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SUMMARY OF THE REPORT OF THE

MOoONETARY TAsK FORCE:

Towards a Renovated World Monetary System

Monetary anarchy must not be allowed to undermine the confidence in

prosperity built up over two decades, nor to produce a new period of re-

strictions and mutual hostility from entrenched national positions.

Accordingly, it is the view of the rapporteurs that governments should

proceed with dispatch to renovate the international monetary system.

The longer range reforms should include:

1.

1.

111.

iv.

Improvement of the balance of payments adjustment process,
with provision for smaller and prompter changes in exchange
rates;

Confirmation of the central role as primary reserves of an in-
ternational fiduciary issue, renamed bancor, to satisfy world
liquidity needs and gradually to supplant other forms of re-
serve assets;

Creation of a new facility, to be lodged in the IMF, for emer-
gency short-term lending to counter speculation and other dis-
ruptive capital movements;

Consolidation of foreign exchange reserves, initially on an op-
tional basis, into a new account at the.IMF;

Establishment of new and effective consultative machinery,
within the IMF, to oversee the functioning of the renovated in-
ternational monetary system and to encourage the coordination
and consistency of domestic economic policies.

The rapporteurs also believe that governments should take a number of



interim steps to help restore order and stability” to the international

monetary system. They should:

1.

11.

111.

iv.

Commit themselves to coordinated intervention in exchange
markets if necessary to prevent erratic movements in exchange
rates;

Enlarge and multilateralize short-term lending facilities to
offset large speculative movements of funds;

Consolidate, on a basis that can later be taken over by the In-
ternational Monetary Fund, the excessive official holdings of
dollars and other foreign exchange;

Indicate their willingness both to support the Eurodollar
market and to subject it to close surveillance;

Sell gold, on a cooperative and coordinated basis, into private
markets, with gains to be transferred to international financial
institutions for development assistance.



I.
INTRODUCTION: DEFINITION OF THE PROBLEM
AND THE PRESENT STATE OF DISCUSSIONS

Two problems reside at the core of the world economy of modern,
mixed-economy industrial nations. The first problem is how to achieve
full employment without drifting into rapid inflation, which arises from
attempts to pursue conflicting and contradictory objectives without ad-
equate instruments of policy. Monetary management gave governments a
great weapon to deal with the periodic depressions that plagued pre-
World War II economies; but this same management of money set eco-
nomies adrift in terms of the real value of their monetary units. Attempts
to maintain full employment may, under the ever present pressure for
greater real wages, lead to severe inflation.

The second problem is how to combine managed national eco-
nomies, with their national pursuit of national objectives, into an open,
harmonious, and mutually beneficial world economy. Governmental at-
tempts to influence domestic economic events may be frustrated by the
movement of funds and firms across national frontiers, and they will be
tempted to take defensive action, possibly damaging to other countries.

The first problem is one that all industrial countries face in
common, but the solution must mainly come from within; the second is a
joint problem that all industrial countries must face together in search of
cooperative agreement.

The International Monetary System—the formal rules, the informal
conventions, and the institutional arrangements for dealing with finan-
cial relations among nations - represents an important, perhaps the most
important, component of a harmonious international economic system.

The International Monetary System worked remarkably well until
the late 1960°’s. The growth of production and international trade has
been unprecedented. The Bretton 'Woods Agreement of 1944 laid down
the basic rules and established the International Monetary Fund (IMF) to
oversee their application. The U.S. dollar emerged World War II as an
international currency that provided liquidity, elasticity, and financial
stability to the international monetary system. But confidence in the
dollar — and in the system itself — depended inter alia on a well managed



American economy, and that precondition ceased to be met in the late
1960°s. Moreover, the growing use of a national currency as an interna-
tional one ultimately contained the seeds of its own destruction, for
sooner or later its convertibility into gold would inevitably have be-
come impaired. It was partly a matter of luck that dollar outflows served
world liquidity needs so well for so many years. In addition, financial
assets achieved an international mobility to a degree that was totally
unanticipated at Bretton Woods, a mobility with which indeed the res-
ulting Agreement was not suited to cope.

The task before us is to renovate the monetary system so that it can
do as well in the next two decades as it did in the two decades following
the second World War, recognizing that the underlying conditions at
present are very different from what they were in the 1940's.

This post-war monetary system formally broke down in August when
1971, when the United States declared that the U.S. dollar was no longer
convertible into gold or indeed into any other reserve asset, although the
system had shown severe strain even before then. The Smithsonian
Agreement of December 1971 brought some relief, but the relief could
only be temporary because that agreement represented a stopgap rather
than a basic reform of the monetary system and because several major
participants, notably Britain and the United States, did not fully accept
the exchange rates that were then agreed. Britain broke away from the
Smithsonian pattern of exchange rates in June 1972 by floating its cur-
rency, and the United States broke with the pattern by devaluing the
dollar in February 1973. Massive movements of funds across foreign ex-
changes and uncertainty about the future of the monetary system led to a
general pattern of floating exchange rates in March 1973, followed by a
surprising and fundamentally unwarranted depreciation of the dollar,
‘combined with erratic movements of the dollar rate and widespread un-
certainty about currency values.

In September 1972 the Committee of Twenty finance ministers was
established to provide a negotiated basis for improvements in the inter-
national monetary system. Their deliberations have proceeded with care,
and their results will necessarily be long in coming, for disagreement re-
mains deep on several issues central to a coherent system. They agreed
on an outline for further work at Nairobi in September 1973.

A renovated international monetary system cannot offer a panacea
for all economic ills. In particular, its contribution to solving the
problem of world inflation, which is fundamentally domestic in origin, is
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positive but not decisive. The monetary system can influence the extent
to which inflationary or contractionary impulses are transmitted from
one nation to another; and it can also determine the degree of success in
achieving a mutually beneficial division of labor among nations, raising
living standards for all.

We do not at present have a coherent international monetary
“system;” and we court the risk of losing the substantial gains of the
past three decades through a progressive deliberalization of international
transactions. There is an urgent need to restore some systematic, mutu-
ally agreed international monetary order. A renovated system must com-
mand acceptance by all major participants, and it must contain a certain
degree of resilience against major economic disturbances of all kinds,
including mistakes in economic policy, which are bound to occur from
time to time under the political pressures and counterpressures of demo -
cratic regimes and the struggles to achieve or maintain power in non-
democratic ones. A renovated system must also address the question of
what international currency is to prevail in the world, since one or an-
other is bound to emerge, and what will be the conventions governing
capital movements, including the proper role for the eurocurrency mar-
kets.

