The Need for Monctary Reserves

This article will address itself to the question whether it is
possible to find any objective criteria for the need of monetary
reserves, either for individual countries or for the world at large.

Although questions of terminology are uninteresting to some
readers, I find it worth while to explain first why I speak of the
“need for monetary rescrves” and not, as so many others, of the
“ demand for international liquidity . -

Liquidity Is More Than Reserves

It is not easy to have a clear idea of what is meant by inter-
national liquidity or liquidity of the international payments system.
Most people scem to mean by it the liquidity of all national monetary
authorities taken together, although this leaves the important ques-
tion of the distribution of a given total among the individual
countries out of consideration. ' -

By liquidity of a monetary authority one means its capacity to
make payments to other countries if its foreign receipts were to
drop or stop. For such payments, that is, to cover a deficit in
foreign payments, it can use its own reserves or outside finance.
The latter consists of borrowing facilities (including “drawing
rights "} and facilities to liquidate assets other than monetary reserves.

Measurements of outside-financing facilities are not quite mean-
ingful. Both the liquidity of assets (other than the perfectly liquid
assets counted as monctary reserve) and the availability of credit
for any one country depend on the simultaneous demand for
liquid funds by others. For example, while every one of many
central banks may have potential borrowing power of a certain
amount if it alone asks for credit, it would not make sense to add
these amounts as a measure of aggregase borrowing facilities: they
would in fact not be available to all at the same time. This is dif:
ferent only with regard to unconditional drawing rights. They are
available no matter how many countries wish to draw on the Inter-
national Monetary Fund (LM.F.) at the same time, It has, therefore, -
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become accepted practice to add such unconditional rights to the

gross reserves of the countries,

T'hat most statistical tables of intcrnational liquidity report gross
reserves, rather than net reserves, is fully consistent with the prin-
ciples of the gold-exchange standard, Calculating the total of ez
rescrves raises hard questions, for it is not clear just what kinds of
foreign liabilities should be deducted from the total reserve assets
of a country. There are 1) official liabilities to official foreign cre-
ditors (such as debts of the central bank to other central banks, or
Treasury securitics held by foreign monetary authorities); 2) private

liabiliies to official foreign creditors (such as deposit liabilities of

commercial banks to foreign monctary authorities; 3) official liabil-
ities to private foreign creditors (such as Treasury notes held by
forcign banks); and 4) private liabilities to private foreign creditors
such as deposit liabilities of commercial banks to foreign private
banks). Should only the first kind of liabilities be dedeucted from
the gross reserves of a country, or the first two, or the first and the
third, or the first three, or all four? Tt may be worth pointing out
that, by the second method of computation (that is, deducting - all
current liabilities to official creditors) the net reserves of the United
Kingdom are minus $4,700 million and those of the United States

are minus $650 million. _

The practice of looking at gross reserves, rather than net reserves,
if global figures are wanted, corresponds also to the practice used
in statistics of the total money supply in a national economy. When
one talks about the total money supply, or stock of money, in any
country, one does fot deduct from anybody’s cash balances his cur-
rent liabilities to anybody, official or private, The total stock of
money is equal to the sum of the cash holdings of all individual
and corporate persons in the economy,

One may, however, point to another analogy in national sta-
tistics, that of commercial-bank reserves. Some banking specialists
prefer to make two distinctions: one hetween required and, excess
reserves, and another between borrowed and free reserves. The furst
distinction is quite sound, because cxcess reserves are a basis for
measurements of the unused lending capacity of the banking system.

The second distinction, however, relies on theories which 1 do not .

regard as sound, and it happens that the notion of free reserves of
the commercial banks in a national economy is in many tespects

similar to the concept of net reserves in the international economy.
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Demand implies an offer of something in exchange for the
object demanded; hence, it involves an exchange ratio or -price; it
states the quantities of the object that are demanded at various prices.

Desire is a psychological concept indicating a feeling, usually
connected with an anticipation or imagination of its satisfaction; it
implies neither a willingness to offer anything in cxchange for the
object desired nor a specification of any consequences of its nonful-
fillment,

Need implies that certain, usually undesirable, consequences
will arise if the nceded object is not obtained in due time. In case
of a personal need, the object may also be desired; this is not always
so, for example, if the person docs not know his need; if a person
has a need and desire for an object and has posscssions he could
give up, he will also demand the object, But need does not always
refer to persons, and may therefore be unrclated to demand or desire.
It may be an objective statement of the consequences to be expected
:f what is “ needed ” does not actually occur. That a plant needs
water and sunshine means that it will wilt without them; a saitboat
needs wind if it is to move without any other force; a child neceds
vitamins in order to stay healthy and avoid rickets. A growing

economy needs an. increase in the stock of money if a decline in the
level of wage rates and prices or 2 decline in the rate of employment
are to be avoided. .

The last example is of an objectively stated need of an economy:
it specifies the consequences of a failure to provide an increase in
money supply when the labor force increases. It is in precisely this
sense that one may speak of the need for additions to total reserves
of the monetary authorities in the countries that form the interna-

. tional economy (in the nop-communist world).

Just what these consequences are, why they would occur, and
on what grounds they are regarded as “ bad” and ¢ to be avoided 7,
these are questions which this paper will attempt to answer.

Alternative Quantitative Measures

We shall not proposc our answers hefore examining some of

the answers that have been advanced by others, Strictly speaking,

most of them have not been explicit. For example, when certain
groups of experts offered a quantitative measure of “world liquidity”
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Reserves in Relation to lmports

The theory of the relevance of the ratio of foreign reserves to
imports rests chiefly on the analogy with the theory of the demand
for cash balances on the part of the individual household. The
money transactions of the houschold which determine its “ transac-
dons demand ? for cash balances are its income and what it pur-
chases with it (hence, its real income). These purchases are the
“imports " of the houschold. By analogy, the imports of the nation
are supposed to determine its “ demand ” for foreign balances to
pay for them. The two conceptual jumps from demand to need and

from houschold to nation have often been thoughtlessly accepted.

If a household is said to hold enough cash to pay for, say, four
months’ purchases, the ratic
purchases is one-third, or 33 1/3 per cent. There is nothing wrong
in cxpressing the ratios of a nation’s foreign reserves to its annual
imports in the same way: a ratio of 50 per cent pays for six. months
imports, 33 1/3 per cent for four months, 25 per cent for three
months, 12 1/2 per cent for © weeks., To describe the size of the

foreign reserve in this way is one thing; it is another, however, to
explain it or to attribute to it any particular consequences.

Tn the Appendix, Table A-I presents the relevant statistical series
for 1949 to 1965 for the 14 industrial countries (to the cxtent that

they are given in LF S.). Tt shows the size of official reserves at the

end of each year. These may be accepted in teu of the unavailable
averages for cach year. (1 have compared some end-of-year figures
with the averages of the end-of-quarter figures in years for which
the latter were available; I found the differences insignificant, which
indicates that the substitution of end-of-year figures is not too un-
reasonable. I might have taken averages of the reserves at the begin-
ning and the end of each year, but have not considered this exercise
worth its cost) The table shows, secondly, the annual imports for.
cach year. Both the reserves and the imports arc given in US dol-
lars, The third column gives the ratio of reserves to imports.

A selection of a few of the data of Table A-I and computations
made with the data for recent years will facilitate cornparisons.
Table 1 shows for each of the 14 countries first the highest ratio,
in any year between 1949 and 1965, of its reserves o imports, then

of its average cash balance to annual
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h . 3 I3 ! w ’
Ee;éc jOWCSt ratio in the same period, and finally the average ratio of
ves to imports during the five-year period 1961-1965

TapLln 1

iAzIOS OF RESERVES TO IMPORTS IN 14 INDUSTRIAL COUNTRIES:
ighest and Lowest Ratios from 1g4g to 1965 and Mean Ratios for 1561-1965

Highest Ratio Lowest Ratio Mean Ratio
‘ | Year % | Year A Years o
Australia . . 0
Aﬁ:;jﬂla R 1953 92.6 | 1960 33.8 | 10961-65 55.8
: Coa e . | 7963 3.4 | 7 1 .
Eelglzm-Luxembourg coe . | 1949 ;i;} 13:2 ;;: . 65'6 |
anada ., . . . . ' . . S
anad . 1950 5G.0 | 1957 31.1 » 37.8
Gcrman;’ a. e .. | 1y6s 613 | 7957 10,5 » 57:0
German) ce e | eS8 77.6 | 1930 7.0 » o 55.4
iy ‘ 1950 87.7 | 1965 39-4 » 453
e 1959 9oy | 1952 29.8 » 58.7
The Nethr:r!ands- L o A et s ) .
R e 1953 51.9 | 1951 21.% » 15.2
SWithn]am.i Coe e e e .. | 1953 35.3 | 7960 18.2 » 24.1
wi d e 1949 161.8 | 2196, 86
o 4 .5 » -
UE;t:j IS(:ntgdom e 1950 40.8 | 1964 15.0 » zi j
_ ates . . .. . 194(9 345.0 | 1965 66.0 » 90:6

2 Data for imports in 1949 not available,
b Data for reserves in 1049 not available,
¢ Data for reserves in 1949, 1950, and 1951 not available,

‘The highest ratio of reserves to imports, in i
id;lrlmg the Il*{ years undcr.observation, walsxiha,t of tfllleI I}iitccguggiz
n 949 -— that is, befgrc its long scries of deficits began, The ratio

» 345 per cent, which is enough to pay for almost 3 1/2 ycars
ion 1Imp<3.r§s. The lowest ratio shown in the table is that of German
o i?nso ; it wa}; h7 per cent, which would have paid for only 26 days

o hports. e second-lowest ratio is that for France in 1
which was 10.5 per cent, or imports for 37 days. =

ead SL?Ekiﬁg iitztf::hc faverages for11961-1965, we see that Switzerland
of reserves relative to imports, with i

! ! , a ratio of

ggnzt prclfhcc?t, J’:ollowled‘ by the United States with a ratio of go.6 per

an’d. ¢ lowest ratio is that for the United Kingdom, 22.1 per cent

and next to it Sweden with 24.1 per cent. From Table A-I one cari
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sec a further decline in the ratio maintained by the U?lie(ég%l;l%.
dom: in 1965 it was down to 18.6 per ceat, o 1mpf>rts o yt.

