program consisted mainly of provid-
ing information on the regulations and checking compliance with them.
These duties, which during the freeze had been assigned to the Office of
Emergency Preparedness, were assigned to a staff from the Internal Revenue
Service (IRS) operating under the policy supervision of the Director of the
Cost of Living Council. For the public, the local offices of the IRS were
usually the point of contact with the program.

About 3,000 IRS personnel were assigned to the Economic Stabilization
Program in 1972. Including them, total employment in the program was
about 4,000. In contrast, during World War II, 60,000 people had been em-
ployed in controlling prices. During the Korean war the number was about
15,000.

GOALS AND STANDARDS

When Phase II was announced in October 1971, the Cost of Living Coun-
cil set an interim goal of getting the inflation rate down to 2 to 3 percent
by the end of 1972. Attainment of the goal would be measured mainly by
the consumer price index (CPI), the most familiar of all price indexes. For
a certain class of American consumers, namely urban wage earners and
clerical workers and their families, it is the best available measure of
changes in the average prices they pay for the things they buy, although
this is not true of every consumer.

The goal would be measured in terms of the consumer price index, but
the calculations leading to the idea that the goal was feasible, and to the
control standards by which it was to be achieved, related in the first instance
to the gross national product (GNP) deflator for the priavte economy. The
feasible behavior of the private GNP deflator was derived from estimates of
private compensation per man-hour, output per man-hour, labor costs per
unit of output, and the relation between prices and unit labor costs. Conver-
sion of the estimate into a goal for the CPI rested on the observation that over
extended periods the increases in the CPI and the private GNP price deflator
were not very different. Short-term differences resulted mainly from the be-
havior of food prices. In the fall of 1971, when the goal was set, food prices
were not expected to rise rapidly in 1972 and cause an exceptional rise in the
CPI relative to the private deflator. As it turned out, the rise in the CPI rela-
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tive to the rise in the private deflator was greater in 1972 than in all but 1
year since 1950.

Setting 3 percent as the upper end of the target range implied a deter-
mination to reduce the rate somewhat below what would have been com-
monly considered probable in the absence of the controls. A 3-percent in-
flation rate would be a reduction by half from the peak CPI rate reached
in 1969 and would bring the rate to a level last seen in 1967.

The basic standards set by the Pay Board and the Price Commission were
intended to achieve the goal set by the Cost of Living Council. In fact for
a variety of reasons, including provisions of the Economic Stabilization Act,
as amended, these basic standards were modified in many ways. Some of
these qualifications will be discussed below. Here we confine ourselves to the
logic of the system itself.

The Pay Board set a standard for permissible pay increases of 5J4 percent
per year. The "normal" rate of productivity growth—the trend in output per
man-hour—was considered to be about 3 percent a year. If total labor com-
pensation per hour rose by 5J/2 percent on the average, the normal rise of
labor costs per unit of output would be (approximately) 2J4 percent. The
basic standard for prices was the pass-through of costs—that prices would be
permitted to rise in the same proportion as costs. In the calculation of costs,
however, allowance would be made for the normal rise of productivity.

Application of these two standards together would limit average price in-
creases in the controlled sector to 2j/i percent if the system was closed, that is,
if all costs consisted of labor or purchased supplies whose prices were gov-
erned by the same standards. However, if some of the costs of the controlled
sector originated outside that sector and rose by more than 2*/2 percent a
year, the prices of the controlled sector would also rise by more than 2J4
percent. As a practical matter, the controls affected purchases originating
in the domestic, nonfarm, nonfinancial sector of the economy, a sector rep-
resenting about 90 percent of the total.

It was recognized that productivity would probably rise by more than
the 3-percent trend rate during the expansion of 1971-72. One conse-
quence might be an increase in the share of the value of output going to
profits and other nonlabor shares. However, since the labor share of income
was at or close to a cyclical high point when the control system began, some
movement in that direction seemed appropriate.

Pay standard. The 5 / 2 -percent pay standard was modified in a number
of respects, all of which raised the permissible wage increase:

1. Increases in excess of 5 / 2 percent, scheduled under agreements reached
before November 14, 1971, could go into effect unless specifically disallowed
by the Pay Board. With some exceptions, payments held up during the freeze
were permitted to be made retroactively in the early part of Phase II.

2. Increases in excess of 5^» percent would be allowed in order to correct
a gross inequity in the relation between the pay of one group of employees
and another group with which the first group had a well-established parity.
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3. During the first year of Phase II, increases beyond 5*/2 percent were
allowed to workers whose pay had increased less than 7 percent a year in
the preceding 3 years.

4. Wage increases would be permitted above the standard if they were
granted as part of an incentive program designed to improve productivity.

5. Congress also specified that certain fringe benefits would not be sub-
ject to restraint unless they were "unreasonably inconsistent with the stand-
ards for wage, salary, and price increases." To implement this mandate,
the Pay Board decided to permit increases in compensation above 5*/i per-
cent equal to 0.7 percent of compensation when in the form of pension,
profit-sharing, or savings plans, thus raising the standard to 6.2 percent.
Additional increments were allowed for units which had lagged in im-
plementing fringe benefits in the past.

6. The Economic Stabilization Act specifically exempted wages paid to
individuals whose earnings were "substandard" or who could be considered
to be among the "working poor." The Cost of Living Council initially de-
cided that this provision exempted all wages of less than $1.90 an hour.
However, in July a Federal court agreed with the contention of a suing labor
union that the $1.90 figure was inconsistent with the intent of Congress. The
Cost of Living Council then raised the exemption level to $2.75 per hour.
At this level more than 40 percent of the workers in the private nonfarm
sector were estimated to be exempt from coverage.

Price standard. The basic price standard, as already noted, provided that
prices could be increased in the same proportion as allowable costs. There
were, however, a number of qualifications to this standard.

1. In the calculation of costs to justify price increases, the rise in wage
rates was to be discounted by the rise in productivity to permit calculation
of an estimated increase in labor costs per unit of output. The productivity
rise used for this purpose was at first calculated by each firm on the basis
of its own forecast of its own experience. Thus, if the actual productivity in-
crease exceeded or fell short of the calculated rate, the actual cost increases
might be less or more than the costs allowed for price determination. More-
over, beginning in April 1972 the Price Commission required that instead
of using their own estimates, firms should compute their allowable costs by
applying productivity factors calculated by the Price Commission, using
data developed by the Bureau of Labor Statistics for different industries
on the basis of 1958-69 experience. This created another source of pos-
sible discrepancy between a firm's actual costs and the costs used in de-
termining its permissible prices; but the change gave the firm a greater
incentive to improve its productivity.

2. Wholesale and retailing firms were permitted to pass through in-
creased costs of merchandise, but there was no provision for passing through
increases in operating costs. If operating costs rose by a larger percentage
than merchandise costs, the permitted price rise would not be as large in
percentage terms as the total cost increase.
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3. When a material with a particularly volatile price constituted a large
part of a firm's co3ts, the firm was permitted to raise its price to pass through
an increase in that cost without notifying the Price Commission in advance,
even though the firm's size would otherwise require prenotification. How-
ever, if the firm operated under the volatile pricing rule it might raise its
price only by the absolute dollar-and-cents amount of the cost increase, not
by the percentage of the cost increase. It also had to reduce its price corre-
spondingly when the volatile cost declined.

4. Many large, multiproduct firms operated under term limit pricing
(TLP) agreements with the Price Commission. These agreements specified
a maximum percentage by which the firm might raise the average of all its
prices during a period, usually a year. This percentage was arrived at after
consideration of the firm's cost increases, and the arrangement permitted the
firm to raise the price of a particular product without notifying the Price
Commission. Such TLP agreements as negotiated were subject to a maxi-
mum limit, which was initially 2.0 percent and was subsequently reduced to
1.8 percent. They also commonly specified a maximum increase permitted
for any single product or product line. Thus a common agreement might
permit a firm to increase the average of all of its prices by 1.5 percent but
not to increase any single price by more than 8 percent; many firms found
this latter rule the most restrictive. The rationale of the TLP system was
that, in exchange for flexibility and relief from red tape, firms would agree
to smaller price increases than they might have been able to justify by costs
on a case-by-case basis.

5. The Price Commission usually did not recognize, for purposes of price
determination, labor cost increases in excess of 5j/i percent, even though
these might have been approved by the Pay Board.

6. Even if otherwise justified, price increases were not permitted where
the firm's profit margin (profits as a percentage of sales) exceeded the
average profit margin of the best 2 of the 3 fiscal years preceding August 15,
1971. The main purpose of this rule was to provide a safeguard against
the unavoidable difficulties of estimating unit costs in advance, or even
checking them after the fact, especially for multiproduct firms. In this sit-
uation there might be a tendency for firms to overestimate their costs, and
effective monitoring would be impossible. The profit-margin test provided
a simple means of limiting any slippage resulting from imperfect appli-
cation of the other tests. It did not apply to a firm which had not raised
its prices above the levels of the base period, usually defined as the 30 days
preceding the freeze of August 15,1971.

