










delay in actual creat ion of new assets in any 
realistic t imetable, underscores the irrelevance to 
cur ren t deficits. 

In plain fact, it js s imply inconceivable that 
the United Stales could go on runn ing signif icant 
deficits on the basis of our share in any new-
reserve asset creat ion. Moreover , so far as the 
immediate s i tuat ion is concerned. I can see no 
prospect that the many remain ing pre l iminar ies 
( a n completed, and actual reserve creat ion 
initiated, be fore 1969 or 1970. So neither the 
' ' • "opeans who a re skeptical of our motives, nor 
'he Amer icans who have indulged in wishful 
• 'linking, should be misled concern ing the real 
nature of our genuine interest in reserve creat ion 
a s a fundamenta l improvement necessar\ for the 
internat ional moncta r \ system, not as a crutch 
f(>r the Uni ted States. 

l h e n idiy a t e we searching for ways and 
means of deliberately creat ing, for the first t ime. 
a n in ternat ional m o n e v ? The answer is re la t i \e l \ 
s imple—it is because there w ill not be enough of 
'lie existing kinds of reserve assets to go a round . 
I he present sources of increases in internat ional 
reserves are. it is generallv conceded, likely t * * 
prove inadequate over the years ahead and global 
reserve shor tages could have deflationary effects 
and lead to restrictive external policies that co uld 
"nly serve to reduce growth of world t rade and 
(,f the world econoinv. The world needs the 
a s s u r a n e e that the t radi t ional reserve assets, gold 
a n d reserve currencies , can and will be supple-
nientcd b\ a new reserve asset as needed to meet 
fu ture requi rements . 

' o i l lustrate, dur ing the past decade, roughly, 
•he increase in world reserves has averaged,close 
to S2 bill ion a vear. If one excludes the United 
States which has experienced a substant ial de-
cline in reserves, reserve growth of the rest of the 
Hr>rld has averaged nearer to $.'> billion a year, 

analysis of t rends in the principal components 
tluu reserve growth point to the likelihood of 

fu tu re difficulties. Tak ing new gold first, there 
has been very little addi t ion to internat ional 
reserves f rom this source in recent years—per-
haps 200 to :«)» million dol lars a year . And. last 
year there was actually a net d r a i n f rom monetary 
reserves into nonmonetary uses—reflect ing in-
creased industr ia l uses associated with space, 
jewelry, etc.. and. undoubtedly, cont inued specu-
lative demand . So gold alone does not seem to 
provide the answer to the need for growth in 
internat ional reserves as we look ahead. What 
about do l la r s—or about some other cur rency 
pe r fo rming this func t ion? Again, there are clear 
indicat ions that growth in fore ign official dollar 
balances alone, or in combina t ion with new gold, 
cannot meet these prospective needs. For sub-
stantial dollar growth could mean cont inued 
overly large official settlements deficits in the 
U.S. balance <>f payments to provide such an 
outflow, ^ e t . such defici ts—unless accompanied 
l>\ net increases in U.S. reserve assets—are 
clearly undesirable , for tliev can only serve to 
weaken the value of the dollar and lead more and 
more to an unwill ingness of foreign monetary 
author i t ies to accept, or at least to hold, such 
dollars in their reserves. In the past two vears. 
monetary author i t ies of the m a j o r industr ial 
countr ies have, in fact, not added to official dol-
lar holdings in their reserves. Instead, as most of 
\ ou know, there has been a substantial conversion 
of dollars into gold and . al though mainly reflect-
ing the policy and actions of one count ry , this 
results in a cor responding reduct ion in total 
in ternat ional reserves. I he why of our search, 
therefore, is the strong evidence that the supply 
of reserves from t radi t ional sources—mainly 
gold and dollars—will not be enough to meet 
r* c 

growing needs. 
As to any other national cur rency filling the 

breach, apart f rom the special role of sterling, 
all m a j o r countr ies have made clear their unwill-
ingness and inability to accept the burdens of a 
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reserve currenev count ry . T h u s it is onlv prudent 
to look e lsewhere—and it is this prudent look 
that has heen. and is. called "contingencv plan-
n ing" for reserve asset creat ion. 