Agreement among the leading industrial countries is a necessary
condition for a smoothly functioning international monetary system.
Their concerns and interests must be accommodated. But this does not
mean that they alone have an interest in a smoothly functioning interna-
tional monetary system. On the contrary, perhaps the greatest propor-
tionate beneficiaries will be the developing countries, whose dependence
on international trade and capital for rising standards of living is even
greater than that of the large industrial countries, and who therefore
have a substantial stake in successful resolution of the present diffi-
culties. Harmony among the leading industrial countries is of the utmost
importance to the economic welfare of the developing nations.

As a practical matter, the Communist countries 'of the world have
lain outside the “world” monetary system of the past three decades. For
the intermediate future, they will continue to lie outside the system, for
the differences in their methods of price determination and their modes
of economic exchange from those of mixed economies remain suffi-
ciently great that interaction between the two regions, while growing,
will continue to be small relative to economic interactions within the
non-Communist portions of the world. Greater exchange with Communist
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countries should be sought wherever it is possible and mutually advant-
ageous.

Growing world demand for energy, combined with the high natural
concentration of petroleum reserves, especially in the Middle East,
means that large earnings will accrue over the next decade to countries
with relatively small population. This concentration of mobile wealth in
he hands of a relatively few countries, not as yet well integrated into the
community of nations, creates a possible source of disturbance to finan-
cial markets, to foreign exchange markets, and to the orderly functioning
of the international monetary system.

We have not attempted to address the problems of or posed by these
three important groups of countries — the poor countries, the Communist
countries, and the oil producing countries. The issues involved go far
beyond the operation of the international monetary system, and since the
monetary aspects cannot be discussed satisfactorily without addressing
other basic issues, these problems are best left to further work by other
task forces of the Trilateral Commission. We believe that the proposals
we make below for improvements in the international monetary system
are fully compatible with a satisfactory evolution of relations with these
countries, and indeed may contribute constructively to that end. In what
follows, however, we address the International Monetary System prin-
cipally from the viewpoint of the non-Communist industrial countries.
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I1.
DIrFFERENCES IN NATIONAL
PoLricies AND PERSPECTIVES

All of our countries wish to see the restoration of orderly economic rela-
tionships among themselves. However, at present there exist consider-
able divergences in national policies and perspectives. These
divergences stem partly from the fact that each country puts priority on
domestic objectives, a priority that is to some extent unavoidable, and
that among domestic objectives relative priorities differ from country to
country. They stem partly also differences in economic and political
structure, with the relative dependence on foreign trade, the degree of
industrialization, and the mode of political decision-making varying
markedly from country to country. The divergences have been aggrav-
ated in recent years by deterioration in mutual confidence. We do not
consider the differences in structure or in priorities sufficiently great to
make impossible a restoration of world economic order. But a renovated
system cannot be realized without first restoring mutual confidence and,
with that, a degree of tolerance for diversity of view and circumstance.
Better understanding will reduce the present gaps in perspective.

Differences of view often take technical form, but they are not
merely technical. Rather, they reflect differences in conception, in con-
dition, and in conventions, conventions that are often based on historical
circumstances no longer applicable. These three kinds of differences are
often comingled on the same issue. Fortunately, purely national per-
spectives are rare. It is a sign of maturity in the modern era that differ-
ences of view are at least as wide within nations as between them. We
identify some of the differences to illustrate their depth and their funda-
mentally political nature, insofar as basic conceptions must be con-
sidered political. By the same standard, our later recommendations also
reflect political judgment.

Fundamental differences of view concern the extent to which the in-
ternational monetary system should — or can — impose “discipline” on
domestic economic policies. Some observers believe that the interna-
tional system should provide a major bastion against excessive economic
expansion. Others believe that it should not. Still others believe that it
cannot provide such a bastion in modern democracies that have all ex-
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perienced and used the benefits of managed money. These divergent
views are found within most countries.

A second fundamental difference of view, also found within most
countries, but to significantly varying degrees, concerns the freedom
that should be accorded to international capital movements. Some
observers view international capital movements as a major vehicle for
economic progress. Others view them as a major source of economic
disturbance and therefore a deterrent to economic progress. Still others
view capital movements more neutrally, but fear that capital movements
cannot be controlled effectively even when on normative grounds a case
can be made that they should be. Yet others entertain a sharp distinction
on these various grounds between short- and longterm capital movements.

Resentment has been voiced about the “special privilege” of the
United States residing in the international use of the dollar; concern has
been especially focussed on United States direct investment abroad fin-
anced, not by a surplus of goods and services, but by IOU’s on the
United States picked up by foreign central banks. The United States, for
its part, has emphasized the economic costs of the dollar’s role and the
special responsibilities it carries in the areas of mutual security, and it
has badgered other nations to contribute more. Behind much of this de-
bate, brought openly to the surface by the late President de Gaulle, is
anxiety over national status in the community of nations, and the special
status that having a reserve currency seems to confer.

Yet another area in which difference of opinion is sharp concerns
the degree to which exchange rates should be relied upon as a principal
mechanism of adjustment in the international monetary system. While all
parties recognize the need for some exchange rate adjustment, some feel
that this adjustment should be resisted as much as possible, partly on
grounds that exchange rate changes do their work only slowly and im-
perfectly, partly on grounds that extensive reliance on changes in ex-
change rates will be disintegrative rather than integrative in their
influence on the world economy. Others feel that the evolution of na-
tional economies has been such as to require much greater flexibility of
exchange rates than was enjoyed until the summer of 1971. They argue
that the alternative to exchange rates, in general much heavier reliance
on controls of international transactions, is likely to be far more disin-
tegrative in its influence than is greater flexibility of exchange rates.

It is increasingly recognized that the arguments on exchange rates
do not apply with equal force to all countries, and that relative fixity of
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rates may be highly desirable within certain groups of countries. More-
over, the European Community has embarked on the difficult task of
achieving monetary integration by the end of the decade and has chosen
the course of attempting to reduce exchange rate fluctuations among
member countries. It thus finds itself pulled in two directions at the
present time, toward somewhat greater flexibility in its relations with
the rest of the world and toward less flexibility within Europe. The in-
ternal objective inevitably influences its approaches to the broader
system.

