














delay in actual creation of new assets in any
realistic timetable, underscores the irrelevance to
current deficits,

In plain fact, it ig simply inconceivable that
the United States could 2o on running significant
deficits on the hasis of our share in any new
reserve assel creation. Moreover, so far as the
immediate situation is concerned. I can see no
prospect that the many remaining preliminaries
tan be completed. and actual rveserve ereation
initiated. hefore 1969 or 1970. So neither the
]'”“)p(,‘ans who are skeptical of our motives. nor
the Americans who have indulged in wishful
thinking. should be misled concerning the real
nature of our genuine interest in reserve ereation
as a fundamental improvement necessary for the
International monetary system, not as a crutch
for the United States.

Lhen why aie we scarching for ways and
Means of deliberately ereating. for the first time,
an international monev? The answer is relatively
Simple—it is because there will not be enough of
the existing Kinds of reserve assets to go around.
The present sources of inereases in international
reserves are. it is generallv coneeded. likely to
Prove inadequate over the years ahead and global
reserve shortages could have deflationary effects
and lead to restrictive external policies that could
only serve to reduce growth of world trade and
of the world economv. The world needs the
assuranee that the traditional reserve assets. gold
and reserve currencies. can and will be supple-
mented by a new reserve asset as needed to meet
future requirements,

Fo illustrate. during the past decade. roughly.
the increase in world reserves has averaged close
to 52 billion a vear. If one excludes the United
States which has experienced a substantial de-
cline in reserves, reserve growth of the rest of the
World has averaged nearer to &5 billion a vear.

analvsis of trends.in the principal components

that reserve growth point to the likelihood of

future difficulties. Taking new gold first, there
has been verv little addition to international
reserves from this source in recent years—per-
haps 200 to 300 million dollars a vear, And. last
vear there was actually a net drain from monetary
reserves into nonmonetary uses—reflecting in-
creased industrial uses associated with space,
jewelry, ete. and, undoubtedly. continued specu-
lative demand. So gold alone does not seem to
provide the answer to the need for growth in
international reserves as we look ahead. What
about dollars---or about some other currency
performing this function? Again. there are clear
indications that growth in foreign official dollar
balances alone. or in combination with new g()l(l.
cannot meet these prospective needs. For sub.
stantial dollar erowth could mean continued
overly large oflicial settlements deficits in the
1i.S. balance of payments to provide such an
outflow. Yet. such deficits-—unless accompanied
v net inereases in LS. reserve assels--—are
clearly undesirable. for they can only serve to
weaken the value of the dollar and lead more and
more to an unwillingness of foreign monetary
authorities to accept. or at least to hold. such
dollars in theiv yeserves. In the past two vears.
monetary authorities of the major industrial
countries have. in fact. not added to official dol-
lar holdings in their veserves, Instead. as most of
vou know. there has been a substantial conversion
of dollars into zold and. although mainly refleet-
ing the poliey and actions of one country, this
results in a corresponding reduction in total
international reserves. The why of our search.
therefore, is the strong evidence that the supply
of reserves from  traditional  sources—mainly
eold and dollars—will not be enough to meet
growing needs.

As 1o anv other national currency filling the
breach, apart from the special role of sterling,
all major countries have made clear their unwill-

ingness and inability to accept the burdens of a



reserve curreney country, Thus it is only prudent
to ook elsewhere—and it is this prudent Took
that has been. and is, called “contingeney plan-
ning” for reserve asset ereation.

Finally. it may he asked. where is the search
taking place and what are the prospects for sue-
cess? The where question is the casiest to answer.
but not the least important. for it sets the stage
for at least one of the key issues remaining.
namely, ‘how the decision-making process. in
terms of hoth the establishment of a plan 1o
create assels and its activation. will he deter-
mined, Speaking generally, the scarch for ways
and means of deliberately crealing resevve assels
o supplement gold and reserve currencies in the
international monetary svstem has been going on
for several vears., most meaningfully in two
forums—which have now heen joined in this
eflort—the so-called Deputies of the Group of
Fen (the deputies to the finance ministers and
central hank governors of the ten leading indus-
trial countries) and the International Monetary
Fund jiself for. as Managing Director Pierre
Paul Schweitzer has often said. “international
liquidity is the business of the Fund.”