Fngland was not alone in the declir‘lc: o'f its ratlo.of r};&serw::vco
imports, Indeed, 12 of the 14 countries included in t :1: ; 3::
“ quffered ? such a decline from 1961 to 1965, Austria ar}ll . hra.n(;s
being the only exceptions. This is shown in Table 2,6 W %‘cheglzar
the ratios of reserves to imports for 1957, 1963 and 19 ?) T Iy61
1957 is included in order to add another basc'year6 c:sl:1 e 961.
While in twelve countries the ratios were ‘lowcr in 1965 tcan }%cn;
these ratios were above those of 1957 in eight countries, ; onslls :
declines from 1957 to 1961 and to 1965 were registere OEti{-ely
Germany and the United States, which for Germany was 'Cm rt);,
and for the United States partly, due to large increases in imports,

TABLE 2
RATIOS OF RESERVES TQ IMPORTS IN 14 INDUSTRIAL COUNTRIES:
for Selected Years, 195y, 1961, and 1965
) o 196t 1965
1— 1357 9Q ”
Yo Yo A
i 68.9 56.3 42.0
Australia . . . . . . . e ..
Austria . . . . - o e e - 46.;} ijg g:g
i ! e e e 33. .
iclgﬁm‘Luxembourg SRR 3 o o
Fa;;:: L L 10.5 56.9 61.3
T [ l
Germany C e e e e 63.9 62.4 ;};i
Treland . . . . . . . o o . 57.4 46.9 594
e e 36.9 72,9 .
;T;Zn‘ A e 19.3 28.7 26.3
3 g - 1 . . a - - L) 8. 32‘4
The Nethetlands . . . . . . . 24.6 28.5 4
Sweden e e 20.7 23.1 iy
" I . IDI.9 '
Switzetland . . . . - < . - 2(: 1[5) o e
United Kingdom . . . . . . . 21, i/ tee
United States . . . - « -+ o« o 169.9 ..7

. "

The computation of averages for all' 131£4 countries t{f}g_githecro 1;;1.
ighting. The different sizes ol the

volves the problem of weighti ) ; c o

tries obviously call for weighting, but the weights can bf.: §1§1}elntica3{
size of reserves or by size of imports, (The latter measure 1s 1
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with the ratio of aggregate reserves to aggregate imports.) More-

over, since the reserve-currency coutitries present special problems,
onc may prefer to see separately the averages for the twelve countries
exclusive of the United States and the United Kingdom. The results
of these four computations for the five-year period 1961-196% are
shown in Table 3, which for the sake of simplicity omits the details
of computing the weights, That the figures are higher for the 14
than for only 12 countries is due to the high ratio and large weights
of the United States, That the ratios are higher if weighted by
imports than if weighted by reserves is due to the fact that some

countrics with large shares in aggregate reserves have relatively low
ratios of reserves to imports.

Tasrs 3
AVERAGE RATIOS OF RESERVES TO IMPORTS, rgfr-ro6s,
for 12 and 14 Countries, Weighted by Size of Reseives and by Size of Importts

Average Ratio of Rescrves to Imports

for 14 countries | for r2 countries

Weighted by size of reserves . . | . 53.6% 48.5%

Weighted by size of imports . . . ., . 62.4% I 53.7%

Is there any real significance in the ratios? If there is, I do not
know any theory that would show and cxplain it. We might have
taken different periods and would have obtained different average
tatios, but I could not seriously propose any other numerical data
with which the ratios or their changes might be meaningfully cor-
related or causally associated.

Looking again at Tables 1 and 2, especially -at the ratios for
individual countries in various years, we wonder whether one can

detect any reasons why some countries should “ need * reserves of

50 and more per cent of their imports, while others can do with
30 to 35 per cent, and again others with less than 25 per cent, We
know no such reasons. One can perhaps explain why ratios of less
than 20 per cent are regarded as “dangerously low ", but the
reasons are more likely related to the possibility of pariasions in
receipts and expenditures than to the length of time imports could
be paid for if all reccipts were stopped suddenly.
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There have been ‘some .amatcur'theories *? linking res;:r:ﬁ:
with imports, of rather with total”foreign trat?le,,. by m;'ilis le]ac
conception of a need to ¢ ﬁnancc? trade. This is a r:: ve fa ryei
for it confuses rmoney, commermlal—bank reserves, centra "
serves. and the demand for credit. A trader (1mp01§Fer, eapital )
who ;vants “ finance ¥ wants crcd}t because his Wo:1 1n%a<;e;30£ s
not adequate to tide him over the 1nte.rvals bctwcf:-nh uf% dates of s
payments and receipts, This has nothing to do Wltk-o e
of either any individual country or all S:O_untries taken toge ‘ ‘.biht
Another theory links t}fle size coft 1m£§rE; ewfiglgctienpgg jfﬁci ;ﬂ
of deficits in the balance o payments a : i
’ finance such deficits. This theory will be discus
2?2:1\13 ::ction dealing with the magnitudes of past .dcﬁqfts an% giz
probabilities of future deficits. To a:ssocmte the size ? pzoniblc
deficits with the volume of imports 15 to make several unte

1 at significant changes
assumptions. The most notable ones are 1) that sig ges

in the net demand for foreign exchange depend on 111{1’1190?5 ongei?j
pot at all on exports, capital movements, and uni atcr:jl'1 Est}lr Witﬂ
and 2) that the size of probable deficits would vary directly .
he total value of imports. . .
o We shall not go into details, but enf_phasmc .only on.cn 3?;2;
The assumption that clearing balanc.cs are likely to ﬁlcreascr _12 r direct
proportion with total transactions 1s contrary to_a1 expeaner I
has . been- shown that firms can do XfVlth. relatively sm x e
balances when their total transactions 1ncrease. Assuming, g

not admitting, that total :nternational transactions are perfectly cor-

related with imports — s¢ that one could safely disregard 3%1&1‘21;3&
actions other than payments for imports — one m‘z;y not bls()] Etel ‘
the fact that the magnitudes of probable; deficits will rise a 1de On}é
but fall relatively with ingreasinguxmports.” On “thcsetegéogl ds one
could expect declining ratios of “needed” or “ wan

i 118, |
N to\télitfl sI()::ne imagination one may conceive of a reason for hold-

P . . . . ne
1 i ed ratio to imports: on¢
ing, nevertheless, reserves in an undiminish P

i i ized

might hold that the increase in world ervdfj:E is a result of I,IEEZKSM
] ici ts, therefore, are more .
commercial policies and that exports, th Aurulburat
i i ttitudes, which would justity r
to relapses into illiberal a , _ jos oning
i isk its. The fall in the need for rescr

with a greater risk of deficits, need es
& tran.sa%tions purposes ” would be offseF by a risc in the desire
reserves to satisfy © precautionary » considerations.
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All this, T submit, is far from reasonable. As I see it, there is.

neither theoretical nor statistical support for attaching any real sig-
nificance to the ratio of reserves to imports,

" Reserves in Relation to Variations of the Trade Balance

In the previous section we mentioned that one might find a
more plausible relation between the need for official reserves and
variaiions, scasonal or cyclical, in the balance of trade. For example,
if imports are evenly distributed over the year whereas cxports are
chiefly of a crop commodity and are bunched in the antumn, there
will be trade deficits in three quarters of the year and a surplus in
one. The ratio of reserves to foreign trade might in this case — if
only in specific circumstances — be higher than if both exports and
imports were evenly distributed over the year, Likewise if exports
and imports are of very different sensitiveness to business fluctuations,
one may expect cyclical variations in the trade balance, which could
result in periodic accumulations and decumulations of reserves and

a higher ratio of average reserves to trade than if exports and im-
ports varicd concurrently and equally.

However, movements of private capital could easily counteract
any cffects which such variations in the trade balance would have
upon official operations in foreign exchange. Indeed, in the absence
of governmental restrictions, hedging and speculation would operate
to eliminate the expected succession of excess demand and excess

supply in the market for foreign exchange. The net effects on official
reserves would be nil.

In any case, in large industrial countries there is no indication
of significant variations of this kind. They may play a role in
developing countries with foreign-exchange controls, but precisely
there, with the chronic and latent excess demand for foreign ex-
change, large accumulations of reserves are rare.

If there were any detectable effects of variations on the ratio of
reserves to foreign trade, they would probably refer to comparisons
among different countries rather than to the ratios of aggregates in
the world ‘at large. The whole theory, however, has not looked
sufficiently promising to invite statistical tests. If any one is diligent

enough to try, he will, I anticipate, find no confirmation of the
theory,
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Reserves in Relation to !mports and Capital Outitows

The theory that the need for foreign reserves is dcterr‘mn.ﬁd 1b§
the amounts pﬁid for imports was rejected partly because it single

out one particular category of transactions and neglected all others.

Just as the transactions of a household include payments forﬁzc;:r;tge;
besides payments for consumer goo-c-is, th.e forcign. tii:unsa;:l-1 ons of ¢
nation include capital outflow besides imports an COtP ies.
Why not take all out-payments of a country into .acc'ogm e
That capital outflows can be of paramount signi can in the
payments position of a country has been well kno‘;zn n a ir number
of instances of capital flight, But apatt f;:om_ unu{s}uqt cireum-
stances ”, the last 16 years of payments deficits of the ﬁl e ) Saes
testify to the importance of capital movements. Practica ly a ,
Jdeficits were due to net outflows of capital and unilatera p;;};lmen_i
abroad in excess of net proceeds f_rqm export surpluses. us, i
reserves were needed to finance deficits in the balance of paymer}l:;,
it must have been the capital outflows and 'transfer payments that
played the determining role in the deterioration of the rescrve post-
ion throughout these years.
" Capitagl transactions are probably larger than paymcrgtslfor Tr‘r:)z:;i
chandise if they are counted onl a gross rather tha}? net asﬁs. Fota
foreign transactions in the New York money market mfa%, e s¢ e
hundred times as high as the change in net posittons oh oreign n
domestic banks from the beginning to the end of.tlc year. *
course, it is doubtful that large cas.h balan‘ces or oﬂ?ﬁaldres;rvj_—cgegr
“ needed ” to support these transactions. Stllll, if one holds the « 3;
that reserves are nceded in some proportion to transactloc?s, i Id
antenable to confine onesclf to payments for imports and disregar
ital transactions. . .
. C;lt);tistical tests of this extension qf the tht?ory are 1m‘p0ss1bif;
because we have no data on intern:eltmflal capﬁal transacuoniions
Jeast not in the two or three countries 1 which SLICIIIJ t}'alzisasctatcs
are likely to be a multiple of imports. 1 refer to the11 mts o stai
Switzerland, and perhaps Qermany. The relll)orts iﬁ cE[:)t;is oF St
tistical purposes in .the United States are all on ' e basls O
positions at a few dates per year, not on day-to- ajil r ctions
One cannot infer the volume of transactions from changes o ne
positions at dates as far apart as a month or even a quar |

a year.
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We need not be particularly disturbed by the absence of statis-
tical tests of a theory as weak as the one discussed. Imagine we had
all the data required for the computation of ratios of reserves to the
sum of imports and gross outflows on capital account, The results
of such computations would probably show us ratios varying both
from country to country and for each country from year to year.
We would still lack any quantitative measure of the “need” for
reserves in any meaningful sense. ’

Reserves in Relation to Past Deficits

A much more plausible theory is derived from the “most ra-
tional ¥ assumption about the 'function of official reserves. This
rational assumption — which, however, may be neither realistic nor
relevant — takes it for granted that reserves have only one purpose:
to be ready in a contingency. There is no other fully rational use.

The contingency in question is a deficit in the balance of pay-
ments, If reserves are held so that a country may be able to finance
a payments deficit and not be compelled to take unpopular' measures
-— such, as devaluation, deflation, or direct controls — it follows

that the reserves have to be in some proportion to the size and
duration of a potential deficit.