There are also divergences of view on seemingly technical issues —
whether and when and under what circumstances the dollar can become
convertible into other reserve assets; whether surplus countries should
carry precisely the same responsibilities for balance of payments adjust-
ment as do countries in deficit; whether it is vital to maintain existing
export industries at all cost, despite continuing large payments surplus;
and whether gold should continue to play an integral role in the mon-
etary system. Divergence on the last issue seems now to be much dimin-
ished as a result of the wildly erratic movements of gold prices on
private markets in the summer of 1973, and now that gold is no longer
necessary as a surrogate for raising questions about the special status of
the dollar.

Irritation has especially been expressed over the seemingly “benign
neglect” attitude of the U.S. government toward economic developments
abroad and toward the evolution of the monetary system, and its ap-
parent disdain of advance consultation in matters, such as import sur-
charges and export controls, that vitally affect the interests and welfare
of its leading trading partners. Differences have also persisted on the in-
terpretation of unfolding events, and especially of the U.S. balance of
payments deficit, undeniably too large for too many years. Declining
competitiveness, excessive capital outflows, large burdens of aid and de-
fense, foreign need for dollars and foreign unwillingness to adjust, and
many other explanations have been invoked to explain the large deficit,
too often in a search for blame and a spirit of recrimination.

We believe that some of these many differences of view will disap-
pear with continuing frank discussion and consultation. But we also be-
lieve that some differences will remain, even after the compromises that
inevitably must be made in an attempt at reconciliation in achieving
common ground for renovating the international monetary system. An
important feature of a renovated system is precisely its scope for accom-
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modation of nations with widely different circumstances and even with
somewhat different basic preferences regarding the objectives of eco-
nomic policy. It must be resilient both to differences in condition and to
errors in policy. The section that follows attempts to lay down the prin-
cipal features of a renovated system.
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I11.
Basic ELEMENTS OF A RENOVATED SYSTEM

Despite divergent perspectives and in some cases fundamental disagree-
ment on detail, there is now wide convergence of view on the areas that
require improvement in the international monetary system. In this sec-
tion, we discuss those areas and offer our view, in general terms, on the
appropriate dimensions of renovation:

1. balance of payments adjustment;

2. reserve assets and convertibility;

3. the problem of outstanding balances;
4

growing economic interdependence, calling for greater harmony
in national economic policies; and

5. institutional aspects of this renovated monetary system.

1. Balance of Payments Adjustment

Many economic forces, continually changing, affect each nation’s bal-
ance of international payments. One of the most common influences
arises when a country’s economy enters a period of excessive or defi-
cient expansion of demand in relation to the country’s domestic eco-
nomic objectives. Excessive expansion of demand will typically worsen
the balance of payments, although in the present era of high capital mo-
bility occasions may arise in which the tight money associated with ex-
cessive expansion improves the balance of payments, as it did for the
United States in 1969. Deficient expansion in domestic demand, on the
other hand, will typically improve the balance of payments. Under either
circumstance, actions to direct the domestic economy back onto the pre-
ferred course will help to correct the balance of payments, and no spe-
cial action therefore needs to be taken to correct the disequilibrium in
the balance of payments.

There are, however, also many other forces — stemming from techno -
logical change, from international differences in growth in incomes and
output, from discoveries and exhaustion of natural resources, from
changes in taste, and from many other factors — that influence the
balance of payments and that may create imbalance in payments. An
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effective international monetary system must have some method for
eliminating payments imbalances as they arise under the pressure of
these various influences.

The Bretton Woods System, which was formally in force from the
late 1940's until 1971, relied in the main on a combination of short-term
financing and exchange rate adjustment. As that system worked in prac-
tice, exchange rate adjustment was often too late, too one-sided toward
currency depreciation, and when it came, too large. The system relied to
a greater extent than had been planned on trade quotas and on inflation
or deflation in domestic demand. It took for granted controls on capital
movements. By the time a “fundamental disequilibrium” gave rise to a
change in an exchange rate, the need for such change was apparent to
many observers and that in turn gave rise to large and disruptive flows
of speculative funds. The large exchange rate adjustments for their part
administered substantial shocks to economies, since calculations of
profit and loss had been made with quite different expectations. These
deficiencies suggest that future exchange rate changes should be smaller
and if necessary more frequent as corrective measures. We believe that a
renovated monetary system should impose substantial pressure for timely
exchange rate changes, by countries in surplus as well as by countries
in deficit. Changes in exchange rates, however, will not produce the ex-
pected results unless they are accompanied by domestic monetary and
fiscal actions appropriate for making the change effective.

The time may come when the need for exchange rate changes dimin-
ishes as national economies become ever more closely linked to one an-
other and as this evolution leads to a harmonization of national
economic objectives and of national economic policies. But that day is
still far off for the world as a whole. In the meantime, changes in ex-
change rates will be necessary for keeping national economies in line in
a liberal world economic setting.

One of the most difficult tasks in balance of payments adjustment is
identifying those cases in which domestic action in pursuit of generally
agreed domestic economic objectives will alone be sufficient to deal
with imbalances in payments, and separating them from those cases in
which direct action on the exchange rate is required to correct an imbal-
ance of payments. Broadly speaking, the pre-1971 system erred too
heavily in avoiding changes in exchange rates when they were in fact
desirable. The renovated monetary system should correct that; there
should be a much heavier presumption in favor of altering exchange
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rates, recognizing that in so shifting the presumption, some errors of the
opposite type will be created.

In sorting out cases in which exchange rates should not be made
from those in which they should be, the economic developments of major
countries should be kept under continuous review by the revamped Inter-
national Monetary Fund, along the lines discussed below, so that cumu-
latively large disequilibria are not permitted to develop. If changes in
exchange rates seem to be indicated, refusal by a country.to introduce
such changes should invoke sanctions by the international community.
For a country in balance of payments deficit these sanctions might in-
volve refusal to lend to it for financing its payments deficit. For a
country in balance of payments surplus, the sanction might involve fin-
ancial measures such as nonpayment of interest on reserves above a cer-
tain level; and in extremis might involve imposition of import
surcharges, under international surveillance, against its goods — that is, a
de facto partial revaluation of its currency through the trade policies of
other countries. If these possible sanctions are effective in their intent,
they will of course never have to be used, for they will encourage the
appropriate adjustment actions well before the sanctions would be
brought into play.

It has been suggested that exchange rates should be allowed to float
freely, determined solely by the market forces of supply and demand.
Reform along these lines is neither practicable nor desirable. For most
countries the exchange rate remains one of the most important single
economic variables. As long as governments are held responsible for na-
tional economic development, they cannot abdicate all responsibility for
movements in the exchange rate. Freely floating exchange rates run the
risk that occasional speculative forces may push the exchange rate far
from a position that is warranted on fundamental economic grounds. Ap-
propriate government policy calls ultimately for management of the ex-
change rate, just as appropriate government policy these days calls for
management of domestic monetary conditions.