THE FIRM-BY-FIRM APPROACH

An important and unusual feature of the 1971-72 price-wage control
system is that the unit of control was the firm, or in some cases the collec-
tive bargaining unit, rather than the product or occupation. That is, the
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Price Commission did not set a price ceiling for each covered product—
men's white button-down shirts of certain specifications, for example—
which applied to all sellers of that product. Instead it laid down rules for
determining the ceiling price of each product sold by a particular firm—or,
where the TLP applied, the average price of all the products sold by that
firm.

This system had the great advantage that each firm could compute its
permissible prices for itself from information available in its own accounts,
aside from the sector productivity factor published by the Price Commission
and the overall TLP terms, which were applicable to a relatively small
number of firms. Firms did not have to wait for price determinations by
the control agency, although the larger firms had to have approval of their
calculations. This do-it-yourself approach to price control was the only way
to get the system into operation quickly and then keep it in operation with-
out a large Government staff to determine the ceilings. Moreover, it gave
recognition to differences among products and firms that the market recog-
nized but that could hardly be taken into account in price-control regula-
tions.

On the other hand, the firm-by-firm approach contained a number of
actual or potential difficulties. Customers and enforcement officers were un-
able to tell what a firm's ceiling price was without study of the firm's books.
In some cases it froze a price relation among firms which for some transitory
reason existed in the base period but which would be unfair or inefficient
if continued for long. Since, with some exceptions, a firm's ceiling prices
would depend on its own costs, the pressure to hold down costs would be
weakened. If the product in question were scarce, a situation might emerge
in which it carried different prices simultaneously in the market, and which
created problems of fairness and efficiency in allocation. These difficulties
were not expected to become pervasive, however, as long as excess demand
and shortages were not common and as long as the controls were considered
to be temporary. Competition would tend to establish a one-price system,
even if ceiling prices differed among firms; for that reason, and also out of
regard for what would happen when controls ended, companies could not be
complacent about increases in their costs.

The application of the pay standards on a firm-by-firm basis or on the
basis of individual bargaining units could raise similar problems. However,
the factors determining permissible pay increases were more uniform among
firms than the factors determining permissible price increases, and they were
less likely to produce distortions. Moreover, the standards of the Pay Board
made more explicit provision for preserving customary relations among
groups of employees.

COVERAGE AND ADMINISTRATION

The Phase II program was initially very comprehensive in its coverage,
measured either by the number of economic units or by the proportions of
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the value of output and income to which it applied. During 1972 the num-
ber of economic units covered was substantially reduced, but the proportion
of the value of output covered remained large.

The system applied directly to the prices of goods and services, including
residential rents, and to employee compensation, including the compensa-
tion of executives. It applied indirectly to profit rates through the control
of the relation between costs and prices and through the profit-margin rule,
and it applied to rental income on residential property in the same way.
Interest rates and dividends were the object of a voluntary restraint program.

The most important exempt sector was agriculture (defined to include
fisheries and forests). Initially farm products were exempt at all stages of
distribution as long as they were unprocessed. Thus lettuce in a retail store
was exempt from price control. In June the exemption was narrowed to
only the first sale at the farm. However, since the percent increase in farm
prices for all types of products could be passed through at the subsequent
stages, this modification amounted to control of the processing and distribu-
tion margins rather than control of the farm prices.

Farm product prices were exempted because they did not conform to
the pattern upon which the controls system was based. The theory of the
controls system was that the price increases to which it was directed, both
occurring and in prospect, were not "equilibrating"; that is, they were not
price increases necessary to elicit more production or to distribute a short
supply. In fact, in many cases where supply could be quickly expanded, there
would be more demanded and therefore produced if prices did not rise. These
price increases could therefore be repressed without creating shortages. Farm
prices, however, are determined in highly competitive markets, and they
adjust continually to equate the quantities demanded and supplied. To
repress the price increases in those markets would create shortages and
rather than increase supply would probably reduce it. Similar reasoning
justified exemption of market interest rates, prices of financial assets, and
prices of imports. Prices of exports were exempted because they did not
enter into the price level confronting American consumers.

Pay scales of the Federal Government and prices charged by it were
exempted with the understanding that other means would be used to keep
these wages and prices consistent with the goals of the stabilization pro-
gram. A number of less important categories were exempted for adminis-
trative reasons.

Within the controlled area, firms and bargaining units were divided for
purposes of administration into three categories or tiers on the basis of size
(Table 32). Although the same standards of price and wage behavior
applied on all tiers, the large economic units were subjected to closer surveil-
lance than the smaller ones, but not because the large units were believed
likely to be more "inflationary" than small ones. There were two main reasons
for this decision. First, an administrative staff of a given size could observe
a given volume of economic activity more effectively by watching a few
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large companies than by watching many small ones. Second, close scrutiny
of a part of the market was believed likely to yield better control than loose
scrutiny of all of it, the reasoning being that the behavior of the closely
watched part would discipline the behavior of the others because of com-
petitive pressures.

TABLE 32.—Classification of firms and workers in Economic Stabilization Program l

Tier

1 Prenotification of wage or price in-
creases; quarterly reporting of
price, sales, profits

II Reporting of increases; quarterly re-
porting of price, sales, profits

III No reporting; subject to ESP regula-
tions and monitoring

Firm

Sales of $100 million and over (1,700
firms, 45 percent of sales)

Sales of $50 million to $100 million
(1,700 firms, 5 percent of sales)

Sales of less than $50 million (1.5 mil-
lion enterprises, 25 percent of sales)

Employees

Wage units of 5,000 or more work-
ers (15 percent of total)

Wage units of 1,000 to 5,000 work-
ers (6 percent of total)

Other workers (29 percent of total)

1 As of the end of 1972 exemptions had been granted to 6.5 million enterprises with 25 percent of total sales and to 50
percent of all employees (including exempted employees of State and local governments).

Source: Cost of Living Council.

The largest firms, those in Tier I, were required to notify the Price Com-
mission in advance and to get approval of any price increase unless they
had previously obtained a term limit pricing agreement or some other
special provision, such as a volatile price rule. The firms in Tier II were not
required to obtain advance approval unless they sought an exception from
the rules; but they were required to file quarterly reports, which were
prescribed by the Price Commission and from which compliance could be
checked. Tier III firms were not required to file reports, but their com-
pliance was open to spot check by the Internal Revenue Service.

The procedures relating to pay were similar to those governing prices.
Small business exemptions. Despite the tier arrangement described above,

it became clear almost as soon as Phase II began that a disproportionate
part of the administrative capacity of the system was being used to provide
information and to process complaints in cases that had little effect on the
inflation problem. The Cost of Living Council decided that it could use
its resources better by concentrating them on the larger economic units,
relying on competition from them to restrain price increases by the smaller
ones. In January retail firms with annual sales of less than $100,000 were
exempted. This action removed from control three-fourths of all retail firms
but only 15 percent of all retail sales. At the same time the Cost of Living
Council exempted from rent controls all apartments or houses whose land-
lord owned four or fewer units. Apartments renting for $500 or more a
month were also exempted, but on a different ground—namely, that keep-
ing down the rents of luxury apartments was not so urgent a national interest
as to justify the administrative burdens it involved. The effect of these
actions was to exempt from control about 45 percent of all rental units.

152
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



In May the Cost of Living Council exempted from both price and wage
controls all firms and local government units with 60 or fewer employees—
with certain exceptions. The exceptions were firms in the construction and
health service industries and firms in which more than half of the employees
were affected by a collective bargaining contract which covered more than
60 employees. The selection of 60 as the cutoff point was influenced by the
desire to exempt as many firms as possible but at the same time to keep
a significant fraction of the sales of each industry under control.

Administration and compliance. The relatively small staff of the economic
stabilization agencies had the twofold task of informing the public of the rules
and regulations and of developing procedures for ensuring compliance. The
staff was also responsible for processing inquiries, requests for approval of
price and wage increases, complaints alleging violations, applications for
exceptions and exemptions, and appeals for review of decisions. At the end
of 1972 there had been 3.3 million direct contacts with the public. Of
these 95 percent were inquiries, 58 percent of which referred to rents,
with questions on prices and wages making up the remainder in equal pro-
portions. More than 10,000 prenotifications of price increases by larger Tier I
firms were received, many necessitating detailed Price Commission analyses
and lengthy meetings with company representatives. Notification of many
wage increases negotiated by larger employee units numbering more than
1,000 workers also required review procedures by the Pay Board.

The major burden of responding to inquiries, complaints, and requests
for exceptions fell on the seven regional offices and 360 district and sub-
district offices of the Internal Revenue Service. As the program matured
and guidelines and decision precedents became established, more authority
for decision making was delegated to these field offices, particularly in
administering price and rent controls.

Reliance primarily on voluntary compliance, adopted at the beginning of
the Economic Stabilization Program, was maintained through 1972. The
Internal Revenue Service did, however, conduct numerous investigations
based on citizens' complaints, in addition to the more than 800 investigations
carried out at the direction of ESP officials. Most potential violations were
handled through price rollbacks rather than legal action. Administrative
sanctions ordinarily required firms to refund or reduce prices in amounts
sufficient to offset the dollar amount of the apparent excess profit margin,
or in the amount of revenue derived from the price increases, whichever
was smaller. However, double or treble price reductions and refunds were
sometimes required. In exceptional cases, legal action was initiated. About
300 such actions were undertaken in the first year of Phase II.