Here, then, is a theory of the need for reserves that satisfies
the requirements specified earlier in this paper. It states the con-
sequences to be expected from a lack or inadequacy of reserves, to
wit, devaluation, deflation, or direct controls, The theory can ex-
plain how these consequences arise if reserves are lacking, and why
they are regarded as “bad” and to be avoided if possible. And it
may also help obtain an idea about the magnitude of the possible

loss of reserves for which the authorities of a country think they
ought to be prepared.

Contingencies are usually estimated on the basis of experience.
In order to make a realistic estimate of a loss of reserves that may
occur in the future, it is a reasonable procedure to take a look at
the past. For certain kinds of contingency, to be sure, such a pro-
cedure would be unreasonable: I cannot judge from my largest
damage or injury in a fire or accident in the past for what damages
or injuries in the future I ought to prepare; still less can I conclude

from the fact that 1 have never died before that 1 may safely dis-
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regard the probability of my death in the future. For contingencies
of this sor¢ we must pool large numbers of people and calculate the
actuarial probabilities. On the other hand, for such things as seasonal
fluctuations, cyclical swings, and even irregular contingencies in the
economic life of a nation, it is quite appropriate to look into its
past cxperience for some ‘ndication of what one ought to be pre-
pared for in the {future.

[ propose to examine the reserve-loss experience of our 14 in-
dustrial countries. For this purpose I have prepared statistical data
" for the three largest reserve losses which each of these countries has
sustained between 1949 and 1965. These losses are then compared
with the official reserves at three points of time, (a) at the peak
before the deficit began, {b) at the trough reached when the deficit
ended, and (c) at the end of 1965. Quarterly data are used and the
duration of the deficit is defined as the interval from a peak in
reserve holdings to the nearest trough that is not followed by
another trough within one year. For cxample, if a country loses
reserves for nine quarters in a row, then gains reserves for half a
year (two quarters) but subsequently continues to tose reserves for
another year (four quarters), reaching another low (which remains
the low point for more than a year), the period of the deficit is
measured to the second low poine, that is, 15 quarters in all, and
the total loss is mecasured by the difference between the reserve
holdings at the beginning and at the end of the entire period ex-

tending over 15 quarters,

These data are presented in the Appendix in Table A-II. More

detailed descriptions are supplied in the footnotes to the table. A
short digest of the relation between each country’s reserves at the
end of 1965 to its largest reserve loss suffered since 1949 is furnished
here in Table 4 for the convenience of the reader. The countries
are arranged, not as before in alphabetic order, but in ascending
order of the ratios. These ratios, incidentally, are not contained in
Table AT explicitly buc only in the form of their reciprocals. It
scems more appropriate there to show the proportion of the reserve
losses to the reserves; after all, to say that a nation during a certain
period lost one-half of its reserves sounds more plausible than to
say that its reserves had been twice the loss suffered, In Table 4
however, which shows only the reserve holdings at the end of 1965
it is unobjectionable to state the ratios of reserves to the largest losses
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sustained. Thi | i relati

ned. This way of expressing the relationship allows us to be

consistent with our Tables 1, 2 .
and nd ;
tables to follow. > % 3, and also with several more

TapLE 4

RAT :
’ :F; 105 OF R.ESER.VES HELD I'N 1965 BY 14 INDUSTRIAL COUNTRIES
" ().l[-II‘. R LARGEST CUMULATIVE LOSS QOF RESERVES BETWEEN 1949 AND 1965
9

{  United Kingdom .
| Awustralia . I42 per cent
i United States .\ o e 165 »
Japan . o 255 »
Ireland 407 »
Germany . . . 427 »
The Metherlands . B2
France 473 »
Tealy 477 n
Canada . 500 »
Belgium-Luxembourg . 660 »
Switzerland 922 »
Sweden 981 »
Austria L. 1262 »
) : ° A I441 »

[e is interesting to note that the two reserve-currency countri
are among the three lowest reserve holdérs of the 14 induZtrial col;llc3
tries, The reserves held by the United Kingdom at the end of 1 6[l —
were only. 142 per cent of the largest reserves loss that the coungt ’
had sustained, The reserves held by the United States at the erg
of 1965 were 255 per cent of its largest reserve loss, but this will
;uzaly turn out to be a scrious overstatement since the loss period
tha not ended in 1965 and reserves have continued to fall, Thus
anc;l re;;cr;c.-currcncy_ coun.trics_ are Poorly prepared for future -dr:ﬁcits,
and, if thetr current official liabilities are taken into account — leav-
fﬁg at least the United Kingdom with negative net reserves —

ey can hardly be said to be prepared at all.
o 211@ nzlay observe how many countties are in a middle category
hdginpare ness for future deficits. Six of the 14 countries were
P Sg r{:;erc]\:i:lsefe‘fvwegn 41117 and 506 per cent of their largest past
ot o otber .;)rfs, the reserves they held in December 1965
b & frmanc cits four or l'ivc times as large as the largest they
ver suffered. Their margin of safety is.so wide that one may



190 Tanca Nazianale del Lavoro

assume that the authorities in charge have never appraised their
position from this point of view.

This is even mMorc so with regafd to the countries with the
highest ratios. Can anybody seriously contend that central banks
hold reserves only for the purpose of meeting future deficits if these
reserves are between goo and 1,500 per cent of the largest deficits
they have cxpcrience-d? It would be ridiculous to entertain this
thought, If Belgium and Switzerland are able to finance deficits
nine or ten times as large as the largest in their experience, this is
a leeway that cannot be consciously intended, This conclusion is
well-nigh unavoidable with regard to Sweden and Austria, holding
rescrves 1,262 and 1,441 per cent of their largest past deficits. No
central banker in his right mind would find it justiﬁablc to carry
such exorbitant over-insurance against the risk of deficits. He must
have other reasons for carrying reserves in amounts he can never
expect to “ need ? or use for their supposedly true purposc.

Reserves in Relation to Domestic Money Supply

There are other theories which may possibly explain why large
reserves are held and are considered necessary. The oldest of all
such. theories relates reserves to the quantity of moncy; indeed, the
phrase “ reserve ratio ” originally meant precisely the ratio of reserves
to money, though “ money ” in this case meant in the firse place
money issued by the central” bank.

In the sense of ratio of central-bank reserves to central-bank
money, the reserve ratio was an ouigrowth of an old banking tradi-
tion. For a long time, however, the difference between deposit
liabilities and note issue was considered so crucial that in many
countries the gold reserve was related to bank notes only. Where
the maintenance of a minimum reserve ratio was made a legal re-
quirement, reserves Wwere, of course, nceded — and some of the
consequences of nonfulfillment of the requirement were spelled out

in statutory law. As the volume of central-bank money issued in- -

needed to meet the requircment, and

creased, more reserves were
licies to the

the managers of the bank had to gear their credit po
growth of reserves. ) '

Some professors of central-banking theory, in the past mose
convinced of the economic rationale of a.

than in our time, were
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“ gold backing ” : .
m%ﬂey- But fegafgie domfesic moncy, particularly for central-bank
corni ool Bt ss of the particular theory held — whether a
the Valuz O mone g ‘}’;’ash deemed necessary for the maintenance of
circulation was he{&gf ctier a reserve in a certain ratio to the moncy
tances that was Tk fces§ary. to meet thc‘ clcmand for foreign remit-
or whether cortain y to rise as the quantity of money was increascd
regarded as needed P;mport.lo@ kept in foreign liquid assets Weré
sheet — a “need ” foi‘) ilrlllc?;tig rae ——" Stl‘ulCture of the balance
incre serves somehow in proporti
by mf;dpjzﬁigiﬁ of czntral—bank money has been takcg fg}ro gﬁﬁt;g
a1l these Lhoupias a':csl o lcentraLl')agk‘ management, One may regard
but llcvertheless ; f ;‘lu esﬁas primitive, naive, obsolete, or what not
cies of many Coui‘m}; Y “:‘T lz:;tlwe in determining the monetary polij
reserves as aetuall Cﬁa. s qualified acceptance of the need for
as explaining the 51;1%‘11 ling the ccni;:ral—bankcrs in their policies and
drawn, however, if agnitudes of their official reserves must be with-
ratios from couiltr O?C sees the enormous variations in the reserve
reserves of over 0}’6-0 country, No theory indicates a need for
ik e o of sl ey s
Perhaps the limitation to centralb e e a.St 17 years.
most Dracti -bank money is inappropriate;
th(forist]-i, tE;ItOIIl;r); cma}ybe have r_ecognizad, W}i{ch thepiqoicl?;:);
cially by Commcrciaf bfiSSIicd by private financial institutions, espe-
may well argue that tflm ks, ought to b'e taken into account. They
domestic supply of m inﬁﬁ%}flor forcign rescrves grows with the
in support of such an;) o ey could point to several theories
Hioctrre desnand ad rgument; for example, they might hold that
quantity of moncy | money incomes would rise roughly with the
propensities to imy 111; leﬂatl'on’ that — even with constant dverage
trae (and other E)ci‘r ' {(and to mv_cst ab.roa-d) ~— the volurne of foreign
larger foreign reservelgn tr«?llsactlons) Is certain to increasc, and that
in forcion na es would be needed to finanee occasional deficits
gn payments. Let us see what the statistical data can tell us

about o - i
| the ratio of official reserves to the domestic money supply

Views differ as to how inclusi
o be ow inclusive the concept of mone
o l:sélﬁézzd. bSomle insist that demand dcpl;sits in confmi?él;;
Ay {:,1 : c?t tlfm(? deposits are not. Others prefer to distin-
o monsy « et s 0 ftnne deposits and to include in the stock
Gepan) e ates of deposits ” and other highly liquid time
_ mercial banks, but to exclude thrift deposits or “ pass-
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Insticutions are different in different coutl-
tries, and in some of them these distinctions cannot be made. It
has become customary to speak of “ near money ” ot ¢ quasi-money )
but there is no agreement on exactly what should be inclided in this
concept in particular countries. Are balances on current account
in a postal-savings systcm o be regarded as money, as quasi-moncy,
or as neither? We shall not try to provide our own answers to such

uestions, but simply adopt the decisions made by the statisticians
of the LM.F. for their table published in LF.S. They report for
most (though not all) countries two figures, onc for the money
supply, another for quasi-money.

In the Appendix, Table A-IIL, the figures for official reserves,
domestic money supply, and money plus quasi-money afe presented
for our 14 countries (for as many years as arc available from LF.S.)
and reserve ratios are calculated. We have thus obtained a ratio of
reserves to money and a ratio of reserves to MONey plus quasi-money.
In view of some doubtful classifications,

book savings accounts "

the comparability of the
hat impaired, but not sufficiently to make
comparisons worthless. Where classifications have not changed in
the course of the years, we can at Jeast rely on the intertemporal
comparability of the figures for the same country.

Again we present a digest for the convenience of the reader.
Table 5 presents the highest and lowest ratios of official reserves to

.money supply and to money plus quasi-money that prevailed in
our 14 countries between 1949 — ot the first year for which statistical

data arc available — and 1965.