A par value system, if properly managed, can provide adequate ex-
change rate flexibility. A “par value” system is one in which each
country declares a fixed relationship between its currency and the
primary reserve asset in any proposed system. Market rates may vary on
either side of the par value within a permissible band of flexibility. A
system of managed exchange rates without par values could, without
undue complication, also provide a satisfactory combination of flexib-
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ility. Rules for exchange market intervention would be required to en-
sure the consistent and harmonious evolution of exchange rates. We have
not adopted this approach here, however, so we do not develop in detail
what a system of that type might look like.

2. Reserve Assets and Convertibility

During the 1950’°s and the early 1960's the international monetary system
came to rely heavily on the United States dollar as a functioning reserve
asset. This dependency had certain advantages, especially in the elastic
provision of liquidity, but it also had disadvantages that have now be-
come clear. Reliance on the dollar (or indeed on any national currency)
places the reserve currency country in a special position that can be ab-
used and is likely to generate resentment in other countries. Excessive
outflows of dollars in the late 1960°s and early 1970’s led to the suspen-
sion of convertibility of the dollar into gold and Special Drawing Rights,
which in turn led to the general floating which came into effect in March
1973. A renovated system needs to place the new Special Drawing Rights
(SDRs) in a position of primacy among reserve assets. SDRs, properly
managed, can provide for adequate and controlled growth in world li-
quidity. Under the system of exchange rate parities that we envisage, all
currencies including the dollar would be convertible to SDRs at a fixed
but alterable price. The United States would be expected to finance any
payments deficits by drawing on its holdings of Special Drawing Rights.

If ever greater reliance is to be placed upon SDRs, the nature of the
SDR must be improved. To that end, we would (i) abolish 'the holding
limits and the reconstitution provision of the present SDR; (ii) raise in-
terest rates closer to interest rates on alternative reserve assets, but
with allowance for the special character of the SDR; and (iii) break the
formal tie to gold. We would also give the SDR a distinctive designa-
tion, not dependent on acronyms constructed on the basis of national
languages, to underline its monetary independence. We can think of no
more fitting term than “bancor,” the designation J. M. Keynes used in
his proposal for the creation of a postwar international financial institu-
tion, later to become the International Monetary Fund. We would how-
ever, retain for some time the requirement that bancor be used only for
financing balance of payments deficits, thus discouraging its use for the
conscious shifting of reserve assets from one form to another.

We envisage that bancor would be an abstract unit of account. From
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a formal point of view, it would be fully defined at any moment in time
by its relationship through par values to all currencies of the world. In
day-to-day operation, it would be defined by market exchange rates
through some designated currency. We feel that this approach is far sim-
pler than the “bouquet of currencies” approach to the definition of
bancor that has sometimes been discussed.

We also envisage that bancor would become a unit of account in
many private international transactions, and that financial instruments
might be denominated in bancor. Monetary authorities should not impede
this development. Eventually bancor might circulate as a genuine inter-
national currency and be used as a medium for an intervention in ex-
change markets, but that development would take place only gradually
and is beyond the period with which we are concerned. It would of
course require widening the eligibility for holding SDRs, from central
banks alone, to include other financial institutions and even individuals.

The stipulation that bancor is to meet all global liquidity needs im-
plies that the United States and all other countries must finance their
balance of payments deficits only by using reserve assets, not through
the foreign acquisition of additional dollars or other reserve currencies.
This is the convertibility requirement. Conversion would be obligatory
for the United States even when other countries chose to add to their
dollar holdings, which they would remain free to do. Thus international
control would be assured over global liquidity creation, but individual
countries would be left free to choose the particular assets they desire to
hold in their reserves, insofar as those assets arose from current balance
of payments surpluses. They could not, however, convert at will dollars
acquired in one period directly into bancor at a later period.

The need to finance deficits with bancor or.other reserve assets, by
each country standing ready to convert foreign official acquisitions of
its currency into other reserve assets at a known price, implies the need
to defend that price from time to time. This could become a constraining
factor on domestic economic policy. The key judgment that must be
made in the renovated monetary system is when to defend the fixed price
between each national currency and bancor and when to alter it. This
1ssue 1s, in a different form, the same issue as that discussed above in
connection with how often to require changes in exchange rates for bal-
ance of payments adjustment. There will inevitably be occasional dis-
agreements over just how far a country should be expected to go in and
adjusting its domestic economic policies so as to defend a fixed ex-
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change rate before a change in that exchange rate becomes generally ac-
ceptable. What is needed is a framework in which such disagreements
can be dis-cussed and resolved. That framework should involve both
general presumptive guidelines for balance of payments adjustment, re-
quiring for example that substantial reserve movements in either direc-
tion should lead to balance of payments adjustment actions, and a
procedure for evaluation of alleged special circumstances and for resol-
ution of disagreements. Individual nations would formally be free to de-
termine their exchange rates, so their nominal sovereignty would be
unimpaired. But they would have this freedom only with accountability
to the community of nations, and by violating the collective judgment of
other nations they would run the risk of incurring the sanctions dis-
cussed above.

It has frequently been proposed that a link be established between the
creation of international liquidity and the provision of development assist-
ance by allocating a substantial share of newly created SDRs directly or
indirectly to developing countries. This proposal represents a major issue
in current discussions of reform of the monetary system, and it addresses a
major problem of the world community. We accept the importance of the
problem, but we do not favor this particular solution to it. Creation of in-
ternational money involves a new, bold, and still fragile experiment. Until
it is fully established, the SDR, revamped or not into bancor, will be under
some suspicion. It is necessary to build confidence in such a new asset,
resting on the cooperation of many countries, and confidence can come
only gradually through experience v J with its successful creation and use.
Establishment of a link to development assistance runs a serious risk of
undermining confidence in the new asset before it is fully established.
Moreover, it is doubtful that separation between the creation of bancor to
serve the needs of international liquidity and its use for development as-
sistance could be successfully sustained. Occasions will surely arise when
the claims for control of world liquidity and the always pressing claims of
developing countries for the transfer of -additional resources will conflict.
There is no assurance that the former claims will dominate, as they must if
international liquidity is to be successfully controlled. The doubts of skep-
tics about managed international money will be reinforced under these
conditions. Finally the creation of international money does not in itself
generate the real resources which are required to be transferred to less de-
veloped countries. We believe it is preferable to take direct measures,
through national fiscal action, to generate those resources.
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Relations between the developed and the less developed countries
will be the subject of analysis by another group, and we cannot do
justice to this complex topic here. We simply state our strong support for
substantially greater transfer of resources to less developed countries
than is now taking place. We suggest one mechanism below for helping
to accomplish this objective. There are many others as well that do not
court the risk of undermining the new international reserve a_sset before
it is fully established.