SUPPLEMENTARY ANTI-INFLATION MEASURES

As 1972 progressed, rapidly rising prices of food, especially meat, became
a more and more critical problem for the controls program. Partly because
food prices weigh heavily in the public's perception of what is happening
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to living costs, the higher food prices were threatening to weaken public
confidence in the program.

The control system could not satisfactorily restrain the increase of food
prices. Prices at the farm level were exempted; and although controls were
repeatedly considered during 1972, they were always rejected on the
ground that such controls would cause shortages immediately and discourage
the expansion of supplies for the future.

A large part, about two-thirds, of the value of food is added in processing
and distribution after the products leave the farm. The price or margin at
these stages was controlled; but sometimes the controls left room for increas-
ing margins, and from time to time the Cost of Living Council made special
appeals to food processors and distributors to hold margins down. The In-
ternal Revenue Service also concentrated on assuring compliance with the
controls in food processing and marketing.

However, over the Phase II period, competition, controls, and voluntary
cooperation successfully constrained the margin between food prices at the
farm and food prices at retail. According to Department of Agriculture
estimates, this margin increased by only 0.6 percent from the third quarter
of 1971 to the third quarter of 1972. In the same period the farm price of
domestically produced farm foods increased by 11.7 percent, while retail
food prices increased by 4.9 percent.

Rising food prices, and the inability of price controls to curb them, focused
attention on the range of other measures available to Government which
could restrain the rise of food costs. In general, five measures were applied
which operated to increase supplies, either immediately or in the longer run.

1. In June limitations on the import of meat were suspended for 1972. In
December this suspension was continued into 1973.

2. Government-controlled stocks of meat and grains were reduced.
3. Export subsidies for wheat and rice were discontinued; this action

eliminated an artificial incentive to export that was reducing domestic
supplies.

4. Limits on the planting of wheat, rice, feed grains, and soybeans in 1973
were eased.

5. Import quotas on nonfat dry milk were increased temporarily at the
beginning of 1973.

In addition to foods, two other commodity areas, lumber and hides, reg-
istered substantially higher prices despite the controls. In both cases the
Administration tried to curb price increases by special measures. Steps were
taken to increase timber cutting in the national forests and to enforce the
control regulations more strictly on lumber sales. The Department of Com-
merce imposed a limit on the export of hides in order to increase the domestic
supply, a move that was soon overturned, however, by congressional action.
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SUPPLEMENT TO CHAPTER 4

In order to answer the question whether the occupational distribution
of women has moved closer to that of men's, an index of occupational
dissimilarity was constructed for 1960 and 1970. The particular measure
of dissimilarity used here is calculated by taking the absolute difference
(for each of 197 occupations) between the percentage of the female ex-
perienced civilian labor force in a given occupation and the percentage
of the male experienced civilian labor force in the same occupation, sum-
ming these differences across the 197 occupations, and then dividing this
sum by 2. Those persons in the experienced labor force who did not report
their occupation were excluded from the denominator. If men and women
were to have the identical occupational distributions then the value of the
index would be 0. At the other extreme, if men and women were completely
occupationally segregated, so that they were never in the same occupation,
the index would have a value of 1.

The values of the occupational dissimilarity index, calculated as described,
were as follows:

1960 . 629
1970 . 598

The index therefore indicates a very small change in the direction of
increased occupational similarity between 1960 and 1970. The data for
the calculations were taken from the decennial censuses of 1960 and 1970.

In Table 33, women's representation in a group of detailed occupations
is given for 1950, 1960, and 1970.

TABLE 33.—Women in experienced civilian labor force, 1950, I960, and 1970

(14 years of age and over)

Occupational group

TOTAL

Professional and technical workers _ .

Accountants
Architects .
Engineers .
Farm and home management advisers
Lawyers and judges
Librarians
Life and physical scientists
Personnel and labor relations workers
Pharmacists
Physicians, medical and osteopathic
Dietitians
Registered nurses
Therapists
Health technicians...
Clergymen
Other religious workers

Number of women (thousands)

1950

16,481.9

1,896.9

57.0
.9

6.7
5.0
7.0

50.7
12.6
15.0
7.4

12.3
21.7

399.2
( i )
46.3
7.3

28.7

1960

22,303.7

2,723.9

81.9
.8

7.2
6.4
7.5

64.6
15.2
34.2
7.2

16.2
24.8

613.7
16.4
88.0
4.7

38.6

1970

30,601.0

4,397.6

187.0
2.0

20.3
6.5

13.4
101.5

29.2
91.7
13.3
26.1
37.8

819.3
48.5

184.1
6.3

20.1

Women as percent of all persons in
occupation

1950

28.1

39.0

14.9
3.8
1.3

46.1
4.1

88.8
11.0
28.3
8.7
6.7

96.5
97.6

•fl
4.4

69.9

1960

32.8

38.4

16.5
2.1
.8

47.2
3.5

85.4
9.2

33.1
7.5
6.9

92.7
97.5
63.4
68.2
2.3

63.3

1970

38.0

39.9

26.2
3.6
1.6

49.7
4.9

82.0
13.7
30.9
12.0
9.3

92.0
97.3
63.5
69.7
2.9

55.7
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TABLE 33.—Women in experienced civilian labor force, 1950, I960, and 1970—Continued

(14 years of age and over)

Occupational group

Professional and technical workers— Cont'd.

Social scientists
Social workers .
Recreation workers
Teachers, elementary . . . .
Teachers, secondary
Teachers college and university
Engineering and science technicians
Draftsmen
Radio operators
Authors . ^
Dancers
Designers
Editors and reporters.
Musicians and composers
Photographers
Other professional, technical, and kindred

workers

Managers and administrators, except farm

Buyers, wholesale and retail trade
Credit men
Public administrators and postal inspectors..
Managers and superintendents, building
Administrators, n.e.c, Federal
Administrators, n.e.c, State
Administrators, n e e , local
Officials of societies and unions
Postmasters and mail superintendents
Purchasing agents and buyers n e e
Restaurant, cafeteria and bar managers .

Other specified managers and administrators,
except farm

Managers and administrators, n.e.c., salaried:

Construction
Manufacturing
Transportation
Communication and utilities
Wholesale trade.
Retail, hardware, etc
Retail general merchandise
Retail, foodstores. .
Retail, motor vehicles and accessories
Retail, apparel and accessories
Retail furniture, etc
Other retail trade
Finance, insurance and real estate
Business and repair services
Personal services
All other industries . .

Managers and administrators, n.e.c. self-
employed:

Construction
Manufacturing
Transportation
Wholesale trade
Retail, hardware, etc..__
Retail, general merchandise
Retail, food
Retail, gas service stations
Retail, apparel and accessories stores
Retail, furniture, etc
Other retail trade _.
Finance, insurance and real estate
Business and repair services
Personal services.
All other industries.

Number o

1950

11.3
54.0
7.7

M
1.7
5.8

29.4

n
0)

680.8

35.5
6.6
2.5

22.9
5.2
2.1

18.8
3.2

17.3
6.2

93.9

(0

2.0
27.8
4.2
5.7
8.3
1.4

13.6
12.7
2.4

14.1
3.1

13.7
25.4
6.1

21.2
39.6

2.6
15.2
2.4
7.1
3.8

15.1
70.6
5.2

24.4
4.9

38.8
7.2
7.4

39.5
14.7

f women (thousands)