Finally. it may he asked, where is the search 
taking place and what are the prospects for suc-
cess? The where quest ion is the easiest to answer, 
but not the least impor tant , for it sets the stage 
for at least one of the key issues remaining , 
namely, how the decis ion-making process, in 
tonus of I,o||, i |„. es tabl ishment of a plan to 
create assets and ils activation, will he deter-
mined. Speaking generally, the search for ways 
and means of del iberately crea t ing reserve assets 
'<> supplement gold and reserve currencies in the 
international mone ta ry system has been going on 
for several years, most mean ing fu lh in two 
for inus—which have now been jo ined in this 
efTort-^the so-called Deputies of the C r o u p of 
fen ( the deputies to the finance minis ters and 
'"'Mitral bank governors of the ten leading indus-
trial countr ies I and the In ternat ional M o n e t a n 
I'.Und itself for . as Manag ing Director P ie r re 
I'nul Schweitzer has of ten said, '"international 
l iquidity is the business of the Fund. '" 

beg inn ing last fall these two groups joined 
efforts and a series of joint meetings of the 
Deputies of the Ten and Kxeeutive Directors of 
the I M F has been held, the first in Washington 
"I the end of November . l%f>: the second, in 
l-ondou near the end of J a n u a r y . I % 7 : the thi rd , 
"gain iu Washington last week: and a four th and 
final meeting scheduled for Par is in mid-June. 
Against the background of all the efforts to date 
! ,nd of these most recent joint meetings, what can 
he said- as to the progress made and hope's for 
•lie f u tu r e? 

The answer here is not such a simple one be-
( ,ause it involves the current negot ia t ions and a 
number of still unresolved issues. Hilt 1 believe 
that i( j;* f a i r t,, state that great progress has 
been made. Consider the broad , and impor tant . 

a reas of agreement : 
First of all. there is now a unan imous con-

sensus on working ahead toward the establish-
ment of a plan for deliberately, c rea t ing reserve 
assets to provide for adequa te secular growth in 
reserves. 

Second, it is generally agreed that the creat ion 
of such reserves should he designed to meet the 
global needs of all Fund members , not the 
balance of payments needs of any individual 
c o u n t r \ . And there is agreement , too, that reserve 
creat ion should not be linked to development 
assistance. 

Third, there also seems to be general support 
for the principle of universa l i ty—that is. that any 
asset created will be dis tr ibuted to, and available 
for use by. all countr ies not just a privileged few. 
The consensus on this score seems to lean toward 
dis tr ibut ion to all member countr ies of the Inter-
national Monetary Fund according to a generally 
objective formula such as I M F quotas . No clear 
view has yet emerged as to the relation of uni-
versality and decision making but here. too. 
g ra t i fy ing progress has been made in discussing 
and explor ing the possibilities. 

Fourth, as to the more specific and technical 
quest ions of the nature and form of the new 

. asset it is now also generallv recognized that the 
I wo principal t \ p e s of reserve assets that have 
been discussed «>ne a new reserve unit and the 
other a new d rawing right claim on the F u n d -
ran be made nearlx identical in technical prop-
erties. Hut there are important quest ions remain-
ing as to the precise construct ion of an uncondi-
tional reserve asset that will clearly and cfTcc-
liveh serve as a t rue supplement to gold and 
dollars. Those favor ing a reserve unit approach 
point out thai it can more readilv do just that . 

Bui apart f rom, al though not unrelated to. the 
question of ihe choice of approaches a number of 
important issues remain to be resolved: 

First, the question of decision making with 
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respect both to the initial decision to br im; the 
plan into being and subsequent decisions as to 
reserve asset creat ion under it. It is unders tand-
able that this impor tan t question has not been 
settled while other aspects of reserve creat ion are 
still in process of del iberat ion. 

Second, the wa\ in which the asset might be 
t ransfer red and accepted. No decisions have yet 
been taken as to how the acceptabil i ty of the new 
assets will be ensured, how they will be used, 
and, as Pierre Paul Schweitzer has put it. "all 

I ' ' l e rules of the game, using a new kind of ch ips ." 
But I think it is fair to say that the range of view 
is being nar rowed. 

A third and related basic quest ion as to whether 
any provision should be made for the reconsti-
tution or repayment of such assets when used, 
f°r example, in cases of prolonged or large-scale 
use of the new asset by individual members . 

I 'ourth. the question of ut i l iz ing a separate 

International Monetary F u n d a f f i l i a t e a n d / o r 

segregation of resources. 

.Looking ahead , it is always difficult 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 countr ies , 
interests that a re identical in some respects and 
diverse in others. Some countr ies have been in 
balance of payments surplus for a number of 
vears and others in deficit , and this inevitably 
colors at t i tudes. Some of - the countr ies are large 
and others small. Some have economies which are 
very dependent on external markets , whereas for 
others internat ional t ransact ions arc a relatively 
small part of their total economic activity. 
Despite all the differences and diversit ies, how-
ever. I think one can be optimistic about the 
prospects for success. Certainly, as Manag ing 
Director Schweitzer indicated in his Press Con-
ference following last week's meeting one can 
hope that the b road outlines of a plan will be 
placed before the I M F Governors at their Annual 
Meeting in Kin de Jane i ro this September . With-
out a rgu ing whether a full-blown plan will be 
agreed upon In fall, agreement on the basic 
elements of a much needed plan is within our 
grasp, given the political will to cont inue the 
internat ional monetarx cooperat ion which lms 
been the hal lmark of the postwar in ternat ional 
m o n e t a n system. 