3. Outstanding Balances

The presence of large outstanding official balances, a legacy of past
United States balance of payments deficits, threatens any system of con-
vertibility and may lead to unwarranted and unacceptable changes in ex-
change rates. These balances represent a heavy psychological burden,
which in the spring of 1973 depressed the market for the dollar. A renov-
ated international system requires some mechanism for dealing with this
“overhang” of dollar balances. We favor a system whereby countries that
hold dollar balances can convert them into bancor in a new Interna-
tional Monetary Fund account, called a substitution account. This would
be done in a single, special issue of bancor. In this way countries with
excessive dollars can get what effectively amounts to an exchange rate
guarantee. The interest rate on bancor would obviously influence the ex-
tent of conversion, and it is partly to encourage such conversion that we
suggest the interest rate be raised well above the present 1'% percent on
SDRs.

The International Monetary Fund in turn would work out a mutually
satisfactory arrangement with the United States to cover the exchange
risk on the dollars that it acquired and to provide for their amortization
over a suitably long period of time. Those countries that desire to hold
dollars could continue to do so, but they would be under no pressure to
hold dollars; thus it could be assumed that after consolidation all dollars
remaining outstanding were willingly held.

This arrangement alone, while removing a major burden over-
hanging exchange markets, would not be able to deal with the problem
of large conversions of private or remaining official dollar balances into
other currencies in a short period of time. Under the renovated system,
the United States would be obliged to convert any such dollars into re-
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serve assets on demand; but it might not have reserve assets adequate to
this task. One possibility would be to allow the dollar, or any currency
under similar pressure, to float freely downward under such circum-
stances. But, by general agreement, such depreciation might not always
be desirable. It is therefore necessary to provide for large and rapid
short-term lending to countries suddenly confronted with a conversion
requirement which they cannot meet out of reserves and which it would
be unadvisable to meet through exchange rate adjustment. While this
lending facility could be simply an enlargement of the present central
bank swap facilities, we prefer a more formal institutional arrangement
which in effect multilateralizes the swaps and lodges them within the In-
ternational Monetary Fund, making it a true lender of last resort, a
central bank for central banks.

This new facility would lend quickly and on short term any amount
that a country seemed to require to defend an exchange rate that was
threatened by a massive movement of funds. If, as would usually be the
case, the movement of funds proved to be temporary, the borrowing
country would repay the IMF as the reversals occurred. These loans
might bear a high interest rate for the purpose of encouraging prompt re-
payment as well.

This type of emergency lending would not in principle be available
to finance basic balance of payments deficits. But of course at the time
of a massive movement of funds it is not generally possible to distin-
guish one type of funds from another. Where it is clear that the move-
ment of funds is due to a basic balance of payments deficit the lending
authorities could decline to lend. But generally the lending should be
available to cover any type of massive switch from one currency to an-
other, including a switch made by the residents of the country experien-
cing the run. If after a large flow it was learned that a portion of it was
due to a worsening of the country’s balance of payments position, then
the country would be obliged to repay the IMF for any unwarranted bor-
rowing, if necessary by drawing on the normal lending facilities of the
IMF based on quotas which would continue to function as now, and to
take corrective steps.

If, on the other hand, the switch of funds or some part of it proved
to be a lasting phenomenon, and not arising from a basic payments de-
ficit, the short-term obligation that the borrowing country had incurred
to the lending facility could be converted into a long-term in-
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terest-bearing debt with a fixed amortization schedule over a suitably
long period of time. This in effect would represent a delayed consolida-
tion operation of the type described above. The interest and amortization
payments would be normal international payments and would, other
things being equal, trigger the reformed adjustment process to allow the
country to run the required surplus in its other international payments to
repay the debt. The maturity would be sufficiently long, 40 years for ex-
ample, so that the debt amortization would not unduly strain the adjust-
ment process.

Such a facility would have special relevance to the United States be-
cause of the very large amount of dollars held abroad in private hands.
But Britain would also benefit, for private sterling balances remain
large, and increasing amounts of such other currencies as German marks,
Swiss francs, and Japanese yen are being held by nonresidents. So the
problem is becoming a more general one and this new facility would
offer a general solution. Moreover, we should not forget the even larger
private resident balances in every currency. ,,While movements abroad of
resident funds are more readily subject to capital controls than is true
for nonresident funds, large movement of such resident funds will none-
theless be possible in practice, as both France and Italy have learned in
recent years, despite controls. Unless national reserves are to be large
enough to cope with this contingency in the face of growing knowledge
by the public everywhere of foreign exchange transactions, the lender-
of-last-resort function would also cover such movements, which, of
course, would be largely reversible.

4. Economic Interdependence

Even with improvements along the lines suggested above, the major in-
dustrial countries would be left with the problem of growing economic
interdependence, which links national economies together ever more
tightly. A beneficial division of labor is permitted by this growing infer-
dependence, but it also leads to new constraints on national economic
policy. The effectiveness of much national economic policy depends to a
considerable degree on the insulation of the national economy from the
world economy. As mobility of goods, funds, and factors of production
increases, this insulation becomes thinner and thinner, and divergences
in national economic policies lead to private responses that at once may
create disturbances to other countries and erode the effectiveness of the
policies of the country in question.
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The most obvious and acute area where these developments have
occurred is monetary policy. With increasingly mobile private funds, a
country pursuing easy monetary policy finds itself simply encouraging a
capital outflow, while a country trying to tighten up domestic monetary
conditions simply encourages a capital inflow. Yet these very flows
undercut the domestic purposes of monetary policy. Inflows of funds
from abroad erode a government’s capacity to tighten monetary
conditions and damp down domestic demand, for example. In addition,
the independent pursuit of national monetary policy may cause severe
disturbances in other countries. An attempt by one country to tighten up
its monetary conditions may lead to a competitive rise in interest rates.
The dominance of large countries in this regard is especially felt and
resented.