The table conveys a picture of almost incred
time and place. Looking only at the ratio of reserves to moncy,
we find that the lowest of the lowest ratios was 3.8 per cent (France
in 1957) and the highest of the highest ratios was 114.0 per ceit
(Ircland in 1g50). The highest of the lowest ratios was 57.2 Per cent
(Ireland in 1965) and the lowest of the highest was 12.8 per cent
(United Kingdom in 1g60). The greatest change over time in the
same country occured in Germany, with a low of ro.o per cent
(in 1951) and a high of 62.3 per cent (in 1960). Consistently low
ratios prevailed in the United Kingdom, with a low of 7.0 per cent
(in 1964) and a high of 12.8 per cent (in 1960). France too had

sather low ratios: between I949 and 1960 there were nine years

with ratios below g per cent (and six years with ratios of 7 per cent
or less), and the highest ratio in that period was 11.6 per cent. The

ratios may be somew

ible diversity in

TABLE 5

RATIOS OF RESERVES TO F
QUANTITY OF MONEY AND OF MONEY PLUS QUASI-MONEY IN 14 INDUSTRIAL
AL COUNTRIES:

High v i
ighest and Lowest Ratios between 1949 and 1965, and Mean Ratics for 1961-1965

;
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large increase in rescrves after 1960 did not show up in especially
high reserve ratios: the high was reached in 1965 with only 17.6
per cent, Consistently high ratios prevailed in Austria, with a low
of 41.0 per cent and a high of 73.4 per cen, and in Switzerland
with a low of 47.6 per cent and a high of 65.6 per cent,

The arithmetic averages of the reserve ratios in the five years
1961-1965 show again substantial differences among the 14 countries.
United Kingdom, Japan, and the United States had the lowest
average ratios with 9.4, 9.5, and ro.8 per cent, respectively. Ausiria
had the highest ratio, 67.8 per cent, followed by Ireland with 61.8
per cent and the Netherlands with 53.9 per cent. Then came Swit-
zerland with 49.8 per cent and Germany with 47.5 per cent.

The ratios of rescrves to money inclusive of quasi-money are,
of course, lower. The differences between the two ratios are large
in countries where time deposits play a large role but are not con-
sidered “ money proper ”. Ireland leads in this respect: the average
reserve ratios for 1gb1-1965 were 61.8 per cent for money and 23.6
per cent for money plus quasi-money. Other countries in which
the former ratio is more than twice the latter arc Australia, Austria,
Canada, Germany, Japan, Sweden, and Switzerland. The difference
is smallest in France; it is nil in the United Kingdom, where the
category of quasi-money does not exist (at least not in LF.S.).

Just for the purpose of helping us to judge which ratios may
be regarded as high and which ag low, 1 computed weighted aver-
ages of the ratios of reserves to money for the whole group of 14 in-

-~ dustrial countrics and also for the twelve countries excluding the
two reserve-currency couptries. For the period 1961-1965, the ratios
of aggregate reserves to aggregate money stocks were 26.9 per cent
for the 14 countries and 35.5 per cent for the twelve countries,

The enormous differences among countries compel rejection of
any theory that would assert a needed or most desired ratio of
foreign reserves to the quantity of domestic money, unless the theory
included some parameter that would fit the ratio to particular cir-
cumstances. 1 am not aware of any such theory, but could imagine
one. For example the needed or most desirable amount of foreign

reserves might held to be a function of a country’s mar inal pro- -
g y g

pensity to import (goods, services, and perhaps also securities) besides
the stock of domestic money, This might be explained by referring
to some intervening variables, especially changes in income; if the
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;rf};;)l;t prope_nslity is high, a relatively small increase in the quantity

ney might Iead to a substantial increase in the demand for

foreign exchange, fo :
] r which ‘ C -
prepared. 8¢, the monetaty authorities wish to be

I do not think that this theor
. : ) y holds much promise: at
Ifdoubt that it (?.lescr}bes the kind of rcasoning thgiothse;n:nalggi
of monctary policy n any of the countries in question seriously
engage in. They might, however, be more impressed with their
own balance sheets, and T shall turn to this possibility,

Reserves in Relation to Current Liabilities

mchit ;s:in ﬁart a return to this notion., because we have previously
nientioned that reserves might be considered as “ needed ™ in pel
it)lf?;?k to the amount of central-bank money ontstanding Oenlt.iaT
0; theril:;?;] liaﬁllr{gdg} the same as the current domestic liabilities
of the cer " + Hence it is, in fact, a concern with a property
of the balance sheet if liquid foreign assets (chiefly gold) are viewed
in their “ proper * relationship to current domestic liabilities.

ratiOTcI,lfc ltll(l;ilciig I—‘gi;ilil may be found desirable to maintain a certain’
et O fiuid fo 1g assets (golfl) to current domestic liabilities
. b¢ based only on onc consideration: the probability that a
certain portion of these liabilities may at any time be prcs;ted for
fﬁivctffgo;ﬁg ff;;lizcgugggcy 1(goln:l). It is out of the question
_ e close to 100
tf; 50 per cent of the domestic liabilities, becadizrtliznc:\;;ef: ZI; ;103@
liabilities need them in their domestic business. The bank ﬁotc P
nee-ded for .day-to—day transactions between households and the ?)j:ﬁ
::esscs i]atgﬂlilg to them? and deposit liabilities of the central bank
ficeded by commercial banks to meet legal or customary reserv
::lqul.rcingents. At .times, however, some of the holders 3Enf com?
refrl;ictl; l;cirslliodfposilts rgay find that they have to make increasing
e oreign firms to pay for increased imports of goods,
ces, and securities from abroad, and, in the process, the com-

mercial b 2
rcial banks have to use some of their central-bank deposits to

;(1:31}(1;11‘3 fg;iign exchanlge (gold) from the central bank. If all com-
ool ands‘fWr:lrlf: always loaned-up, that -is, without any excess
themn o it the central bank were determined never to help

with loans, rediscounts, or open-market purchases, authoritics
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would be quite safe with a very small ratio of foreign reserves to
carrent domestic liabilities. ‘The greater the excess rescrves of com-
mercial banks and the greater the political responsibility accepted
by the central bank for averting liquidity troubles on the part of
commercial banks and industry, the larger have to be the foreign
reserves in relation to the domestic liabilities of the central bank.

This is perhaps the most plausible of all theories thus far con-
sidered.  For it not only explains a “need” for foreign reserves
but also why this need is felated to the size of current domestic
liabilities and why the needed ratios may be very ‘different from
country to country. While one country may fecl that it can do with
a 10 per cent ratio, another may feel safe only with 30 per cent,
another with 40 per cent, Ratios larger than this, however, can
hardly be explained by this theory. What it does explain, on the
other hand, is why countries will want to have their foreign reserves
increase every year. Since in a growing cconomy the current do-
mestic liabilities of the central bank have got to increase if declining
wage and price levels are to be prevented, maintenance of the “safe”
reserve ratio requires a steady increase in foreign reserves, approx-
imately by the annual rate of economic growth.

We have thus far talked about the relation of reserves to cur-
rent domestic liabilities only, Where all official reserves of all
monetary authorities are gold, and no other foreign assets” are
held by any monetary authority, none of them could have foreign
liabilities, Under the gold-exchange standard, however, where many
countries hold foreign exchange among their reserve assets, the coun-
tries whose currencies are so held must have foreign liabilities. Do
these countries or central banks “need ” an extra reserve against
their foreign liabilities? Is the .probability of payment being de-
manded the same, or is it smaller or greater than in the case of
domestic liabilities? No economic theory can be developed to answer
these questions completely, because demands for conversion into gold
are largely political decisions by the official claimants. Only to a
small part is conversion explained by economic factors, namely,
when countries that hold large portions of their foreign reserves in
the form of foreign exchange develop payments deficits vis-d-vis
countries that hold chiefly gold. The recipient central banks, in
order to maintain their customary ratios between gold and foreign
exchange, would convert their surplus holdings of exchange into
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gold. The probabilities of such occurrences are not easy to express
in the form of numerical coefficients,

It is quite likely that the same countries have had at different
times different attitudes concerning the need of' foreign reserves
against their foreign liabilities. In periods when foreign central
banks were eager to build up their foreign-exchange reserves, the
reserve-currency countries were probably quite unconcerned about
demands for conversion into gold. Later, when the holders of cur-
rency reserves became apprehensive about further additions to their
holdings, the issuers of these currencies became quite conscious of
their inadequate preparedness to convert them into gold. In any
casc their holdings of gold and convertible foreign currencies will
have to constitute reserves against 4/ their current liabilities, foreign
as well as domestic.

In order to sec what ratios the major central banks have main-
tained over the years, I prepared again comprehensive statistics, based
on the data published by LF.S. Unfortunately, comparability is
doubtful, probably beccause of different reporting practices in dif-
ferent countries. For the two reserve-currency countries, the United
Kingdom and the United States, the data are really not usable for
meaningful comparisons, particularly because of the “split person-
ality  of their monetary authorities, The foreign reserves are held
partly by the central bank, partly by agencies of the Treasury depart-
ment; likewise the foreign liabilities are owed partly by the central
bank, partly by the Treasury. These data will therefore be omitted
and the tabulation confined to the twelve other countries. ‘This has
the additional advantage that we need not seriously concern our-
selves with differences between total and domestic Liabilities, since
the foreign liabilities of these twelve central banks are negligible.
Their total liabilities are virtually the same as their domestic lia-
bilities, .

Table 6 presents a digest, similar to those given in Tables 1, 4,
a{ld 5, of highest, lowest, and average ratics. The highest of the
highest ratios of official reserves to total liabilities of the central
ban.ks of the 12 industrial, non-reserve-currency countries in the
period from 1949 (or the earliest for which data are available) to
1964 is that of Switzerland with 103.1 per cent (in 194g). Next are
the Netherlands with 98.9 per cent (in 1964), Canada with 88.3 per
cent (in 1950), and Austria with 87.2 per cent (in 1953). The lowest
of the lowest rasios is that of France with 7.1 per cent (in 1957).
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Next come Germany with 10.6 per cent (in 1951) and Japan with
22.3 per cent (in 1957). _ .

The lowest of the highest ratios is that of Fl"aIlCt': with 43.1 per
cent (in 1964). And the highest of the lowest ratios is that of Swit-
zerland with 87.4 per cent (in 1964). The average ratios for the
four-year period 1961-1964 range frqm 39.5 per cent (France) to
o4.7 per cent (The Netherlands).