1960

15.1
59.4
14.9

851.2
280.5

46.5
43.5
12.3
3.1
7.3
3.9

13.4
39.0
29.8
6.5

270.1

844.5

34.2
12.0
3.1

20.0
12.1
4.8

17.2
5.1

15.0
10.3
95.5

72.4

5.0
45.0
10.8
11.3
14.3
2.3

23.6
9.5
3.9

17.0
3.4

14.7
47.9
16.1
28,7
64.5

2.9
11.8
4.6
6.9
3.4

10.8
42.7
4.1

19.2
4.5

32.8
8.3
8.1

43.6
21.3

1970

32.0
138.9
22.5

1,199.4
498.7
140.4
68.7
23.6
7.6
7.7
5.7

27.2
61.5
33.5
9.5

513.9

1,034.3

52.8
17.0
6.2

34.0
20.4
6.5

20.6
8.2

11.3
22.5

112.6

223.4

8.0
43.0
17.6
13.3
18.9
2.7

25.4
17.3
5.7

19.9
5.3

24.2
32.8
19.8
36.0
64.0

2.8
6.0
2.1
4.5
2.4
8.0

30.1
3.5

10.0
3.7

27.4
3.0
6.2

27.8
7.4

Women as percent of all persons in
occupation

1950

32 9
69.3
45 4

J
a

10.2
36.5

32.1

(0
13.7

24,6
19.2
4.4

34.2
10.6
9.5

22.9
10.9
44.9
9.5

26.9

(0

2.2
6.8
4.4
9.7
5.4
3.3

23.2
12.8
4.3

33.5
11.2
12.4
13.9
10.8
33.7
25.3

1.3
6.5
4.6
4.0
4.7

23.6
18.4
3.6

29.5
7.3

14.3
10.9
6.0

28.0
14.2

1960

25 4
62.8
51 2
85.8
49.3
23.9
11.1
5.6

16.7
25.5
86.0
19 3
36.6
38.6
12.2

33.9

14.8

35.6
25.1
3.9

43.6
15.3
12.8
21.8
11.8
39.3
9.2

32.5

14.9

3.4
7.1
8.7

11.0
7.0
4.3

26.2
8.9
4.4

33.5
10.7
11.9
14.7
16.8
35.8
27.8

1.3
6.9

10.6
5.0
5.1

23.3
19.4
2.7

33.7
9.2

15.9
11.5
8.4

33.1
20.3

1970

23 2
62 8
42 0
83.7
49 3
28.6
12.9
8.0

25.9
29.1
81.3
24 2
40.6
34.8
14 2

32.9

16.6

29.8
28.3
6.1

40.2
16.9
13.4
26.2
16.2
31.8
13.7
34.2

18.4

3.1
6.3

12.3
11.8
7.4
5.1

24.6
12.3
5.4

34.2
12.1
13.1
17.5
14.0
26.8
26.8

1.9
9.1
9.8
8.1
8.4

32.4
26.1
3.4

41.9
13.6
25.1
12.6
11.9
31.3
22.1
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TABLE 33.— Women in experienced civilian labor force, 1950, 1960, and 7970—-Continued

(14 years of age and over)

Occupational group

Sales workers

Advertising agents and salesmen
Demonstrators
Hucksters and peddlers
Insurance agents, brokers, and underwriters.
Newsboys
Real estate agents and brokers
Sales representatives, manufacturing
Sales representatives, wholesale
Salesmen and clerks, retail..
Other salesworkers

Clerical and kindred workers-

Bank tellers
Bookkeepers .
Cashiers
Collectors, bill and account
Dispatchers and starters, vehicle. - .
Library attendants and assistants
Mail carriers, post office .
Messengers and office boys
Office machine operators
Shipping and receiving clerks
Stenographers, typists, and secretaries
Telegraph operators
Telephone operators
Ticket, station, and express agents
Other clerical workers _

Craftsmen

Bakers
Bookbinders
Compositors and typesetters
Decorators and window dressers
Electricians
Linemen and servicemen, telegraph, tele-

phone, and power
Engravers, except photoengravers
Foremen nonmanufacturing
Foremen manufacturing
inspectors . . .
Machinists
Mechanics and repairmen, except air, auto...
Aircraft mechanics . .
Auto mechanics
Opticians, lensgrinders and polishers
Painters, construction and maintenance
Pressmen and plate printers, printing
Stationary engineers
Tailors _
Upholsterers
Other craftsmen .

Operatives. _

Dressmakers and seamstresses, except fac-
tory

Filers, polishers, sanders and buffers
Laundry and drycleaning operatives
Meatcutters and butchers, except manu-

facturing _
Milliners
Painters, manufactured articles
Photographic process workers
Sawyers
Textile operatives
Bus drivers
Deliverymen and routemen
Taxicab drivers and chauffeurs
Truckdrivers
Other specified operatives

Number of women (thousands)

1950

1,374.7

5.3
11.0
3.5

27.3
4.1

22.1
23.0
15.3

1,228.9
34.3

4,343.4

27.7
566.3
193.7

3.9
4.1
9.1
3.4

10.9
119.5
20.3

1,524.9
7.6

349.2
7.9

1,494.9

247.3

13.9
19.5
12.2
14.0
2.1

5.1
1.4

18.2
51.2
7.3
7.6

16.6
1.0
4.3
2.4
9.1
2.5
1.8

16.3
5.5

35.3

3,190.8

140.3
7.3

302.7

3.8
12.5
14.8
13.5
2.6

4.3
3.4
8.6
O)

1960

1,736.0

4.9
26.7
37.7
36.1
8.6

46.8
50.8
21.3

1,451.4
51.8

6,407.0

94.6
793.6
393.1

6.7
5.2

28.1
4.4
9.3

239.1
26.4

2,233.5
4.7

356.2
16.2

2,196.0

295.3

21.4
17.6
16.2
24.4
2.8

5.6
2.1

22.8
58.2
6.6
7.4

15.4
1.9
2.4
3.2
7.1
5.1
1.6

23.1
6.2

44.2

3,521.2

121.7
21.0

282.9

5.8
3.9

16.5
21.5
2.4

278.5
18.6
15.0
4.6
8.3

2,060.6

1970

2,096.7

13.0
36.7
96.4
57.6
13.9
85.2
36.8
42.8

1,619.4
94.8

9,910.0

218.6
1,291.7

734.8
19.2
10.5

101.2
20.5
12.1

423.1
62.9

3,786.9
3.7

398.3
36.7

2,789.8

524.1

33.9
20.9
24.9
41.9
9.3

10.7
2.5

51.1
80.9
9.7

12.8
35.0
4.5

12.9
6.5

14.8
14.1
2.6

22.5
10.7

101.8

4,222.6

96.9
26.9

261.0

11.2
2.1

18.6
31.4
9.6

247.6
67.1
21.3
9.0

21.6
2,602.1

Women as percent of all persons in
occupation

1950

34.2

15.1
77.5
14.9
8.9
3.8

15.6
7.2
3.8

48.9
23.0

61.9

44.6
77.4
81.4
16.0
12.7
76.7
2.0

18.6
81.6
6.8

94.6
21.6
95.8
12.7
47.2

3.1

11.6
58.1
6.9

31.9
.6

2.4
14.5
5.3

10.0
7.7
1.5
1.6
1.3
.6

12.1
2.1
4.8

.8
19.3
8.7
1.1

27.4

97.3
4.8

67.6

2.2
89.4
12.1
43.7
2.6

2 9
1.7
1.6
.6
(0

1960

36.2

13.9
93.2
60.5
9.7
4.3

23.9
10.7
4.2

54.4
20.2

67.9

70.2
83.4
77.1
20.0
10.8
75.7
2.2

14.7
74.4
8.1

96.5
22.8
95.8
21.8
54.6

3.1

18.2
58.9
8.4

46.3
.8

2.1
17.9
4.4
8.8
6.5
1.4
1.1
1.6
.4

15.3
1.8
6.1
.6

26.5
9.9
1.3

28.7

96.7
13.8
65.3

3.1
90.7
13.5
45.8
2.3

53.2
10.1
3.3
2.7
.5

36.7

1970

38.6

20.1
91.1
78.7
12.5
7.4

32.0
8.8
6.6

56.5
27.0

73.6

86.2
82.0
83.7
36.2
17.1
78.6
8.0

19.7
74.0
14.7
96.6
29.4
94.5
36.7
58.9

5.0

30.0
58.1
15.3
57.7
1.9

2.7
27.5
7.5
8.7
8.0
3.3
2.5
3.1
1.4

23.1
4.1
8.8
1.5

31.7
16.5
2.8

31.5

95.0
21.8
69.8

5.4
89.4
15.3
46.9
8.9

54.8
28.0
3.3
5.7
1.5

39. T

490-000 O - 73 - 11
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TABLE 33.—Women in experienced civilian labor force, 1950, I960, and 1970—Continued

(14 years of age and over)

Occupational group

Operatives—Cont'd.

Miscellaneous and not specified operatives,
n.e.c

Lumber and wood products
Furniture and fixtures
Stone, clay, and glass products
Primary metal industries
Fabricated metal industries ._
Machinery, except electrical
Electrical machinery, equipment, and sup-

plies
Transportation equipment
Professional and photographic equipment,

and watches
Miscellaneous manufacturing industries...
Food and kindred products .
Tobacco manufactures
Apparel and other fabricated textile prod-

ucts
Paper and allied products
Printing, publishing, etc
Chemicals, etc
Rubber and miscellaneous plastic
Leather products
Wholesale and retail _.
Business and repair services
Public administration
Other nonmanufacturing

Laborers, except farm

Miscellaneous and not specified laborers

Lumber and wood products, except furni-
ture

Stone, clay, and glass products
Metal industries _
Electrical machinery, equipment, and sup-

plies '.
Food and kindred products...
Textile mill products
Apparel and other fabricated textile prod-

ucts
Leather and leather products
Other manufacturing _
Transportation, communication, and pub-

lic utilities
Wholesale and retail t rade. . . .
Public administration
Other nonmanufacturing industries

Other nonfarm laborers

Farm workers

Farmers, owners, and tenants
Farm managers
Farm laborers, wage workers
Farm laborers, unpaid family workers
Other farm laborers

Number of women (thousands)

1950

0)
602.2

118.3
2.4

148.9
330.7

2.0

1960

660.0

10.6
8.3

16.5
6.9

27.9
16.3

79.3
15.4

15.8
57.2
91.8
17.7

87.4
46.4
32.4
18.5
31.9
18.2
35.5
5.4
2.3

18.2

193.1

61.2

O)

8
0)

8
0)

