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Unsglved problems

Apart from the questions of whether the advantages of the proposals
would outweigh their costs to the United States, and whether the main
sdvantage -- the convertibility of sterling -- could not be achievedi by some
simpler method, three main problems remain unsolved. The first concerns
some technical points of minor importance, but the others touch on basic
matters, nsmely, the potential contributions of the proposals to the elimina-
tion of the alleged present "dollar shortage" and to the avoidance of a
threatened future inadequacy of international liquidity.

Technical problems -- (a) Should the certificates be denominated
in dollars; in both doliars and sterling; or in some kind of "bancor" or
"ecu"? In practice, the currency probably would be identical with the dollar,
Just as has been the case of the "units of account" of the European Payments
Union, (b) Should the assets of the Fund be invested, like its present
balances, in non-interest-bearing notes of the countries involved, or like
present foreign monetary reserves, in interest-bearing securities? 1In the
first case, the countries holding reserves would be deprived of substantial
revenue; in the second case, the Fund would become by far the largest single
hold=» of United States and United Kingdom government securities (apart from
domeetic government agencies), and its operations could deeply affect the
debt management problem of these countries.

Elimination of present "dollar shortage"? -- By making foreign-held
sterling balances fully convertible, the proposals might help to alleviate
an alleged "dollar shortage" of the sterling area insofar as members of the
outer sterling area would no longer have to consider the dollar position of
the United Kingdom in planning the utilization of their sterling holdings.
Apart from such cases, which are of doubtful practical importance, the
proposals would not solve the so-called dollar problem, since (at least out-
side of the sterling area) a country's "dollar shortage" invariably reflects
either an over-all inadequacy of foreign reserves or (more frequent.y and
more importantly) an over-sll imbalance in its current international payments.
Neither phenomenon is affected by the kind of currency in which international
reserves are expressed or international transactions executed.

It is true that the mere lack of reserves could, to some extent,
be overcome by large "stabilization" credits. However, the availability
of such credits is not primarily limited by institutional difficulties: the
United States has given many billions of such credits (such as the credit to
the United Kingdom) without channeling them through new institutions. The
availability is rather limited by the extent to which potential creditor
countri=s are willing to risk that the borrowing country, instead of using
the credit merely to bolster its reserves, might utilize all or part of the
amount to increase its excess imports; this risk would hardly be lessened by
channeling the credits through an intermediary international institution.

The more urgent problem of imbalances in current international pay-
ments would be completely impervious to the proposed institutional changes;
unless it were believed that the new institution would have a better chamnce
than any existing agency to induce deficit countries to pursue proper
domestic and international financial policies.
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Avoidance of future inadequacy of international liquidity? -- The

threat of a shortage of internationel meens Of payments (mainly gold and
dollars) in the event of further rapid growth in world output and world trade,
although not pressing at this time, is nonetheless a legitimate object of
concern. It stems from the relatively slow increase in gold supplies, and
more important, from fears of the (real or imagined) dangers that a continuous
or large accumuletion of dollars in the hands of foreign holders might pose to
the internal monetary stability or the external sclvency of the United States.

The proposed institutional reforms cannot bte expected to facilitate
the solution of these problems. The monetary authorities of the United States
would certainly be unwilling to grant convertibility to an unlimited izsue
of Fund certificates, and even if they were prepared to do so, the Congress
would not permit them such generosity (see Bretton Woods Agreements Act,

Sec. 5). Therefore, the issue of the certificates weculd have to be limited
either by a backing of dollars or by other means which would involve the
congent of the United States monetary authorities. The United States
monstary authorities, however, would presurably not consent to letting the
cirenlation of such certificates increase more rapidly that at the rate ab
which they would be willing to let foreigners accumulate dollars, or at
irost, to permit the totsl circulation of dollars to rise.

In other words, there is no simple institutional solution to the
basic problem of how to reconcile full convertibility of international means
of payments into dollars (or any other currency) with a rapid rate of increase
in the circulation of those means of payments.

Conclusions

The main complaints against the International Monetary Fund --
whether raised by Professor Triffin, Sir Oliver Franks, or other cr:tics --
usually boil down to one or more of the following accusations: (a) The
essete of the Fund are insufficient. (b) The Fund is too strict in granting
accomodation to its members. (e¢) The Fund intervenes -- in an anti-

expansionary direction -- too drastically in the domestic monetary policies
of its memters.

Every international institution would sooner or later be confronted
with similar complaints, whatever the amount of its initisl rescurces. These
complaints could be avoided only if the institution engaged in an irresponsible
and eventually self-defeating policy of unrestricted credit extension.

Frofessor Triffin and Sir Oliver Franks would presumably be willing
to call a halt to the issue of Fund certificates as soon as their basic
derend -- the guarantee of dollar convertibility of existing sterling balances
-- is satisfied. There can be no doubt, however, that as soon as this point
is reached, other interests would press further demands, and such further
demands might indeed be more important to many Fund members than the con-
vertitility of sterling. The most obvious instance would be the virtually
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d need of underdeveloped countries for means that would enable them
resources of developed countries to their own use. :

, The lack of a solution of these problems does not necessarlly mean

. , the propossls of Professor Triffin and Sir Oliver Franks should not be

_,ygi n serious consideration. It would be utopian, however, to expect in-

i itntional;changes to solve problems inherent in the management of scarce
resources for human needs which by their very nature exceed those resources.,

'There is no magic in economics, and least of all in the establishment of new
finanﬁial institutions.

NOT FOR PUBLICATION