TABLE 6

RATIOS OF RESERVES TO LIABILITIES OF THE CENTRAL BANKS
OF 1z INDUSTRIAL COUNTRIES

Highest and Lowest Ratios betwesn 1949 and 1964, and Mean Ratios for 1961-1964

Highest Ratio Lowest Ratio Mean Ratio
Year o | Year VA Years A
Australia . 1949 79.0 | 1960 37.5 | 1961-64 62.3
Austria « Co 1953 87.2| 1955 469 » 73.7
Belgium-Luxembourg b 1964 64.5 | 1950 431 » 6;.4
Canada 1950 88.3 | 7949 ° 62.3 » 8.7
France . 1964 43.1 | 1957 7.1 B 19.5
Germany © rgba 719 | 1957 10.6 » 63.0
Ireland £ —_— B — — —
Italy d . 1661 72.0 | 1956 35.1 » 59.3
Japane . - 1952 52.0 | 1957 22.31 26.3
The Netherlands b . 1964 98.8 | 7951 34.0 » 4.7
Sweden 1964 47.1 | 1949 7.4 » 42.1
Switzetland | 1949 103.1 | 1964 87.4 ] 91.3

a Earliest data for 1953.
d Earliest data for 1955.

b Earliest data for 1g50.
f No <ata for liabilities.

o Barliest data for rgst.

As with all the previous reserve ratios, it is not possible to
explain the differences in the ratios from year to year or _from“counci
try to country by anything that could reason'ably be c'alled a “nec
for reserves”. If the Netherlands almost tripled their ratio of re-
serves to liabilities between 1951 to 1964, if France raised her ratios
sixfold from 1957 to 1964, and if Germany’s ratio in 1960 was se.vcil
times as high as in 1951, these enormous increases were the rcsudt
of neither any need nor any desire for these high ratios. Indee E
at least two of these countries attempted to combat the inflow o
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reserves in that they appreciated their currencies in 1962, lowering
thereby both the value of the reserves accumulated and the compe-
titiveness of their industries in foreign trade.

Inconsistent Ratios

Some countries hold large reserves no matter how the relative
size is measured, and others hold low reserves on all counts. In
some instances, however, the picture is confusing, showing both
high and low reserve ratios depending on the magnitudes with
which the size of reserves is compared. Thus, a country may at the
same time have a high reserve ratio in some respects and a low
reserve ratio in other respects.

Take Sweden, with her low ratio of foreign reserves to imports
— 22 per cent in 1965 — and high ratio of reserves to the largest
deficit in the past — 1,262 per cent. Take France, with her low
ratio of reserves to domestic money — 17,6 per cent in 1965 — and
a high ratio to imports — 61.3 per cent. Such indices of reserve-
holding practices appear inconsistent only if they are regarded as
indications of particular preferences on the part of the national
monetary authorities. I shall argue that they are nmot. Certain
“ structural relations ”, such as those between domestic money supply,
central-bank liabilities, and imports, are very different from country
to country, and the men in charge may not even have made the
comparisons to judge what proportions of reserves are desirable.
I seriously doubt that the size of reserves is among the major targets
or goals of economic policy, except where reserves are so dangerously
low that a false step may bring the roof down or where reserves,
though respectably high, show a decline.

An Analogy: My Wife's Wardrobe

Not long ago, when I had concluded that reserves were not
needed for any of the purposes emphasized by either theorists or
practitioners, | asked myself what really might be behind the com-
motion about their supposed inadequacy. I hit upon an analogy
which I found helpful ‘and, ‘since it has been given wide currency

in circles of specialists, I take the Iiberty of quoting my own state-
ment,
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“YWhat then arc foreign reserves needed for? They are not
¢ nceded * at all, strictly speaking. But monctary authorities make
a fuss if they do not have all that they think they ought to have.
Let me explain this by comparing the typical central banker with
my wife, though this might be too flattering for most central bank-
ers. How many dresses does my wife need? One, seven, 31, or 3657
You may think that one dress is all she really nceds — and cven
this is only because of our ¢ culture pattern *. T assure you, however,
that she thinks she needs more. Whether she wants 25 or 52 depends
on her upbringing and on the Joneses with whom she wishes to
keep up. Perhaps she wants to maintain a fixed ratio of dresses to
the family income. If that ratio declines, she will fuss and fret, and
i T were to keep her from getting additional clothes, she would
impose restrictions and controls affecting my home life and our
external relations with friends and acquaintances. T conclude that
the right amount of clothes owned by my wife is that which keeps
her from fussing and fretting and spares me the danger of un-
pleasant restrictions. Before I leave this analogy between women
and central bankers, let me point out that ¢ rights” to borrow dres-
ses from friends or from rental agencies would not take care of the
rmattér in the least. Most women want to own their dresses, not to
borrow them. I wish that my friends at the LM.F. would take full
cognizance of the psychological difference between owning and
borrowing. :

“ Central bankers look not at their clothes closets but at their
balance sheets, and they like to see among their assets foreign re-
serves far in excess of what they would need to cover thelr nudities;

they would like to maintain certain ratios of foreign reserves to total.

liabilities, The ratio may be merely a matter of tradition or of
fashion or, if you will, of religious doctrine, There is no point
quarreling with such normative matters. The point is that most
central bankers start fussing when the reserve ratio declines, Their
liabilities have got to increase year after ycar, because notes -and
deposits, the domestic money supply, must increase if deflation is

to be avoided, With labor force and productive facilities increasing -

continuously, and money wages refusing to go down, central bankers
have to provide the additional money to avoid continuous deflation
and increasing unemployment. Being used to cettain traditional
reserve ratios, they want their foreign reserves to increase roughly
in proportion with their total liabilities. Not that they need it in
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any sense other than my wife needs more clothes, But if the central
banks lose foreign reserves, and even if they find their reserve ratios
declining, there will be demands for policies conducive to the inflow
of reserves. I conclude that the * need * for reserves is determined
by the ambitions of the monetary authorities. 1 submit we ought
to see to it thgt they ger foreign reserves in amounts sufficient tobbe
happy and satisfied; in amounts, that is, that will kecp them from
urging or condoning policies restricting imports or capital move-
ments ” (2).

This idea has become known as “ the Mrs, Machlup’s Wardrobe
Theory of Monetary Reserves”. I am not satisfied, however, with
its first formulation and wish to propose an amendment,

1

A Revision: My Wife's Need for New Clothes

In the first formulation I mixed relevant with irrelevant points.
Irr‘?lcvz:mt is the emphasis upon the central bankers’ ambition “ to
maintain certain ratios of foreign reserves to total liabilities . Rele-
vant is “that most central bankers start- fussing when the reserve
rat%o declines *, Maintaining a certain reserve ratio would imply
resistance to an increase as well as to a decrease. But it is only the
political reaction to a decrease that matters,

The analogy of my wife’s wardrobe was also not quite correctly
phrased in that it stressed the number of dresses hanging in her
clothes closets instead of the annual addition to her wardrobe, She
docs not really care so much whether she has 25 or 52 dresses, if
only she gets a few new dresses each year. This ambition is )thc
correct analogue of the central banker’s ambition, e is not so
much concerned whether his reserve ratio (to his liabilities or to
the total money supply) is 47 or 74 per ceat, if only his reserves
increase, however modestly, and do not decrease.

“t Wth these .amendments, my theory is probably correct. The
chavior equations” of my marital' authority and our monetary

authorities are sufficiently similar to make the analogy valid.

i

i () P“ru'rZ Magcirye, * International Monetary Systems and the Free Market Economy ™,
1v11 Irzterrz.atmmfl Paymenzs Froblems: 4 Symposium (Washington: American Enterprise Institute
for Public Policy Research, 1966). ‘
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Not Need But Willingness to Accept

My theory; explaining only a need for additional reserves, can-
not explain the sizes of reserves actually held. Since I have rejected
all theories based on a need or desire for particular magnitudes of
reserves, either for individual countries or for a group of countries,
the question why the reserves are as high as they are is still open.

The search for an answer is not difficult if one is prepared to .

discard the idea that reserves are held for a purpose. The simplest
explanation for the holding of “ exorbitant ” reserves is that all alter-
natives are considered undesirable. For, in order to reduce large
foreign reserves, a country would have to pursue policies which it
may want to avoid: appreciation of the currency, price and income
inflation, or abolition of restrictions on imports. Currency apprecia-
tion is unpopular because it injures export industries (less ablc to
compete in foreign markets) and industries competing with imports
(becoming available at reduced prices); in addition, it reduces the
values of gold and foreign asscts held by the central bank (causing
it a sometimes embarrassing capital loss), Domestic inflation is un-
popular because of inequitable effects on income distribution and
because of induced inefficiencies in the allocation of resources. The
abolition of import restrictions is resisted by protected industries,
their stockholders, workers and representatives in the legislature. If
all policies designed to reduce foreign reserves and to_avert further
accumulations are * politically impossible ”, the accimulation of
reserves is allowed to continue, without much thought being given
to the jrrational allocation of national economic resources which is
involved in accumulating assets that are not expected to be used,
let alone needed.

In our discussion of the ratio of reserves to liabilities, we men-
tioned the huge increases in the reserve ratios of the Netherlands,
France, and Germany, and of the attempts of two of these countries
to combat the inflow of reserves by appreciating their currencies,
In order to avoid the increase in the ratios of reserves to liabilities,
they would have bad to appreciate their currencies more drastically
(not by only 5 per cent) or they would have had to create additional
liabilities by expanding domestic credit much more than. they did.
Had they really wanted to keep the ratio of reserves to liabilities
unchanged, the monetary authorities would have had to match the
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increase in foreign assets by the same percentage increase in domestic
asscts. Such an expansion of credit would have produced a rather
scrious inflation of incomes and prices. Unwilling to permit higher
rates of inflation -— they were already embarrassed by the rates they
did permit — they put some restraint on the increase in domestic
credit. In comsequence, the ratio of foreign reserves to liabilities
increased beyond anything the central banks wanted or could have
needed for any purpose.

It should be clear by now that the volume of reserves, and their
ratios to all sorts of magnitudes, are not determined by what the
monetary authorities wanz to hold but rather by what they are
2Ecrcd and are willing to accept or, more correctly, unwilling to

fight ot . If we allow ourselves to use the terms “supply and
demand ” in this context, we may say that the demand for reserves
is infinitely . elastic and the amount taken and held is therefore
determined by supply alone. The infinite elasticity of demand is
implied in the resolution to maintain fixed exchange rates; a refusal
to buy any amount of foreign exchange that may be offered to the
authorities would result in a fall in the prices of foreign currencies,
that is, in an appreciation of the curtency of the country unwilling
to accept more rescrves. Rather than allow appreciation, most mo-
netary authoritics permit their reserves to increase to any level that
is dictated by the supply of foreign exchange.

The Need for Additional Reserves

Let us repeat: it cannot be reasonably said of any particular
amount of reserves, either in a particular country or in a group of
countries, that it is needed or adequate, but it can be said convin-
cingly that an increase in reserves will be needed or adequate to
prevent restrictions on foreign trade and payments. Emphasis on
the size of reserves is mistaken, emphasis on additions to reserves is
justified.

The justification does not rest on biological or physical neces-
sitics, nor even on economic necessities; it is based on prevailing
_pohtlcal attitudes., It is well known that in countries suffering losses
in foreign reserves the authoritics will sooner or later adopt policies
to stop further outflows and that, of the alternative policies, they
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are likely to choose restrictions on international trade anid capital
movements, Such restrictions are harmful to the performance of
the economies of all countries affected. One way to avoid the restric-
tions is to avoid the causes (or pretexts) for their imposition, that s,
deficits in the balances of international payments. The easiest way
to avoid or reduce deficits is to provide for annual additions in
official reserves. Hence, additional rescrves are needed if restrictive
policies are to be avoided. .