8
8
8

.6
2.5
4.5
4.2

10.1
1.9

1.7
1.6

16.0

2.9
3.S

1 U

132.1

394.8

119.0

147! 6
126.8

.7

1970

796.2

11.7
14.9
19.7
12.7
33.1
25.7

113.8
27.1

19.5
66.5
76.6
10.3

74.5
43.0
36.7
25.5
60.7
26.3
47.1
8.1
3.7

38.9

294.6

75.0

1.8
1.6
6.3

4.3
6.5
2.6

1.8
1.4

17.1

3.2
11.5
1.5

15.4

220.0

222.3

59.9
2.7

117.7
39.3

2.7

Women as percent of all persons in
occupation

1950

25.7

11.4
15.6
15.1
3.8

19.7
11.8

50.3
10.7

42.6
34.2
31.5
54.9

74.0
25.5
42.4
12.4
26.4
43.9
31.4
10.9
13.3
12.0

5.1

5.3

1.3
4.7
2.1

18.3
11.2
13.9

43.0
19.2
7.6

1.5
3.0
1.1
7.7

5.1

9.6

4.8
2.9

11.5
44.4
2.2

29.6

15.1
28.1
18.7
7.1

22.9
16.0

55.2
16.1

48.8
39.0
34.8
51.6

75.5
23.7
45.5
17.0
35.1
57.6
30.6
14.7
16.2
21.0

8.4

10.9

7.0
6.6
6.1

32.7
14.9
22.1

49.3
34.8
14.4

3.0
11.8
7.3

13.1

7.8

9.5

4.6
4.4

13.9
36.2
7.1
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TABLE 33.~Women in experienced civilian labor force, 1950, I960, and 1970—Continued

(14 years of age and over)

Occupational group

Service workers

Cleaners and charwomen
Janitors and sextons
Bartenders
Cooks, except private household
Counter and fountain workers . .
Waiters and waitresses
Practical nurses
Other health services
Attendants, recreation and amusement
Attendants, personal service, n.e.c
Boarding and lodging housekeepers
Elevator operators
Barbers, hairdressers, and cosmetologists
Housekeepers, except private household
Guards and watchmen
Policemen and detectives
Other protective service workers
Other service workers, except private house-

hold
Housekeepers, private household
Laundresses, private household..
Other private household workers

Occupation not reported

Number of women (thousands)

1950

3,564.1

75.3
56.5
13.1

257.1
47.4

579.8
138.4
232 0

5.2
33.5
23.6
27.0

193.2
85.8
5.3
3.9
2.1

345.2
147.4
73.3

1,219.1

447.6

1960

4,890.3

167.7
91.3
20.5

385.4
119.4
780.0
166.5
445.0
13.0
46.8
26.4
24.9

278.0
51.0
5.2
7.0

14.2

496.8
149.0
40.7

1,561.9

1,297.7

1970

5,751.9

266.1
165.2
41.9

550.5
126.3

1,002.4
233.2
847.4
19.7
40.9

5.4
10.2

442.4
76.6
17.0
13.5
28.7

761.5
101.5
11.9

989.7

2,147.1

Women as percent of all persons in
occupation

1950

58.1

60.5
12.0
6.4

55.2
50.9
81.8
96.4
72.6
7.9

67.2
75.6
29.1
49.2
77.2

2.1
2.0
1.5

45.4
97.6
97.0
94.5

35.2

1960

61.9

41.7
11.6
11.1
63.9
70.9
86.8
95.4
73.4
17.6
55.6
88.5
32.5
56.9
73.6

2.0
2.7
7.1

68.8
95.5
98.2
96.5

37.6

1970

60.0

56.6
12.7
21.1
62.1
75.0
89.0
96.4
86.2
23.8
62.6
71.9
27.6
68.0
71.8
5.2
3.6

11.0

66.0
96.2
94.8
96.6

41.5

i Data are not available because of changes in classification,
n.e.c.=not elsewhere classified.

Note: Occupational classifications in this table are not exactly comparable with Census classifications because of re-
grouping detailed occupations.

Detail for 1950 is not always strictly comparable with later years because of changes in classification.
The data are based on samples drawn from the decennial censuses. The sample sizes are: 1950, ZlA percent; 1960, 25

percent; 1970, 20 percent.
Detail may not add to totals because of rounding.

Sources: Department of Commerce, Bureau of the Census, and Council of Economic Advisers.
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SUPPLEMENT TO CHAPTER 5

The following memorandum elaborates the United States proposal for
establishing a system in which nations' reserve movements would serve as
quantitative indicators to guide the balance-of-payments adjustment proc-
ess. The basic U.S. proposal was contained in an address by Secretary of
the Treasury Shultz at the Annual Meetings of the International Monetary
Fund and the International Bank for Reconstruction and Development, Sep-
tember 26, 1972. The memorandum was made available to the Deputies
of the Committee of Twenty in November 1972.

THE U.S. PROPOSALS FOR USING RESERVES AS AN INDICATOR
OF THE NEED FOR BALANCE-OF-PAYMENTS ADJUSTMENT

I. INTRODUCTION

1. There appears to be general agreement that a reformed international
monetary system should promote prompter and more effective adjustment
of balance-of-payments disequilibria. The U.S. proposals are based on the
premise that each country will be willing to work within the context of a
system that provides strong, equitable and balanced incentives to achieve
and maintain external balance.

2. In the U.S. view, the most promising approach is a system in which
disproportionate changes in a nation's reserves in either direction serve as
objective indicators that balance-of-payments adjustment measures are
needed. We visualize a system in which disproportionately large gains in
reserves for a particular country indicate the need for adjustment measures
to eliminate a balance-of-payments surplus, just as, in any system of con-
vertibility into reserve assets, disproportionately large losses of reserves indi-
cate the need for adjustment to eliminate a balance-of-payments deficit. A
variety of adjustment instruments would be acceptable. The purpose of this
paper is to develop the logic of this approach.

3. The international monetary system in past years has failed to provide
adequate inducements to achieve and maintain balance-of-payments equilib-
rium, defined as a situation in which external payments are in reasonable
balance at normal levels of employment and economic activity, and without
inappropriate utilization of controls. This failure was reflected in both large
and persistent imbalances, and in recent years in some tendency toward in-
creased use of controls. Deficit countries could often maintain disequilibria
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for a considerable period through measures distorting trade, capital flows, or
the internal economy; they were usually permitted or even encouraged to
borrow extensively. (In the case of the United States, this "borrowing" in
large part took the form of increased holdings by foreign monetary authori-
ties of U.S. dollar obligations.) Surplus countries, able to accumulate re-
serves more or less indefinitely, felt under even less pressure to adjust, and an
increasingly common response has been controls on the inward flow of
capital.

4. Viewed from the perspective of a single country—particularly a coun-
try in a relatively advanced stage of development—balance-of-payments sur-
pluses have been considered a more comfortable and more desirable state
of affairs than deficit or balance. A surplus country could avoid the politi-
cally embarrassing adjustment actions which a deficit country might be
forced to take. A strong trading position was frequently considered a vehicle
for domestic economic expansion and maintenance of full employment. A
persistently strong currency and large reserves might be felt to provide useful
protection against unexpected external influences, and even to symbolize
prudent economic management. Prior to the introduction of the SDR
scheme, the system depended on balance-of-payments disequilibrium for
growth in reserves—growth in global reserves over time could be ac-
complished only as other countries ran surpluses offset by U.S. deficits,
financed through an expansion of U.S. liabilities.

5. Some of these incentives to run surpluses were recognized in the discus-
sion leading up to Bretton Woods, and they were reflected in the strictures
placed on competitive devaluation. Nevertheless, while overt competitive de-
valuations have not been important, many countries still more or less con-
sciously have aimed for payments surpluses and adapted their economic
policy instruments to that end. At the very least, surpluses were tolerated
while deficits were a source of concern and action. There was nothing in the
system to assure compatibility of nations' balance-of-payments objectives—
nothing to assure that the surpluses which many countries sought would be
offset by targeted deficits in equal amounts on the part of other countries.

6. Within this general context, there were systematic tendencies for sur-
pluses and deficits to fall in a particular pattern. From the viewpoint of the
United States, as the largest unit in the world economic system and in
important ways in the least flexible position, these pressures toward surplus
and currency undervaluation by others have had their counterpart in a
persistent deficit in its own accounts. It was long felt inappropriate, in the
light of the disturbing implications for stability in world financial markets,
for the United States to initiate exchange rate action to correct this deficit.
When the imbalance increased substantially and such action was under-
taken, the resistance by its trading partners seemed to confirm their reluc-
tance to lose a surplus position, as well as to demonstrate the difficulty of
achieving the needed adjustment in the absence of agreed criteria for rec-
onciling balance-of-payments objectives. From the viewpoint of some other
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countries, the mechanism that permitted the chronic U.S. deficit and their
surpluses to persist—namely, the tendency for that imbalance to be financed,
in part, by increased dollar holdings of other countries—indicated that the
United States was not subject to the usual constraints of a deficit country.
In concept, the introduction of the SDR successfully freed the system of
the need for continuous U.S. deficits to meet reserve needs. But by itself
that reform was not sufficient to change the basic bias in the system.