At the same time, so long as national economies are not fully integ-
rated, nations will need to preserve some autonomy in national policy.
Exchange rate flexibility within a band around parities will provide
some of this necessary insulation between national economies, but not
enough. Controls on capital movements represent an alternative, and
they indeed can also provide some insulation between national eco-
nomies. But as mobility increases further, any given set of controls be-
comes less and less workable. To provide insulation the controls must be
extended to ever greater numbers of transactions, and the process of this
extension will cut down the manifold advantages of an economic envir-
onment relatively free of controls. We believe the appropriate course of
action is for all industrial countries to shift the emphasis in domestic
stabilization policy from monetary to fiscal measures, where the impact
on domestic economic activity continues to be high. In particular, gov-
ernments that do not have it need to be given the authority to move
quickly and in the required degree to ease or tighten fiscal conditions,
and all governments need also to be charged with the responsibility for
using fiscal policy flexibility

In this way, divergences in national monetary policy need not be
nearly so great as they have been in the past, and over the course of time
the industrial nations can evolve a common monetary policy for the
world community as a whole. We recognize, however, that the evolution
toward flexible fiscal policy and a common monetary policy will be
slow, for existing practices and constraints vary markedly from country
to country.
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5. The Institutional Setting

Many of the arrangements discussed above could be agreed and imple-
mented among the major industrial countries alone. Because of their size
and economic importance, their cooperation on these issues is Essential.
But other countries also have a vital interest in the evolution of the
world economy, and as time passes a number of countries that are now
economically “smalli’ will grow in relative importance. For these
reasons, we believe a serious attempt should be made to lodge respons-
ibility for overseeing and in some cases managing the improvements
sketched above in an international institution, most logically a re-
vamped International Monetary Fund. But the Fund must be given more
authority than it now has in guiding balance of payments adjustment, it
must be capable of responding to financial need more quickly and in
much larger magnitude than it is now able to do, and it must involve
more actively the top policymakers of the leading countries.

To accomplish this, we propose that the “Deputies” of the Minis-
terial Committee of Twenty, made up of top sub-cabinet monetary offi-
cials from national governments, be given a permanent place in the
structure of the International Monetary Fund. They would meet as often
as needed, at least six times a year, for the purpose of overseeing the
renovated adjustment process and evaluating the use of the lender-of-
last-resort facility, with assistance from the International Monetary Fund
staff. Large countries have particular responsibility for assuring a
smooth operation of the international monetary system. The relative im-
portance of countries in the Fund should not be frozen, however; it
should reflect and respond to changes in their relative importance in the
world economy.

Present operations of the International Monetary Fund, including
periodic review of national economic conditions, conditional lending for
balance of payments support, and responsibility for evaluating the
secular growth of world liquidity and proposing additions to it, would
continue.
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IV.
Risks INHERENT IN THE PRESENT SITUATION

What are the consequences of failing to renovate the international mon-
etary system quickly enough along the lines indicated above? We have
attempted to suggest in general terms what a reformed system would
look like. We have not provided a fully worked-out plan, however. A
number of the suggested measures have functional equivalents, so a ren-
ovated system need not take the precise form we have outlined. But we
have identified the basic issues that must be dealt with. This section
concerns the risks of not dealing with them all. What are the dangers
arising from simply allowing major currencies to “float” against one an-
other as they have done in the period following March 1973, confirming
the complete breakdown of the Bretton Woods system?

We have identified above the weaknesses of the Bretton Woods pay-
ments system as it evolved in practice. We are well aware of the weak-
nesses of a system in which exchange rates are too rigidly fixed.
However, at the present time, we are in a period in which exchange rates
are generally “floating” with ad hoc and uncoordinated intervention by
central banks, each on its own volition. That system also has its weak-
nesses and dangers. We do not believe that the renovated system we pro-
pose can come into being quickly. We therefore must address the
consequences of simply carrying on with present arrangements. The risks
will, of course, vary substantially from country to country, in view of
their different circumstances. Some countries will find the present ar-
rangements far more tolerable, and even favorable, than others. But we
do not believe that the present arrangements are durable, and we offer
our reasons here. Some observers will view them as exaggerated, but we
are citing risks, not certainties; and we believe the risks to be real, even
if not certain to come about.

The first risk, as we learned in mid-1973, is that “floating” ex-
change rates will be subject to many pressures that are irrelevant to the
preservation of equilibrium in a country’s international payments, but
will nevertheless cause disturbance to normal trade flows and through
them to domestic economies, dependent on international trade as all our
economies are today. Sharp movements in exchange rates unwarranted by
fundamental economic considerations can occur in any currency, but
they are especially likely where, as in the case of the dollar, sterling, the
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German mark, and the Swiss franc, outstanding holdings of the cur-
rency are large relative to international transactions in these currencies.
(Of course, once allowance is made for large resident holdings of na-
tional currencies, this problem potentially becomes a general one. But
conditions must usually deteriorate enormously before there is a whole-
sale speculation by residents against their own currency.) In these cases
large movements in an exchange rate may take place in response to rel-
atively small shifts in or out of the currency, and such shifts may well
be governed by psychological or political factors affecting confidence”
in the currency and by subjective assessments of what other holders
will do next rather than by fundamental economic factors that de-
termine the strength of a currency over a longer period of time. Yet
sharp shifts in exchange rates can have important ramifications for
those whose livelihood depends on trade or on financial transactions
with foreigners.

Modern governments, responsible for national economic develop-
ments, cannot allow arbitrary disturbances to impinge on domestic busi-
ness activity through the exchange rate. They are likely to take steps to
protect the domestic economy from these disturbances. They may do his
by intervening in the foreign exchange market to restrict movements of
the exchange rate. But an exchange rate is intrinsically two-sided and
two countries may take very different views on what their common
exchange rate should be. If so, they will intervene in the exchange
market at cross purposes, and neither will wholly succeed. In the
absence of some form of cooperation, countries will turn to other meas-
ures to provide the necessary protection. They may also turn to other
measures to avoid having to take an exchange risk on foreign exchange
reserves that would have to be acquired and held in connection with
exchange market intervention. A country that desires to avoid appreci-
ation of its currency would impose controls on the importation of capital
and possibly on the export of goods. A country that wants to neutralize
the trade and employment effects of what it regards as an under-valued
currency would impose controls on imports from the country with the
undervalued currency. These actions would be taken to protect the viab-
ility of domestic firms against what is perceived as predatory increases
in foreign competitiveness transmitted through the exchange market. By
assumption, these actions would take place in a context where coordina-
tion with other countries would be minimal. There would be no
procedure for resolving conflicts in national objectives or inconsisten-
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cies in the national use of instruments of policy. The whole point of an
agreed set of rules is to assure the mutual benefits that accrue in an
orderly system as compared with a disorderly one.