The effect of the creation of new reserves upon the net surpluses
in the balances of payments of all countries together is sometimes
not fully understood. It may be explained most easily by comparing
two situations, one in which the annual production of gold by South
Africa is absorbed by private demand, the other where it is acquired
by monetary authorities. Assume, for’ the sake of simplicity, that
there are only ten countries besides South Africa. Assume further
that South Africa uscs all proceeds from exporting gold to purchase
imports of goods, and the other ten countries purchase the gold in
exchange for their exports to South Africa. If the gold is pur-
chased by private partics, for industrial uses and for hoards, the
trade balances of the ten countries taken together (as well as that
of South Africa) will be completely balanced. Each of the ten coun-
tries may have a surplus or a deficit, but the sum of surpluses and
deficits will be equal. (Incidentally, if some of the imposts of non-
monetary gold were not recorded, the statistical balances would
show a global export surplus offset by a negative balance on errors
and omissions.) Alternatively, if the gold is purchased, not by pri-
vate parties but, instead, by central banks of some of the ten coun-
tries, their composite balance of payments will show a net surplus.
This net surplus of exports over imports will be offset by a net
increase in monetary reserves. Some of the ten countries may be
in surplus, some in deficit, but the sum of the surpluses will exceed
the sum of the deficits exactly by the increase in monetary gold.

It is conceivable that either the number of countries in deficit
will be the same or that the deficits of some countries will be the
same in both situations; but the most likely result of the increase in
monetary reserves will be that some countries will have smal'ler
deficits and others will have surpluses instead of deficits, With
smaller deficits and fewer countrics in deficit, the pressures for
vestrictive policies will be reduced.
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If additional reserves are created, not through additions to the
monetary gold stock, but through the creation and free distribution
of fiduciary reserves, the effects are similar in that the sum of sur-
pluses in payments balances will exceed the sum of deficits. Although
this may look like an accounting trick, the balance-of-payments
accountant would enter the deposit of his country’s currency into
the dormant account of the international reserve agency as an inflow
of long-term capital (since it would not constitute a current liability)
whereas the aquisition of the current claim against thar agency
would be shown below the line as an increase in the official reserve.
Thus, the creation of a new reserve asset in the form designed by
recent proposals would, like an increase in carned reserves, reduce
the number of deficit countries and the sum of their combined
deficits — assuming, however, that the statisticians make the proper
distinction between dormant and active accounts.

How much of an increase in aggregate monectary reserves will
be needed to reduce the size of the deficits and the number of deficit
countries sufficiently to avert restrictions on trade and capital move-
ments will depend on the distribution of the deficits and on the
political propensities of various countries to impose restrictions, These

propensities — to wit, how large and persistent a loss of reserve in

a particular country will present a sufficient reason or pretext for
the adoption of certain restrictive measures — are shaped by the
beliefs of the men in charge of policy-making; and these beliefs,
in turn, are derived from rational theoties, irrational myths, and
traditional principles or prejudices. Some countries may patiently
put up with higher interest rates, some with effective wage stops,
and some even with unemployment, when confronted with a deficit
in- their balance of payments. Other countries, however, may
quickly, on the slightest provocation, turn to restrictions and con-
trols on imports and payments. (For those with a taste for defini-
tions, I may try to define the marginal propensity to restrict imports
as the value of imports kept out by means of restrictions and direct
controls in relation to a given Joss of reserves suffered through a
payments deficit.) Since onc cannot foretell either which countries
will suffer deficits of certain magnitudes or the propensitics of the
politicians in power, the determination of the “ adequate ” increase
in total reserves can be only a matter of blunt, but still necessary,
judgment,
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Three Effects of Increases in Reserves

The increase in the monetary rescrves of a country may have
several cffects which, though they are closely related, (?ught to be
distinguished for the sake of clarity. We have just d1scus§ed the
effect on the balance of payments and, as a probable reaction, on
the countries’ policies regarding foreign trade and capital move-
ments.

A second effect is on the money supply. If reserves are earned
through export surpluses or capital imports (other than’ borrowi{lgs
by the monetary authorities), the purchase of the reccived fore1gn
exchange by the central bank is financed by newly creatcd_dome§t1c
money., In the absence of offsetting policies, monetary circulation
increases.

A third effect is on the reserve position and the resulting credit
policy of the centra] bank. The improvement in Fhe rescrve position
may make the monetary authorities bolder in. their pth:lcs; the‘y are
likely to keep interest rates lower, to expand their portfolio of
Jdomestic loans and other assets, and to allow commercial banks to
be more expansionary on their part,

There are certain differences to be noted between various forms

of the increase in reserves. The first effect — on balances of pay-

ments and policies regarding foreign trade and capital movements —
can be expected with greatest certainty from increases in mc?ncfary
gold stocks, and with a degree of probability also from a distribu-
tion of gratis reserves (* reserve units ”) by an international agency.
The expansion of liabilities by reserve-currency countries in case of
deficits in their foreign payments leads to an increase in gross re-
scrves, not net reserves. However, as long as the reserve-currency
countries are not worried about the deterioration of their position,
the net effect on commercial policies is also liberalizing. The use
of borrowing facilities extended by the LM.F, may lead to an in-
crease in earned reserves of the countries to whom the deficit coun-

. tries pay the currencies drawn, but the net effects are not certain.

If the accommodation extended to deficit countries is upon condition
that they abstain from restrictive policies, then again the process is
liberalizing. '

The second effect — the direct effect on the money supply —
is certain to arise in the case of increases in monetary gold stocks
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and currency reserves. This effect would not arise from the distri-
bution of gratis reserves (“ units ”) by an international agency. This
should be clear, since the central bank would not purchase these
reserve units from domestic suppliers but would acquire them with
its deposit into the dormant account of the agency, that is, with its
non-circulating, non-~current liability. The fact that this (rather
revolutionary) form of creation of new reserves does not immediately
increase the money supplies of the recipient countries commends it
to those who, though seeking the first effect, arc concerned about
inflationary consequences of additions to reserves.

The third effect — on reserve positions and credit policies of
the central banks — is probably associated with all forms of reserve
creation. In can, of course, be counteracted by deliberate monetary
policies if credit expansion is not wanted at the time,

Application to Present-Day Discussions

Our study, up to this point, has stayed within the confines of
research and apalysis, without explicit application to present-day
problems and negotiations. Yet it should not be difficult to sec the
implications of our findings for the current discussions among official
and academic experts trying to solve the problems of our time.

The most important findings, in terms of current controversics,
are these:

1. There is no “need ” for any particular sum of monetary

reserves in the world,

2. There is no sense, therefore, in which it can be said that
the world total of monetary reserves is inadequate.

3. Indeed, if the world total of reserves had not reached 70,000
million dollars but, say only 50,000 million dollars, there would
still be no “ shortage ™.

4. Needed, however, is an annual increase in monetary reserves

if policies restricting foreign trade and capital movements are to be
averted. '

5. The annual increase of total reserves should be of such a
magnitude that the number of countries in deficit and the amounts
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of their deficits are small enough to remove pressures toward restric-

! B tions on trade and. capital movements. STATISTICAL APPENDIX
| | 1. . 1[15 Unless the Iargle'prwatc gbsorptions of gold c;)ome to_dag : Taptz AT
‘ end, the necessary annual increases 1 total reserves can rovide '
i , e ‘ y ‘ iy . ) al r c P OFTICIAL RESERVES, IMPORTS, AND RATIOS OF RESERVES TO IMPORTS
| only by an international agency issuing new reserve assets, FOR 14 INDUSTRIAL COUNTRIES, 1949-1965
! =, Inflationary effects of the creation of new reserves can be (In millions of U.S. dolars)
counteracted by appropriate policies. ‘ ¥ 7 " ]
y apptrop p : 1949 rgso | lgs51
Princeton Frrrz MacHLUP Country Res. | Res. | Res. /
) Res. . | Imp. |Imp.|| Res, | Imp. [Imp.| Res. | Imp, |Imp.
| i % % Yo
: Australia , , . . 1,123 | 1,500 | 7061 1 6 .
2 212 B E 492 1,620) ga.1 | 1,134 | 2,420 | 46.9 |
gl.ist‘:rla L . k.; . g2 592 | I5.5 o1 477 | 10.1 106 053 | 16.2 |
Ce gﬂm— arxemb. | 978! 1,803 542 849 | 1,042 | 137 r.110] 2,535 438
Fana a ... 1,197 | 2,884| 41.5| 1,845 3,128 s9.0| 1.501} 4,106 46.3
Grancc e s8c| 3,291 17.6 701| 3,030 26,1 616 [ 4,457 | 13.81
efmzny s 96| mn.a | na, 190 2,697 7.0 455 | 3,491 | 13.0
{relan e 342 481 | 911 391 446 | 872 331 593 | 57.8
taly . . . . . na.| 1,545 na. 6oz | 71,488 | 40.5 24| 2,167 | 357 |
%pa}ln L P n.a. 605 | n.a. n.a. g74 | n.a. na. [ 1,995 na.
S‘B;llﬁ:]. ands ., ., 434 1,844/ 235 5481 2,056 | 267 54| 24553 219
| Sweden . ... 2691 1,171 ] 23.0 289 | 1,182 | 248 520 1.0 29.3
%W{tzgrlar}d o 1,062 882 |191.8 || 1,579 | 1,056 |ma0.5| 1,645 1,375 (110.6
U.n}ted Kl‘ngdom . 1,752 8,522 | 20,6 3,443 | 7,358 | 46.8| 2,374 | 10,055 21.7
nited States . . 26,024 | 7,544 |345.0] 24,265 | 0,631 |251.9 || 24,200 | 11,522 1203.8

TanLe A-1 cont’d

1952 T 953 T954
Country Res. / Res. f I Res. f
Res, | Imp, [Imp.f Res. | Imp, |[Imp.| Res. | Imp. |Imp.
% ' Yo %

1 l .

Ausu'fl-lia e re32| Lgyo| 52.1| 1,302 1470 | g2.6| r,133| 1,870] 6o.6
Austria ., L 152 652 | 23.3 325 546 | 59.5 425 653 | 63.1
Be'[glgm-l.uxemb. . 1,133 | 2,444 | 46.4 || 1,144 | 2,413 | 47.4| 1,008| 2,535| 43.3
gana A .. . 1,938 | 4370 44.3 1,002 4,567 | 40.5] 2,020 4,433 45.8
rance . . . . 686 | 4,326 15.9 829 3,042 | 210 1,264 4,221 2000
Germany . . . . g60 | 3,814 | 25.2| 1,773 3,771 | 47.0| 2,579 4,571 | 56-
Ircland . . . . 317 482 | 65.8 335 511 | 65.6 264 504 | 72,2
Ttaly . . . . . 696 2,336 20.8 968 | 2,420 [ 31.7 927 | 2,439 | 38.0
Japan . . . . . 1,701 | 2,028 | 54.3 802 2,410 37.0 930 2,309y | 38.8
Netherlands , , | 044 | 2,224 | 424 || 1,232 2,376 | sr.9) 1,278 | 2,858 | 447
Sweden . . . . 5041 1,730 | 20.1|| 5381 1,579 35.3{ 543 | 1,776 30.6
Switzerland . . | 1,667 1,208 1380\ £,768| 1,176 |150.3) 1,837| 1,300 |141.3
Un}‘tcd Kingdom . 1,958 9,802 200l 2,670| 0,314 287 3,034 0,403 32.}
United States . . | 24,714 | 11,707 |211.1|f 23,458 | 11,846 [198.0 | 22,078 | 11,140 |206.3
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Tasrn A-l cons’d
1953 1956 1957

Country Res. f Res, | Res./

Res. | imp. |Imp.| Res. | Imp. |Tmp.| Res. Imp. | Imp.