7. While the system operated satisfactorily for a number of years—in
fact it may have been preferable to any realistic alternative—it was a sys-
tem of continuous imbalance, of protracted disequilibrium. From the view-
point of both the U.S. and other nations, the results were increasingly
unsatisfactory, creating major stresses that undermined stability. The sys-
tem failed, in the end, because it depended on a measure of broad equi-
librium for sustained, satisfactory operation, yet failed to induce the
adjustments required to achieve equilibrium. The actions taken by the
United States on August 15, 1971, signaled the untenability of the previously
existing arrangements. The interim arrangements developed since that time,
including the Smithsonian Agreement of December 1971, do not provide a
long-term solution to these problems.

8. The U.S. proposals for a future system are designed to encourage
equilibrium by promoting needed adjustments actively, rather than simply
prohibiting unwarranted moves; and to apply equivalent incentives for
adjustment evenhandedly to all nations. The proposals are evolutionary, in
the sense that they would build on certain areas of widespread agreement
incorporated in past arrangements: the SDR, convertibility, the prohibition
on competitive devaluation, and emphasis on the need for international
financial arrangements to support liberal trade and payments. They would
differ from the past in building these and other elements of the system into
arrangements for actively promoting adjustment, reconciling balance-of-pay-
ments objectives, and overcoming the systematic bias toward surpluses.

II. THE NEED FOR OBJECTIVE CRITERIA

9. The U.S. proposals take as a point of departure that the stability and
durability of a new monetary system will be crucially dependent on finding
an equitable and effective means of promoting the adjustment of external
imbalances.

10. In approaching that objective, we believe success is dependent upon
finding an appropriate blend among three possible approaches, each of
which contains some advantages, but none of which is satisfactory by itself.
The three approaches are:

a) national discretion—a degree of which is essential in a world of
sovereign nations and desirable in allowing maximum practicable
freedom of action among individual countries, but which, relied on
alone, assures neither equilibrium nor an equitable sharing of adjust-
ment responsibilities;
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b) discretionary authority of a central institution—which can bring
to bear the influence and collective wisdom of the entire world
community on particular adjustment problems, but which can
lead to endless debate, indecision, or unbalanced decisions in a
potentially politically charged atmosphere, and which requires at
least the appearance of ceding more authority to an international
body than nations will yield at this stage of international develop-
ment;

c) objective criteria—which can be helpful in establishing measure-
ments for indicating adjustment needs for various nations and
various situations on a standardized basis, but which do not unerr-
ingly point to appropriate adjustments or permit needed discre-
tion by national authorites.

11. The U.S. proposal aims at a balance among these approaches—to
utilize the advantages of each, while avoiding the disadvantages which
might result from excessive or singleminded reliance on any of the three.
We propose that objective criteria be established to note and locate the
existence of an undesirable degree of balance-of-payments disequilibrium,
and to create a strong presumption that effective adjustment policies should
be implemented. But we would leave to the country concerned substantial
discretion in determining the composition of those adjustment policies. And
international consultations would be utilized to determine the applicability
of the criteria to particular situations and to consider exceptional cases in
which the rules might be overridden.

12. Use of objective indicators as an important element of the adjustment
mechanism appears essential on grounds of efficacy and equity. Adjust-
ment decisions are frequently difficult for any government, and there is a
tendency to postpone and avoid such decisions until long after the time
when adjustment policies should have been adopted. Equally, international
groups are reluctant to deal promptly with difficult and politically sensitive
adjustment questions. Without objective indicators there is a danger that
needed actions will not be taken. It is much better to get advance agreement
in principle that when certain internationally agreed indicators, recog-
nized as being objective, signal adjustment is needed, there will be a strong
presumption that appropriate measures will be adopted—but recognizing
there might be valid reasons for overriding the indicators in exceptional
cases. Such an approach is much more likely to result in equal treatment
for all nations: it would call for comparable adjustment inducements for
all countries—whether large or small, developed or developing, reserve
currency country or not—to eliminate payments disequilibria, whether sur-
plus or deficit.

III. ADJUSTMENT, RESERVES, AND CONVERTIBILITY

13. The U.S. proposals assume that most nations will want to maintain
established values for their exchange rates—par values or central rates—
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in conjunction with a generalized system of convertibility of national cur-
rencies into international reserve assets. In a system of established exchange
values and convertibility, there is a close relationship between balance-of-
payments disequilibria and reserve changes. Accordingly, in our view the
single most valid indicator that a country is in actual or emerging disequi-
librium—as well as the most readily available, the most comprehensive, and
the least ambiguous—is a persistent movement of its reserves in one direc-
tion or another.

14. To be viable, a convertibility system must be capable of satisfying the
sum of individual countries' normal needs for and secular growth in re-
serves. Nations individually, either explicitly through formulation of overt
balance-of-payments objectives, or more implicitly through their behavior,
express an effective demand for reserves. Unless the international monetary
system is capable of meeting these national demands in the aggregate and
changing the level of reserves to meet changes in such needs over time, a
satisfactory reconciliation of national balance-of-payments aims, and there-
fore sustained balance-of-payments equilibrium, cannot be assured. For if
reserves are not adequate to these demands in the aggregate, nations are in-
capable by definition of reaching their desired reserve positions simultane-
ously. A decision to provide the system with too few reserves induces—and
sanctions—a destabilizing and ultimately fruitless competition for scarce
reserves. Creation of too many reserves pushes too great a share of the adjust-
ment pressures onto surplus countries and facilitates world inflation.

15. A critical defect of the system in the past was that while it tried to
promise unlimited convertibility, and while fundamentally it required a broad
measure of balance-of-payments equilibrium for sustained operation, it did
not provide the supply of acceptable reserve assets or the discipline on ad-
justment policies necessary to achieve these objectives. A basic feature of
the U.S. proposal is that nations must, through the process of negotiation,
reach a collective decision on the appropriate normal stock and rate of in-
crease of reserves, and be prepared to accept the consequences of that deci-
sion in terms of their own individual reserve positions and their own
freedom of action to run surpluses or deficits.

16. It would be essential in the proposed system that countries regard their
balance-of-payments disequilibria, whether surplus or deficit, as a source of
concern before the agreed indicators came into play. In other words, coun-
tries would not be expected to ignore imbalances blithely until their dis-
equilibria had become so extreme as to prompt strong international concern
through the indicator mechanism. Reserve fluctuations would signal emerg-
ing disequilibria; movement to outer indicators signalling strong interna-
tional concern would occur only when countries failed to make the appro-
priate responses as the disequilibria built up.

17. Convertibility itself cannot promote adequate or equitable adjust-
ment. Convertibility is in that sense an asymmetrical tool, operating only
on deficit countries. In the framework of the U.S. proposal, the inherent
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link of convertibility to reserve fluctuations would result in broadly symmet-
rical pressures upon surplus and deficit nations.

18. In short, the logic of the U.S. proposals is that a) better balance-of-
payments adjustment is required and is essential to the maintenance of a
convertibility system; b) such an adjustment process, in turn, requires recog-
nition by both surplus and deficit countries of their obligations and respon-
sibilities to take action; c) in that context, objective indicators of the need
for adjustment are essential; d) a broad equality between the availabiliy of,
and demands for, reserves in the system must be satisfied; and e) all of these
needs can be brought together, in the context of a system of established ex-
change rates supported by convertibility, by the use of reserve movements
as the main indicator of the need for adjustment.

IV. DESCRIPTION OF THE PROPOSED ADJUSTMENT/RESERVE/CON-
VERTIBILITY SYSTEM

19. These principles could be incorporated into several alternative opera-
tional frameworks. Such alternative formulations could, for example, (a)
emphasize the use of net or gross reserves as the basis for measuring fluctua-
tions in reserves; (b) focus attention largely on changes in resei yes from an
existing starting level or on an appropriate distribution of individual coun-
tries5 reserves in relation to some "objective" standard; and (c) provide for
either relatively narrow or relatively wide ranges of fluctuation in reserves
before international disciplines come into play. While the underlying princi-
ples and logic of the various approaches would be broadly similar, the par-
ticular formulation chosen would determine the speed, force and manner
with which the adjustment pressures would operate. For its part, the United
States wishes to continue to examine the advantages and disadvantages of
the alternatives with care, and would welcome the contribution toward this
effort that others can make.

20. The use of fluctuations in countries' reserves as the main indicator of
adjustment need requires a judgment about a "base" level and trend of re-
serves for each country. Abstracting from transitional problems (noted
later), these "base levels" could be established in several different ways. For
instance, the distributional pattern of national quotas in the IMF (allowing
for any agreed revisions in the future) might represent one approach toward
determining a broadly acceptable distribution of reserves in normal circum-
stances. Another approach would be to give heavy weight to the actual
level of reserves at the start of the system for the majority of countries, rely-
ing on separate negotiations for those countries whose reserves at the start
of the system were judged to be seriously excessive or inadequate. Countries'
"base levels," in any case, would be expected to rise over time, consistent
with collective decisions about world SDR creation. The manner in which
"base levels" should be calculated would clearly be a matter for careful ne-
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gotiation. What is necessary is that some pattern be accepted that is generally
satisfactory.