Beginning last fall these two groups joined
efforts and a series of joint meetings of the
Deputies of the Ten and Executive Divectors of
the TME has heen held. the first in Washington
Al the end of November. 1060: the second. in
London near the end of January. 19672 the third.
again in Washington last week: and a fourth and
final meeting scheduled for Pavis in mid-June.
Against the background of all the efforts 1o date
and of these most vecent joint meetings, what can
be <aid as to the progress made and hopes for
the future?

The answer here is nof such a simple one he-
cause it involves the current negotiations and a
numher of still unresolved issues. But 1 believe
that §t is fair to state that greal progress has

been made. Consider the hroad, and important.

areas of agreement:

First of all. there is now a unanimous con-
sensus on working ahead toward the establish-
ment of a plan for deliberately, ereating reserve
assets to provide for adequate secular growth in
FeSeTVes,

Seeand, it is generally agreed that the creation
of such reserves should he designed to meet the
alobal needs of all Fund members, not the
halance of pavments needs of anyv individual
country. And there is agreement. too, that reserve
creation should not be linked to development
assistance.

Third. there also seems 1o he general support
for the prineiple of universalitv—that is. that any
asset ercated will he distributed to, and available
for use by. all countries not just a privileged few.
The consensus on this score seems to lean toward
distribution to all member countries of the Inter-
national Monetary Fund according to a generally
objective formula such as IMF quotas. No clear
view has yet emerged as to the relation of uni-
versality and  decision making but here. too.
eratifving progress has heen made in discussing
and exploring the possibilities.

Fourth. as to the more specific and technical

queslions of the nature and form of the new

Casset il is now also generally recognized that the

lwo |n'inl'i|ul| I\ pes of reserve assels: that have
heen discussed - one a new reserve unit and the
other a new drawing right claim on the Fund—
can be made nearly identical in technical prop-
erties. But there are important questions remain-
ing as to the precise construction of an uncondi-
ional reserve asset that will elearly and effec-
tively serve as a true supplement to gold and
dollars, Those favoring a reserve unit approach
point out that it can more readilyv do just that.
But apart from. although not unrelated to. the
question of the choice of approaches a number of
imporiant izsues remain to he resolved:

FFirsl, the question of decision making with



respect both to the initial decision to bring the
plan into being and subsequent decisions as to
reserve asset creation under it. It is understand-
able that this important question has not heen
settled while other aspects of reserve creation are
still in process of deliberation.

Second. the wav in which the asset might he
transferred and accepted. No decisions have vet
been taken as to how the acceptability of the new
assets will be ensured. how they will he used.
and, as Pierre Paul Schweitzer has put it. “all
the rules of the game. using a new kind of chips.”
But I think it is fair to say that the range of view
is being narrowed.

A third and related bhasic question as to whether
any provision should he made for the reconsti-
tution or repayment of such assets when used,
for example, in cases of prolonged or large-scale
use of the new assel by individual members.

Fourth, the question of utilizing a separate
International M()l\(‘tary Fund afliliate and/or
searegation of resources.

.L()oking ahead. it is always diflicult to foresee
the outcome in an area as complex as this, one

that involves a unique effort and that involves

the interests of a wide variety of countries,
interests that are identical in some respects and
diverse in others. Some countries have been in
balance of pavments surplus for a number of
vears and others in deficit. and this inevitably
colors attitudes. Some of-the countries are large
and others small. Some have economies which are
very dependent on external markets. whereas for
others international transactions are a relatively
small part of their total economic activity,
Despite all the differences and diversities, how-
ever. | think one can be optimistic about the
prospects for success. Certainly. as Managing
Director Schweitzer indicated in his Press Con-
ference following last week’s meeting one can
hope that the broad outlines of a plan will be
placed before the INMF Governors at their Annual
Meeting in Rio de Janeiro this September. With-
out arguing whether a full-blown plan will be
agreed upon by fall. agreement on the basic
clements of a much needed plan is within our
arasp, given the political will to continue the
international  monetary  cooperation which  has
heen the hallmark of the postwar international

monclary system.