Yo e e

Australia . ., 844 | 2,160 | 39.I 661 | 1,964| 48.9| 1,220] 1,945 6B.9
Austria . . 374 887 42.2 419 974 | 43.0 5231 1,128 46.4
Belgium-Luxemb. . 1,203 | 2,830 42-50) 1,210| 3,288 37.1|l 17483 3.4d4 | 333
Canada 1,085 | 55020 39.5|| 2,035| G110 33.3 1,026 | 6,188 31.1
France LOys' 4739 | 407| T3 5558 238 645| 6,175 | 105
Germany . 3,018 | 57793 | 520 4.202| 6,617 63.5| 5,597 7.542 68.9
Treland 331 582 | sb.9 283 s12| 553|296 s16 | 57.4
Ttaly 1,167 | 27117 43.0 1,236 3.174| 380l T.354| 3.674) 300
Japan . o7 | 2,471 43-6| 1,270| 3.230| 30.3[ 828 4,284 193
Netherlands . 1,292 | 3,209 40:3 LI07| 3725|297 | 1,009 4,106 | 24.6
Sweden 522 | 1,597 26.1 5351 2,209 | 24.2 s0t| 2,428 | 207
Switzerland . 1,827 | 1,489 |124.0| 8820 1,766 106.6) 1,808 1,964 1 g6.6
United Kingdom . 2,392 | 10,809 | 22.1(| 2,276 | 10,812 | 2n.xft 2,374( 171,322 21.0
United States . . | 22,707 | 12,489 |182.5'| 23,666 | 13,087 |169.21f 24,832 14,620 | 160.9
Taste A-l cont’d

1958 1959 rgbo

Country Res. | Res, / Res. /

Res. | Imp. |Imp.’| Res Imp. |Imp.} Res. ! Imp, |Imp.

°f, % %

Australia | 1,128 | 2,039 55-3 5.2¥3| 2,125] 599 9I5| 2,704 | 33.8
Austria ., . . . 698 | 1,074 | 03.1 g7 | 1,145] 60.5 216| 1,416 | 50.6
Belgium-Luxemb. . 1,553 | 3,729 49.6|| 1,306 3,442 27.90 1,506 3,960 379
Canada 2,038 | 5,638 36.1| 2,020] 6242| 32,5 1,68 6,150 32.3
France . . . . 5,050 | 5,609| 18.7) 1,736 5,088 | 34.7| 2,272 6,28 36.2
Germany . 5.8791 7,576 | 77.6| 4ol 8,482 s6.5| 7,032 | 10,107 69.6
Ireland 305| 557|548 325 593| 548| 32| 633 5%-2
Ttaly 2,184 3,216| 67.9]0 3,056| 3,369 90.7| 3.25T¢ 4,725 68.8
Japan . 1,062 | 3,033] 35.0 447 | 3,599 40-2] 1049 | 4,49% | 43-4
Netherlands 1,536 2,625 | 42.5| L442| 3.940| 36.6|| 1,863 4,531| 41T
Sweden 516 | 2,368} 21.8 478 | 2,414 | 19.8 5281 2,901r| 18.2
Switzerland . 2,063 | 1,706 |120.0] 2,063| 1,923 |107.3( 23241 2,243 103.6
United Kingdom . 3,105 | 10,403 | 29.6Y 2,801 §1,I53| 25.X|i 3,719 | 12,714 | 203
Unpited States . . | 22,540 14,619 ‘154.2 21,504| 17,008 (126.4 || 19,350 | 16,506 117:3
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TasLe A-1 cont’d

rg01 1962 1963
Country Res,/ Res.f Res. [
Res Imp., |Imp.|| Res. | Imp, [Imp.| Res. ; Imp, |[Imp.
% % %
Australia | | T.348| 2,394 563 1.387| 2,551| 544 1.880| =z,996) 67.7
Austria 845( 1,485 569 1,081 1,552 Goupf 1,220| 1,651 43.4
Belginm-Luxemb. . 1,813 4,223 42.9| 1,753| 4,569 38.4f 1,040 5,112 38.0
Canada 2,276 6,106 36.7(| 2,547 6,367| 40.0] 2,603 6,6181 30.3
France 3799 | 6679 56.9) 4,049 7,517] 53.0] 4,908 Bry2y| 56.2
Germany . 7,163 | 10,048 | 65.41 6,956| 12,280 56,61 7,650 13,022| 58.8
Ireland 343 732 | 46.9 359 466 | 46.9 406 858 47.3
Ttaly 37901 5.223) 72.7|| 3.818| 6,075| 62.9) 3,406] 7,500 44.9
Japan . 1,666 | 5801 28.7|| 2,022¢ 5,637 35.9| 2,058| 6,737| 30.6
Netherlands . 1,058 | s5,080( 38.5) 1,040| 5,347| 304 2.101| 5,066| 352
Sweden 736 | 2,029 25.1 8ox| 3,123| 25.7 758 | 3,303 | 22.2
Switzerland . . 2,956 | 2,707 |10x.9{ 2,872] 3,020| 95.74 3,098 | 3,251 04.6
United Kingdom 3,318 | 12,308 | 27.0j 3,308 12,563 | 26.3| 3,147| 13,476 | 23.4
United States 18,753 | 16,071 |116.7] 17,220 | 17,704 | ¢6.9| 16,843 | 18,500 | go.6
TasLe A-T cont'd
1964 1965
Country Res. { Res.f
Res fmp. In:f Res. | Tmp. II:I/E Notes: Reserves as
well as imports are
‘ in millions of dollars,
Austeatia . roa7| 3313| B8] xs7s| 33| 4me| Royrveare s ";e?f
Austria . . 317 1,863| 70.7|| 1,311| z,100] 62.4 Imports are at ¢.i.f.
Belgium-Luxemb, . 2,152 5,901 37.2) 2,304| 6,326} 34.8 | values. The letters
Canada 2,881 | 7,556 | 38.1)l 3,027 Byi5| 347 Ded. mean «not
France 5,724 | 10,070 | 568 6,343 | 10,341 | 613 available ».
Germany . 7,882 14,618 53.0( %.429| 17,482 42.5 Sources: Data for
| spe| 53] ool x| sy 1o 0 iy from
Traty 3823| 7.321| 529\ 4,415 7.347| 01| oy Synicsies, 1065-66
Japan . 2,019| 7,48| 25.4{ 2,152 8,170 26.3 Supplemen't. Data for
Netherlands . 2,345 | 7,055 ] 33.3] 2,416| 7.463| 32.4| 1965 are from the
Sweden , . . 964 | 13,855 25.0 g72| 4,378 | 22.2 May 1966 issue.
Switzetland | . 3,123 | 3,610| 865 3.2a7! 3.607| 87.8
United Kingdom 2,316 [ 15,438 | 15.0| 3,004 16,138 | 18.6
United States 16,6721 20,251 | 82.3 | 15,450 | 23,180 | 66.6
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y - Banca Nazionale del Lavoro L : The Need for Monetary Reserves ats
Tams A-T0 . TasLr A-I consinucd
OFFICIAL RESERVES, MONEY SUPPLY, AND MONEY-PLUS-QUASI-MONEY, 1G5t
WITH RATIOS OF RESERVES TO MONEY AND MONEY-PLUS-QUASI-MONEY . - L
FOR 14 INDUSTRIAL COUNTRIES, 1949-1965 ‘ | Country Billions of domestic money Percentages
| Res,
g L ‘ 1949 Res, ‘ Money M+ QM Res./M MfEQ';v[
| o Billions of domestic money Percentages A .
’ Country T T T - wirRes / i“s“'f'h“ e 493.08 1,434 % 2,521 8 14.4 19.6
j 1 . ustela .. L n.a, 16.12 n.a n.a, b nh.a
Res. Money M+ QM Res.[M | r oM A . ' .
ig N _ - < ] Bclg{um-[;uxcmb, . 55.5 168.6 186.2 32.9 29.8
[ — —— | Canada . . . 1.90 4.38 8.68 434 I
. . - . 21.9
; ‘ a 1954 % 45.9 24.0 _
i ; Australia ... 46792 I,O?tIJ . _ 95n4.a. - o | France . . . . 2.16 16.05 3.5 5.9 e
s i Austria . . . . n.a, . | Germany . . . . 1.0% 0.2 N
‘ ’ Belginm-Luxernb, | 48.90 n.a. n.a. na. | na, , land 9 9: 27.3 0.0 7.0
Canada . . . 1.32 3.6 B.05 334 164 ' Ireland . . . . 1182 b 131.6 b 360.2 b 85.8 12.8
France . . . . 2,03 | 27.12 275 75 7-4 Taly . . ... 483 n.a, tta, n.a. na,
Germany . . . . 0.82 | n.a. n.d. . n.a. -néaé . Japan . . . . . n.a, n.e, n.a, ., n.a.
Ireland . . . . 122.3 b ‘ 8.y b 334.2 103.0 36 Netherlands . . st ! 2
Ttal 1,4, ! n.a. n.d. o-a. . ’ 7:02 34 30-1 25-3
e ]mpz’n . oo . n.a. n.a. 0.4, Sw‘cden P 2.7 B.41 27,18 32.1 9.9
‘ Netherlands . . . 1.65 n.a. n.a. n.a. néa. Sw%t:'.crlan.d P .07 I1.g2 25.19 59.3 28.1
Sweden ., . . . 1.40 6.40 2258 2;2 : 31.2 _ United Kingdom 848 ¢ 8,13 ¢ na, 10,3 n.a,
: , 110 23.02 . - 3L . J
%ﬁiiﬁiﬂsﬁig{lom 62?-;{ !n.a. ;r?.a. n.a. n.a. United States . . 243 122.8 159.4 9.8 5.3
‘Upited States . . 260 109.9 1448 23y | 18
Taste A-UY continued
Taste A-II continued rgsz
B 950 : - Country Billions of domestic money Percentages
5 ) S ] ]
. Res.
Bitlions of ‘domestic money Percentages ‘ Res, Money M+QM Res.[M M+Q{v[
Country o . . e —_— - J— . - .
R M RCS./ ) | .
Res, Money M+ QM es-M | s oM ‘ Australfa 44878 1,382 2,506 % 25 | ¥
— _ J — Austtia . . . . n.a, I7.14 na, n.a. n.a.
Australia . . . . 621.7 % 1,233 4 2,236 » 50-4 27.8 ’ Belgium-Luxetmb, . 56.65 174.0 1g5.6 326 29.0
Austrla . . . . n.a. 12,76 n.a, n.a. n.a. _ Canada . . . . 1.88 4.66 0.26 40,4 20.3
Belgium-LUXEmb. . 4245 168.6 183.3 25.2 23.2 - R France . . ., . 2.40 41.88 42.87 3.7 5.6
Canada . .. . . 2.03 4-33 851 474 239 Germany . . . . o 2r o be.] 12.2
France . '. o 2097 31.29 1r.8g 8.9 8.7 Ireland 4.03 2.3 33. 9 .
Germany L. .80 n.a. n.a, n.a. n.a. ) < e e e 113.2 b 137.4 0 370.9 b 82.4 30.5
Ireland . . . . 1396 b 225b 342.5b 114.0 40.8 _ Laly . . . . . 1 435 na, na, n.a, na, |
Italy . . . - . 376 n.a, o.a. i; : ii i Japan . . . ., 298 1.4, n.a. n.a. .
n.a. A | e )
N ands | s 85 7.6 jo.g | 361 ‘ Netherlands .. 3.50 7.74 9.22 464 | 389
'.‘[S\Tete%(ljerlands .o 2.52 6.87 A g 6.2 - Sweden . . . . 2.62 8.58 28.12 30.5 9.3
no.o. . - I. . . . .
Switzeriand . . | 6.79 10.43 23.89 594 | 284 ‘ Switzerland . . . 77 12.31 26.65 58.3 26.9
United Kingdom . 1,230 ° 0.4, n.a, na. néa. United Kingdom . oo © 8,401 ¢ na, 83 | na
Unired States . . 243 1.3 150.3 213 .2 T United States . . 24.7 129.2 168.7 19.1 14.6
a Millions of Australian Pounds. b Millions of Irish Pounds, < Millions of Pounds Sterling. a Millions of Australian Pounds, b Millions of Trish Pounds. ¢ Millions of Pounds Sterling.
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Tams A1) continucd
1953
Country o Billions of domestic money :Pcrcentag@
Res,
Res. Money M4 QM Res./M |4 ESQ/IVI
Australia . 5022 A 1,553 & 2,759 # 38.1 21,5
Ausiria 14.25 19.52 27.33 73-4 52.3
Belgium-Fuxemb, . 547,20 180.3 202.5 31.7 28,3
Canada 1.85 4.560 9.32 40.6 19.9
France 2.40 46.58 47.94 6.2 6.1
Germany . 7.45 23.4 39.9 31.8 By
Trcland 119.6 b 145.2 B 305.4 b 8.4 30.3
Ttaly 480 3,817 5,596 12.6 8.6
Japan . . . 322 1,937 3,052 6.6 3.
Netherlands . 4.68 8,27 975 57.1 48.0
. Sweden ., 2.90 8.4 30.88 32.4 9.4
Switzeriand . 7.60 12.84 28,71 5.2 26.5
United Kingdom . 954 © 8,755 © n.a. 10.9 n.a.
United States 23.5 -130.8 3.1 18.0 136
Tases A1 continued
1954
Country o Billions of d_?mestic monF}= - Percentages
(4QM | Res /M |, 5
Res, Money M4 Q Res. |} M- OM
Anstralia . 402,58, 1,593 8 2,892 2 31.0 17.1
Austria . . . . 11.09 24.02 35.39 46,2 31.3
Belgium-Luxemb, . 54.90 183.7 207.6 29.9 26.5
Canada 1.97 4,92 10.14 40.0 19.4
France 4,42 52.98 54.65 8.3 8.x
Germany . 10.82 26.5 47.5 40.9 22,7
Treland 130.0 b 152.3 b 413.1h 85.4 31.5
Italy 579 4,134 6,253 14. 9.3
Japan . . . 336 2,013 4,556 167 74
Netherlands . 4.86 8.83 10.53 55.0 46.2
Sweden . . . 2.82 9.07 32.68 3T.I 8.6
Switzetland . 4,90 13.2 30.05 50.9 26,3
United Kingdem . 1,083 0 9,108 ¢ n.4, 11.9 @A,
Unijted States 23.0 134.9 180.5 17.1 12.7