21. Use of reserve fluctuations to achieve an evenhanded stimulus to ad-
justment will require a broad consistency between the total of established
"base levels" for individual countries and the actual supply of reserves in the
system as a whole. Conceptually, in a system which did not provide for re-
serve currencies, this need could be met simply by assuring that the aggre-
gate of gold, SDR's and IMF positions—that is, "primary reserves"—equaled
the aggregate of countries' "base levels" of reserves. If in such a system ag-
gregate "base levels" were above total primary reserves, a destabilizing and
potentially deflationary competition for reserves could result; if "base levels"
were below the total of primary assets, too large a share of adjustment pres-
sures would be shifted toward surplus countries and world inflation might be
facilitated.

22. In practice, we assume that some nations will wish to hold foreign
exchange in their reserves and should be permitted to do so. Some nations
will want flexibility of reserve management, and the system as a whole will
benefit from an ability to respond flexibly to sudden and reversible increases
in the need for liquidity during periods of strain related to speculative or
other factors. Thus, in structuring the proposed system consideration will
need to be given to the complication introduced by the existence of a pos-
sibly fluctuating margin of foreign exchange holdings. In a convertibility
system, foreign exchange holdings are potential claims on primary reserves.
Consequently, a stable system must provide enough primary reserves in
relation to the whole to meet reasonable demands for conversion of these
potential convertibility claims and/or must limit demands for conversion
by individual countries that would otherwise claim an excessive proportion
of the available supply of primary reserves.

23. There are a number of complementary approaches which could rec-
oncile the existence of foreign exchange holdings in reserves with the
stability and evenhanded working of a system of reserve indicators. One
approach would be to equate the aggregate of "base levels" with the total
of primary reserves and provide limits on the disproportionate accumula-
tion of primary reserves by a country above its base level. Some assurance
against excessive claims for primary reserves growing out of past accumula-
tion of foreign exchange could also be provided by arrangements providing
for bilateral or multilateral funding of existing foreign exchange reserves to
the extent the holder wished to fund such balances, or by a facility for
exchange of such balances—initially or over time—into SDR's. These as-
pects of the question should receive careful study, but are not further con-
sidered here.

24. Under a reserve-indicator system, certain points would be established
above and below each country's base level to guide the adjustment process
and to assure even-handed convertibility disciplines. Such points would be
set according to uniform procedures for each country, and could be de-
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scribed as follows, again abstracting from special arrangements that would
be appropriate during a transitional period. (See Chart 13.)

a) A "low point" would be set at some point below the "base level."
In concept, this might approximate a level of reserves considered
to be close to the minimum level ordinarily necessary to maintain
confidence and to guard against extreme emergencies. If a country's
reserves fell below its "low point" for a period of time, definite
adjustment pressures would be anticipated and acceptable adjust-
ment measures would be expected. In the absence of adequate pol-
icies over a specified period, international sanctions—for example,
refusal to provide credit, or loss of scheduled SDR allocations—
might become effective. Such sanctions would be avoided only if
the IMF, through approval of a satisfactory program of adjust-
ment, made a finding that sanctions were not warranted. Nego-
tiated credits to deficit countries would ordinarily be permitted—
but excessive or prolonged borrowing to circumvent the indicators
would not be allowed.

b) A "lower warning point" would be set at a point between a country's
"base level" and the "low point." Small devaluations would be freely
permitted a country at any time its reserves were below its base
level. Proposals for larger devaluations would always require IMF
approval; such proposals would not ordinarily be looked upon with
favor unless a country's reserves had fallen below its "lower warning
point."

c) An "outer point" would be established above a country's "base
level." As a country moved toward its "outer point," it would be
expected to apply adjustment measures of progressive intensity. If
reserves rose to the "outer point," remained at or above that level
for a specified period, and an adequate program of adjustment were
not in place, international action to induce adjustment would take
effect. For example, the IMF might authorize other countries to
impose general import taxes or surcharges against the country con-
cerned, there might be a loss of scheduled SDR allocations, or there
might be a tax on the country's excess reserve holdings with pro-
ceeds to go to development assistance. Such sanctions could be
avoided, or postponed, only if the IMF made a positive finding they
were not warranted, on the basis of an agreed program of adjust-
ment—involving, for example, major moves toward liberalization of
import restrictions, removal of any controls on the outward flow
of capital, provision of concessional untied aid, or revaluation.
Standards should be developed for judging the adequacy of such
programs and their consistency with progress toward a liberal world
economic order. If reserve gains persisted despite the agreed pro-
gram, authorization for sanctions would, after a further period, take
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Chart 13

Illustration for Individual Country
of Reserve Indicator System
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effect. In any event, the IMF would review the country's position
periodically, and make such recommendations and authorizations
as it deemed appropriate.

d) An "upper warning point" would be set between the "base level"
and the "outer point," analogous to the lower warning point, repre-
senting an international judgment that adjustment is called for. The
IMF would be expected to report on the country's balance-of-pay-
ments position and prospects, and revaluation or other adjustment
measures would be anticipated.

e) Depending on the volume of total reserves relative to primary re-
serves in the system, this "upper warning point" might coincide with
a "convertibility point" representing the maximum accumulation
of primary reserves for each country that would be justified, con-
sistent with the level of aggregate primary reserves in the entire sys-
tem, for the convertibility mechanism to operate equitably with
respect to both deficit and surplus countries. Both to provide an
incentive for adjustment, and to prevent countries from placing fur-
ther convertibility pressures on others, a country reaching such a

168Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



"convertibility point" would be unable to acquire additional pri-
mary reserves, through either purchase or SDR allocation.

25. A reserve-indicator system such as the one sketched above should be
supplemented and elaborated by consultative procedures within the IMF
concerning adjustment programs and problems. For such procedures to be
effective, national policy officials at a politically responsive level should be
drawn into the process. Such IMF review could take into account supple-
mentary criteria in considering the nature and magnitude of any need for
adjustment.

26. Countries would not be expected to delay adjustment action until
they had reached the indicator points. The purpose of a reserve-indicator
system is to provide strong incentives for countries to act in limited steps,
using a variety of tools suited to their circumstances before their situation
becomes so urgent as to involve international concern and action. Moreover,
while countries would at given points be brought under overt international
pressure for adjustment, they would still have a range of policy options at
their disposal. The range of "acceptable adjustment measures" for the sys-
tem would, however, be limited to those consistent with market mechanisms
and a liberal world trade and payments order. Exchange rate changes are
not seen as the only, or necessarily the most desirable, means of adjustment
in all cases.

27. Even though the aim of the system is to promote equilibrium, some
scope for fluctuation in reserves is obviously necessary and desirable. No
workable system can or should try to assure lock-step economic performance
from 124 nations differing greatly in size, stage of development, and eco-
nomic circumstance. Through the process of negotiation, an international
consensus should be reached in defining the indicator points so as to get
"enough" elbow room for some fluctuation in reserves to meet transitory
payments imbalances, but not "so much" that adjustment is inappropriately
delayed.

28. The reserve-indicator system should be designed to permit countries
maximum flexibility to the extent compatible with maintaining the system's
basic principles:

a) As noted, a small devaluation without requirement for approval
might be permitted at any time a country's reserves were below base
level. Small revaluations might be permitted at any time. While in
practice, situations would seldom, if ever, arise for withholding
international approval from larger revaluations, restraint will con-
tinue to be necessary to guard against competitive devaluation.

b) A country could opt for a transitional float, under agreed rules, in
lieu of a discrete exchange rate change. If it intended to reestab-
lish and maintain a central value for its currency within a given
period, a reserve-deficient country could be permitted, under suit-
able guidelines, to increase its reserves toward its base level. If a
country's reserves were above its base level at the time of initia-
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tion of the transitional float, it would not be permitted further
reserve accumulation.

c) A country could depart from the regime of established parities to
float for a period of indefinite duration but only if it adhered to
internationally agreed standards that would assure the consistency
of its actions with the basic requirements of a cooperative order.
These standards would relate, for example, to movements in its
reserves, its intervention policies, elimination of controls on the
inward flow of capital, avoidance of restrictive trade controls im-
posed for balance-of-payments purposes and elimination of any
existing extraordinary balance-of-payments measures. Exchange rate
systems nominally establishing a central or par value but envisaging
very frequent changes such as those now in force in some less devel-
oped countries, could be integrated with this rule.

d) Any group of countries in the process of forming a monetary
union—with an implicit high degree of political and economic inte-
gration—could choose to operate as a unit. In this instance, the
relevant criteria would be applied to the unit as a whole, which
would be expected to speak with one voice in international forums.
The reserve norms for the unit would have to be recalculated to
reflect external trade and appropriate treatment of intra-unit assets.

e) On a selective basis, consideration should be given to special ar-
rangements for exclusion from reserves, and thus from measure-
ments of adjustment need, of an "investment fund" of foreign
securities or other foreign assets held by official agencies. Such funds
might be appropriate for selected countries that wanted to hold
over a prolonged period of time within official accounts (or with
official inducements), foreign assets for long-term investment pur-
poses. Such countries could be asked to observe certain criteria with
respect to term, size and nature of the holdings. Oil producing
countries with relatively large external assets would be candidates
for such arrangements.

f) Negotiated official credits (including IMF credits) should be per-
mitted. Satisfactory procedures for the recording of such credits un-
der the reserve-indicator system would need to be devised.

g) In general, the system should neither ban nor encourage official
holdings of foreign exchange. However, in the context of the pro-
posed system, such holdings would presumably not loom so large
relatively as in recent years. Each country should have the right to
place limits on the further accumulation of its own currency of
issue by official institutions in any other individual country or group
of countries. Each country that chose to permit foreign official
holdings of its currency must provide reasonable and normal in-
vestment facilities for those holdings.
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29. The United States proposal neither gives special rights to nor imposes
special obligations on any country or group of countries. It assumes a mone-
tary system in which all countries are treated equally. All would have the
same freedom to use the full exchange rate margins permitted in the system.
All would have the same rights to allow their currencies to float, transi-
tionally or indefinitely, under the same internationally agreed rules of
behavior and surveillance. All maintaining established values for their cur-
rencies would have the same obligation to assure convertibility of their
currencies—meaning that officially held balances of foreign currencies could
be freely presented to the issuing country for conversion into primary reserve
assets, with the choice among SDR's, reserve positions in the IMF and gold
to be made by the issuing country.