A proliferation of controls on trade and capital movements would
damage not only the direct participants, but third parties as well. In par-
ticular, developing countries would suffer great damage in an environ-
ment in which major are competing with one another to erect barriers 'to
trade and capital movements, just as they bore the brunt of a number of
measures, such as tied aid, that were taken to protect overvalued curren-
cies when exchange rates were too rigid. We do not see the danger of a
major depression. Modern governments are too sensitive to unemploy-
ment to allow that to happen. What we do fear is a widespread use of
controls on international transactions precisely to assure the autonomy
governments may feel necessary to preserve national employment.

While we do not see a world depression, we do believe that such an
evolution could result in major economic dislocations and in reduced
standards of living. There would be temporary unemployment in those
activities most heavily dependent on foreign trade. The standard of
economic well-being would decline for all, relative to what it would
other-wise be, but it would decline especially for those countries, which
includes many of the developing countries, which are the most
dependent upon foreign trade and the most vulnerable to major
disturbances in the world economy. There have been sufficient steps in
the direction of this evolution already to suggest that is not merely a
chimerical danger. Controls on capital movements greatly proliferated
during the currency disturbances of the past several years, especially
while currencies were floating, and trade controls have been threatened.

There are two further risks. One is that anxiety about currencies
arising from disturbances in the foreign exchange market may be conta-
gious, and may reduce confidence by residents in their own currencies as
well. This development could lead to a general erosion of confidence in
nationally-managed money, a development of inflationary potential
which national authorities alone might be unable to identify and correct.

The other risk is that a general deterioration of economic relations
among countries will poison their relations in noneconomic areas as
well. Of all the areas of international relations, economics touches most
directly on the majority of people. In an environment of mutual and re-
taliatory defensive action between nations, malign feelings toward
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“foreigners” are bound to develop, and in democracies such feelings can
act as a powerful constraining factor on chief executives to pursue con-
structive courses of action, noneconomic as well as economic, with other
nations. Thus we believe a satisfactory and welt-functioning interna-
tional monetary system is a necessary if not alone a sufficient condition
for harmonious international relations in all areas. During the period of
1971-1973 acrimony over monetary issues has risen alarmingly and we
have flirted unwittingly with the high risk of undoing the vast gains of
the preceding two decades in welding together at least the beginning of
an international community among the non-communist industrial nations
of the world.
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V.
INTERIM PRIORITIES
AND TRANSITIONAL MEASURES

It will take several years, at best, to negotiate, formulate in legal terms,
and ratify many of the proposed elements of the renovated system. Many
untoward developments could occur during this transitional period. The
experience of early 1973 is disquieting as regards the smooth func-
tioning of the world economy without generally accepted financial rules.
While the negotiations go forward, therefore, we need in addition to take
steps to bridge the interim period and to establish the basis for the ren-
ovated system. These transitional measures are designated to restore a
degree of calm and stability to currency and financial markets and to
provide an environment of cooperation rather than contention in which
the negotiations on longer-term measures can take place. We suggest five
interrelated measures to be taken with a high sense of urgency:

1. coordination of intervention in exchange markets;

2. consolidation of some outstanding dollar balances;

3. enlargement of short-term lending facilities;

4. commitment to and control of the euro-currency market;
5

. definition of a gold policy.

1. Exchange Market Intervention

Governments have repeatedly stated their belief that the exchange rates
established in February 1973 were appropriate, with minor adjustments.
Yet speculative pressures in exchange markets pushed exchange rates
well away from that pattern, and also provided sharp and erratic day-to-
day movements in rates. It would not be realistic to attempt to restore
the February 1973 pattern of rates by central bank interventions in the
market. But the monetary authorities should state their unwillingness to
see exchange rates battered about by momentary sentiments influencing
the holders of volatile liquid funds. They should intervene in the mar-
kets, on a cooperative basis, in sufficient force to smooth out movements
in exchange rates. This kind of braking action, along with other interim
measures discussed below, should be sufficient to influence private ex-
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pectations about future movements in exchange rates, and to lead to an
unwinding of the heavy speculative positions against the dollar.

We feel that the problem of “burden-sharing” in defending a cur-
rency which is depreciating has received more emphasis than it deserves.
We support the rule of thumb that has apparently been adopted in the
mid-1973 Basel agreements, that is, of splitting evenly between the
debtor and the creditor central banks the costs of exchange losses that
arise when borrowed funds are used in exchange market support opera-
tions. But profit and loss considerations should not play a large role in a
central bank’s attitude when such a basic economic variable as its ex-
change rate is at stake.

2. Consolidation of Foreign Exchange Balances

An important psychological depressant in the market for dollars has been
the large outstanding official balances of dollars, balances that tripled in
the two years 1971 and 1972 and grew by a further $13 billion in the
first ten weeks of 1973, before the inauguration of floating. The act of
floating itself demonstrated an unwillingness of many countries to add
further to their dollar balances, even when they felt that the dollar had
become an under-valued currency. This depressing factor can be relieved
by steps to consolidate at least some of the dollar balances. (These argu-
ments also apply, with less force, to outstanding official balances in
sterling.)

Full consolidation in exchange for bancor, the revamped SDR, must
await the longer-range reforms, including amendment of the Articles of
the International Monetary Fund. But some interim consolidation should
be undertaken through a series of agreements between the United States
and the largest creditor nations under terms and conditions that are
agreed among all the parties directly involved. The United States would
provide an exchange guarantee on the balances in question, most appro-
priately by denominating them in units of account equivalent to the
SDR. To this end, it would be essential to agree on the exact definition
of the revamped SDR in the interim period, preferably along the lines we
have recommended above, even before formal legislation can be ob-
tained. Such agreement would permit use of the new unit of account. In
addition, the United States would agree to amortize these balances over
suitably long period of time, chosen so that the interest and amortization
payments together would not differ greatly from interest payments

33



on outstanding dollar balances. Thus the amortization would not require
unacceptably large U.S. surpluses in other transactions.

In exchange, creditor nations would accept a rate of interest appro-
priate to the guaranteed asset, and they would agree not to use the
claims for any purpose, except under extreme balance of payments pres-
sure, under which circumstances by agreement their liquidity might be
restored.