V. TRANSITIONAL ARRANGEMENTS

30. At the present time there is a highly unbalanced pattern of reserves
and balance-of-^payments positions among the major industrial nations. Un-
questionably there would be a need for special transitional arrangements to
put into being the system proposed by the United States. Various approaches
for dealing with these problems can be developed. For example, proposals
that have been put forward for funding, consolidating or otherwise dealing
with foreign exchange balances which holding countries may regard as ex-
cess may be particularly relevant. The U.S. has an open mind on particular
arrangements that might be proposed. We merely want to note that some
generally acceptable transitional arrangements are necessary. This transi-
tional problem is not unique to the proposed system. Any monetary system
based upon concepts of equilibrium and convertibility will require special
measures to deal with transitional problems.

VI. SOME QUESTIONS ABOUT THE PROPOSALS

31. Three questions which might be raised about the operational feasi-
bility of the U.S. proposal are discussed below. These questions could arise
under any system based on reserves as an indicator of adjustment need.
Indeed, we should note comparable problems will arise, perhaps in a differ-
ent form, in any par value-convertibility system, and often in more severe
form.

32. The first question is: Is it possible to define reserves so as to assure
they are useful and accurate criteria?

33. Based on reserves as the key indicator of disequilibrium and the need
for adjustment, the system proposed by the U.S. depends on clear and
reliable definitions of what constitutes both primary and total reserves, to
assure that they give the appropriate signals in a given situation and to
assure that the rules cannot be easily circumvented by artificial reserve trans-
actions or concealment of reserves.

34. Primary reserves are more easily defined. They would consist of
SDR's, reserve positions in the IMF, and monetary gold. There would be
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a precise and known amount of primary reserves for each nation and for the
system as a whole.

35. Primary reserves would, of course, be widely transferred among
nations for settlement purposes. Primary reserves might also be borrowed
and lent. In order to assure the consistency of the aggregate level of primary
reserves in the system with the operation of the system, appropriate rules
would need to be devised to assure against double counting of primary re-
serves. For example, it might be agreed that lending and borrowing should
not increase the calculated primary reserves of the borrower, nor reduce
those of the lender.

36. Definition and measurement of reserves other than primary reserves
have in the past been more complicated and more ambiguous. Possibilities
for evading the adjustment rules might arise unless there were agreement on
a suitably broad definition of what constitutes reserves. An appropriate ap-
proach to this problem would be to start from a very broad definition of
reserves—all official claims on foreigners, liquid or non-liquid, whether held
by or on behalf of the monetary authorities or by other government agen-
cies. Exceptions would be made as appropriate. Long-term aid loans, for
example, and normal export credits would presumably be omitted; approved
"investment funds," as described above, would be excluded—though care
must be taken that such funds not be used as a subterfuge for reserve in-
creases. At any rate, with experience in operating the system, technical dis-
cussions would probably help to refine the definitions, so as to reduce the
risks of window-dressing and make the system function as effectively as
possible.

37. The second question is: How do we deal with problems of heavy spec-
ulative capital flows?

38. Speculative problems will be a factor in any system—indeed, they
proved to be a critically important factor in the Bretton Woods system. The
system proposed by the U.S. actually contains a number of features which
should reduce the problem of speculation, as compared both with the
past and with other approaches to reform of which we are aware.

39. The proposal aims at a system which fosters balance, and prompt ad-
justments to restore equilibrium, through a variety of adjustment measures.
Thus, the persistent payments imbalances which in the past were a major
factor in generating massive speculative capital movements would be elimi-
nated or sharply diminished.

40. With the system based broadly on the concept of equilibrium, it can-
not be overemphasized that national behavior which is truly in the spirit
of this concept must help to assure that crisis points are not reached. The
existence of the various indicator points on reserve movements does provide
limits on disequilibria, and it is possible that movement close to those
limits could stimulate some speculative activity, just as very large reserve
gains or losses trigger speculative activity in the present system. But for
fully satisfactory operation of the system, countries should endeavor to
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adjust their positions as the disequilibria emerge, and well before they
reach the extremes, both because of the consequences involved in reach-
ing the limits, and because they have accepted external balance as a practical,
operative balance-of-payments objective. If a country persists in avoiding
adjustment, it will eventually—and appropriately—be subject to the dis-
ciplines of the system, including speculative pressures. Much as in the past
system, adjustment of some kind becomes unavoidable when disequilibria
become extreme. What is missing in "the past and present systems, and what
the proposed system attempts to provide, is a real incentive for needed
adjustment to occur before it is forced by crisis.

41. Also, the proposal has to be looked at in the context of a system of
adequately wide exchange rate bands, which would be expected to reduce
the prospect for large capital flows significantly.

42. Nonetheless, even with an improved adjustment system there could
still be some question of whether false signals could result from speculative
capital flows. The answer is that the proposed system contains several
important "safety valves." First, there are areas, or zones, within which
reserves can move in response to speculative or other pressures without
bringing overt international requirements for adjustment measures. Second,
there is a time factor envisaged at both the "low point" and the "outer point"
which would provide scope for speculative or other flows to occur and reverse
themselves, without bringing strong international action to induce adjust-
ment. (This factor could also play an important role in inhibiting speculative
movements themselves.) Third, if a nation were pushed across its "outer
point" by, say, a heavy inflow of speculative capital, and remained above
that point, it need not necessarily appreciate its exchange rate—the require-
ment is for any "acceptable" adjustment program. Fourth, if the reserve
increment were due to capital inflows based on unfounded speculation
on an exchange rate change—and the IMF agreed that basic adjustment
was not needed—a program dealing exclusively with that problem in an
internationally acceptable manner would presumably satisfy the international
community. The international community could vote to override the reserve
indicators in a case where the signals are judged to be obviously wrong.

43. In discussing these "safety valves," however, it should be remembered
that signals are not necessarily "wrong" simply because speculative capital
flows arise—such flows may indicate a genuine need for adjustment meas-
ures. The system cannot enable nations to avoid needed adjustments simply
by blaming their problems on speculation.

44. The third question is: Aren't reserve indicators retrospective and in-
sufficiently refined, pointing to past maladjustments rather than present or
future needs and unable to take account of the composition of the balance of
payments?

45. Reserves are more comprehensive, more reliable and more quickly
available indicators than other criteria of external balance. While reserves
may be distorted in the short run, no other single series provides a superior
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basis for analysis. In a convertibility system, reserve data are necessarily indic-
ative of disequilibrium in the adjustment process; this has always been un-
derstood in terms of inducements to adjust for deficit countries—and the
concept applies with equal logic to adjustment needs of surplus countries.
While other data may provide useful information affecting international
judgments of adjustment need, such data should be supplementary.

46. It would, of course, be helpful to have reliable indicators of future
economic performance. But we don't. It would be useful to know each na-
tion's balance-of-payments position for the next year or two or three—but
the present state of the art does not provide data of such reliability that
governments can place primary reliance on them in formulating policies for
the future. Nor are governments likely to agree on any given assessment of
prospects. Attempts to rely on such projections can lead to endless disputes.
One has only to recall the discussions prior to the Smithsonian Agreement, of
prospective cyclically adjusted current account balances, to realize the op-
portunities for disagreement.

47. The U.S. proposal does envisage that such "supplementary criteria"
as are available should be used to assist the reserve indicators in pointing to
adjustment needs. In particular, some countries may have objectives with
respect to certain elements in their balance of payments, such as for the cur-
rent account. And these elements in some cases may be considered more
stable. Since inconsistent objectives in that respect could inhibit the process
of balance-of-payments adjustment, attention to current account results and
objectives could be useful. However, in the end we will require a consistency
in the total balance-of-payments results (as reflected in reserve movements)
and primary attention to one sector of the balance of payments, however im-
portant, would not be consistent with this requirement.
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