Not all dollar balances should be handled in this way, for dollar
holdings will remain during the transitional period the most usable form
duly of international liquidity. But if a substantial share of the “over-
hang” could be funded, there would be salutory effects on market psy-
chology. The amounts so funded could be taken over by the IMF
substitution account when it began operation, and such conversion would
of course restore the liquidity of the asset to the creditors.

3. Short-term Lending Facilities

Market intervention, especially in the face of the massive movements of
funds that became commonplace in the past two years, may require sub-
stantial amounts of foreign currencies. This obviously poses no problem
for those countries that have amassed huge dollar reserves and who must
intervene by selling dollars. But it does pose problems for the United
States, which holds virtually no foreign exchange, and even for those
countries with large dollar holdings who find they must intervene in the
market for some other currency and do not want to disturb the for dollars
in the process.

To accommodate this possible need, large short-term credit facilities
between central banks are necessary — an antecedent to the lender of last
resort we have urged for the renovated international monetary system.
We already have a network of central bank swap facilities, which per-
form this function at present. But that network should be improved in
three ways. First, it should be further enlarged. The increase of the Fed-
eral Reserve bilateral swap arrangements to a total of $17 billion in July
1973 — with a maximum of $2 billion for a single currency is — not suffi-
cient in a time when $2 billion can move into a given currency on a
single day. Second, the network should be multilateralized, so that the
actions of any pair of countries is under the surveillance of the com-
munity of nations, but not in such a way as to impede the speed of
providing credits when necessary. Furthermore, credit facilities should

34



be made available to other leading countries, as they already have been
to some degree within the European Community. The arrangements
should be designed to merge smoothly into the IMF lender-of-last-resort
facility to be created as part of the longer-run renovation of the system.
Third, a more systematic process should be established for extending
credits that are not reversed through market forces in a relatively short
period of time. These credits should become eligible for the consolida-
tion arrangements discussed above, if necessary accompanied by any ad-
justment measures that may be necessary to prevent continuing calls on
credit by a single country.

4. Surveillance of the Eurocurrency Market

The eurocurrency market is a much maligned feature of the international
monetary system as it has evolved in the past decade. Many of the dis-
turbances of the past few years have been attributed to it. But in fact the
eurocurrency market is itself a symptom of some of those same forces
that are responsible for the disturbances — national disequilibria com-
bined with greatly increased mobility of capital. And the euro-currency
market has served the positive function of providing a genuine interna-
tional market for money and credit that can readily and at low cost mo-
bilize the savings of the world and channel them to productive investors.
It represents the healthy beginning of a restoration of a true interna-
tional capital market.

At the same time, there can be little doubt that the presence of the
euro-currency market has made it easier to move funds from one cur-
rency to another on a massive scale than would have been possible in its
absence; and there can also be little doubt that the rapid and largely un-
controlled growth of the euro~currency market has become a source of
uneasiness in financial circles and among large holders of currencies. In
the absence of outside review and standards for euro-banks, it may be
that the standards of credit-worthiness applied to borrowers have de-
clined markedly in the face of growing competition among participants
in the market, raising the spectre of an old-fashioned collapse of the
pyramid of credit that has developed in this new banking system.

We believe that the eurocurrency market has greater resiliency than
pessimistic observers contend. But we also believe that growing uneasi-
ness would be considerably allayed if the leading central banks jointly
declared their readiness to stand squarely behind the euro-currency
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market in the event of major withdrawals by depositors. The commitment
itself would help to obviate the need to honor it. In addition, the leading
central banks should announce their intention, jointly and in coopera-
tion, to study carefully the books of banks participating in the euro-cur-
rency market, holding out the possibility that some limits might be
placed either on the asset side or on the liability side of their balance
sheets if that were found to be desirable limits analogous to reserve re-
quirements or lending constraints typically found in domestic banking
systems. This action would reinforce the salutory psychological impact
of the commitment to stand behind the market in time of crisis, and by
putting banks on notice that joint control was possible would itself in-
troduce a new cautionary dimension into lending and borrowing de-
cisions.

5. Gold Policy

The price of gold has evoked an attention out of all proportion to its real
importance. We have already made clear our belief that new reserves
have to be created by joint decisions in the form of bancor and not in the
form of national currencies. Establishing an official higher price of gold
would clearly be inconsistent with our view that bancor should consti-
tute the principal reserve asset, increasing in importance over time. In-
deed, we look eventually to the gradual abandonment of gold as an
official monetary medium, although no doubt some gold will continue to
be officially held as a contingency reserve, just as other real commod -
ities are stockpiled by several countries today.

However, the day of the monetary unimportance of gold is still some
time away. In the meantime, gold indisputably does attract attention in
financial circles. We believe.an action consonant with our long-run ob-
jectives and at the same time advancing the interim aim of calming mar -
kets would be the coordinated and joint sale of official gold into private
markets. Such sales would require suppression of the March 1968 agree-
ment to separate official from private gold transactions on the selling
side. Sales should not aim to depress the market price greatly, but if mod-
erate sales did so, that would be welcome. In recent years, the purchase of
gold has seemed to provide a foolproof way to increase wealth. The offi-
cial sale of gold, without a predetermined price, would interject much un-
certainty into the gold market and would thus encourage funds to shift
back to other assets and would help to restore confidence in currencies.
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Official sales of gold would raise questions about the treatment of
any discrepancy in price between the present official price and the mar-
ket sales price. By their own testimony, central banks do not generally
need additional reserves. The sales into private markets, other things be-
ing equal, would have a deflationary impact on the world economy by
reducing purchasing power in private hands. We believe that the “capital
gains” of central banks on gold sales would represent an attractive
source, during the transitional period, of development assistance. The
amounts could be consequential: sales of $3 billion in official gold could
possibly raise twice that on the private market. Gold sales would rep-
resent a fiscally sound way to raise financial assistance, preferable in
this respect to a link between SDR-creation and development assistance
such as has been discussed by the Committee of Twenty. Still better, of
course, would be a contributory system based on agreed principles of
taxation in the rich countries of the world, but as a practical matter that
falls well outside the transitional period we are now discussing. Gold
sales in an agreed total amount could be apportioned among all countries
for which gold accounted, say, for more than 10 percent of total re-
serves, in proportion to their excess holdings.

These five steps, taken together, represent concrete actions to bring
the international monetary system back under control and, even more im-
portant, to do it in a way that indicates the willingness of the leading
countries of the non-communist world to work together in a joint enter-
prise beneficial to all.
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