n Millions of Australian Pouhds_. b Millions of Irish Pounds, < Millions of Pounds Sterling.
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TasLe A-II consinued

955

Country Billions of domestic money Percentages
Res. Money M+ QM Res./M Res. /
B o ' M+ OM
Austr't\lia . 367.0 8 1,630 2 2,967 = 22.5 2,4
Al.lst.ria 9.96 2183 38.07 41.0 256
Belginm-Luxemb, . 6o.15 1926 8.5 3.2 27.5
gz.mada 1.97 5.25 10.88 375 i8.r
Tance 6.91 5669 61.69 | 11.6 KF.2
Germany . 12.68 29.2 54.5 43.4 23.3
Treland 118.2 b 154.7 b 419.4 b 6.4 28.2
Ttaly 729 4,519 7,014 6.1 10.4
E'P%Ln : 388 2,331 5,395 16.6 7.2
etherlands | 4.91 .58 11,48 51.7 42.8
gw?denl ; . 2,71 9.16 33.75 29.6 8.0
owitzerland . . 704 - 13.63 31.93
v ) . 31.9; 8.3 | 240
pmted Kingdom . 854 ¢ 8,848 ¢ - na, o7 na,
United States 22.8 138.0 i85.0 6.5 2.3
3 TasLe A1l continued
19586
Country Billions of domestic money Percentages
Res Money M4 QM Res. /M Res, /
_____ ] ’ M+OM
Australia . 417.8 8 1,603 = 3,075 A 25.6 13.6
Aust.na .. 10.94 24.9 41.92 43-9 26.1
Be:lglllm-LLU(Emb. . Go.g5 198.2 223.7 - 30.8 7.3
Canada 1.95 © sa8 11.19 37-7 17.4
France 4.59 65.85 68.17 7.0 6.7
Germany | 17.65 31.3 61,1 56.4 28.9
Ireland ror,t b 154.7.1 421.5 b 6.4 24.0
Ttaly 773 4,883 7,857 15.8 9.8
Ia;P:m . 458 2,714 6,551 7.9 7.9
;\Tethcrlan-ds . 4.21 9.23 Lr.ax 45.6 37.6
Sw'edcn 2.78 g.81r 35.87 283 | 7.8
Wftzcrlan‘d . 8.09 14.61 34.06 554 23.8
United Kingdom . B3¢ 8,978 ¢ n.a. . 9.r n.a
United States 23.7 139.4 188.6 17.9 12.6

* Millions of Australian Pounds. b Millions of Irish Pounds. e« Millions of Pounds Stcrliné.
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Tasie A-11L continued Tapie AU continued
| S — —— e e e — - = b e —— = = . [
195 % _ . 1859
. Country  Billions of domestic money Percentages : Country Billions of domestic money Percentages
L R M M+QM | Res./M | Res./ Res M A Res. |
) - 7 rs, oney b R M+ OM 5, oncy d+ QM Res. /M M OM
5 . Avstralia .« . . - 577.8 4 1,710 % 3,267 & 3.8 ) 177 ( Ausu::.ﬂin L 553.3 % x.788 = 3,574 8 31.0 15.5
Austria . . . . 13.55 26.55 48.44 51.5 28.2 Aus‘_m R 18.12 32.4 6722 55.9 27.0
Belgium-Luxemb, . B7.40 198.0 224.5 29,0 25.5 Belgium-Luxemb, | 065.30 216.3 252,47 20,2 25 B
_ Lo i Canada .. . . 1.1 ‘ 3.30 11.50 355 16.9 Conada . . . . 1.93 5.8¢ 12.99 32.8 15.1
0o France . . - .= 2.71 71.37 7535 3.8 3.6 France . . . . 8.51 83.92 90.20 10.1 9.4
R Germany . . . . 21.83 35.1 72.1 62.2 30.3 Germany . . . . 20.12 44.4 97.0 45.3 20.7
" Treland . . . . 105.7 b 165.5 414k 63.9 23.8 Ireland . . . . rif.r b 70,7 b 467.6 8.0 24.8
Ialy . - - . . 846 5,331 8,388 16.5 99 | Tealy . . . .. 1,898 6,481 11,311 29.3 16.8
Japani . . . . . 298 2,824 75591 10.5 3-9 fapan . . . .. 514 3,711 10,947 14.0 4.7
Netherlands . . . 3.83 .06 11.43 423 335 Netherlands . . . 548 10.59 142 5Ly 38.6
Sweden . . . . 2.50 10.05 38.67 289 [ 67 1 Swv:‘:den R 2.49 11.88 46.98 21.0 5.3
Switzerland . . 8.16 15.00 36.42 544 22.4 . Sw?tzerlanld e .87 17.46 C 4245 50.8 20.9
United Kingdom . 848 © 9,266 ¢ n.a. 9.2 n.a. United Kingdom . 1,000 € 10,138 ¢ n.a, 9.9 n.a,
United States . . } 24.8 ‘ 1382 192.9 18.0 12,9 United States . . 215 144.3 208.7 14.9 10.3
Taste A-NI eontinued Tase A-TII continted
i 1 9 5 8 ) I 9 6 O
Billians of domestic maoney Percentages Country Billions of domestic money Percentages
Country - . [ . .
M. M+ QM Res. /M Res./ Res Money M-+ OM Res. /M Res. /
Res oney M M M Qu ' : _ M MM
Avstralia . . . . 490.4 8 1,668 2 3,315 ® 9.4 | 148 Austrabia ., . 397.8= 1,775 35700 8 224 | 108
Ausia . . . 17.63 20.44 57.88 59.9 30.5 . Aust}na [N 18.62 3412 94.G2 54.6 24.9
Belgium-Luxemb. . 77,65 209.5 240.1 T 32.3 Belgium-Luxemb, . .30 220.6 262.7 34.1 28,
Canada . . . . 1.96 6.08 12.92 32.3 15.2 Canada . . . . 1.99 6.19  13.41 32.2 4.8
France .« . . . 515 75.53 B0.24 6.8 6.4 _ : Ffanc'-" o e 11.13 95.79 - 104.80 11,6 10.6
Gexmany . - . - 2469 397 3.4 622 | 296 Germany . . . . 2954 47.4 078 623 | 274
Ireland . . . . 108.g b 164.7 b 4507 b 66.1 24.2 ] Treland . . . . 115.7 b 182.3 b 403.7 b 63.5 23.4
Maly . . . - . 1,363 5,681 10,017 24,0 13.6 Taly . . . . . 2,019 7,367 12,808 27.4 15.7
Japan . . . . . 382 3,785 9,055 12.0 4.2 ) Japan . . . ., 68 4,420 13,357 15.8 5.2
Netherlands . . . . 5.85 10.14 13.00 57-7 45.0 Netherlands . . . 7:08 1r.31 15.76 62.6 | 44.9
Sweden . . . 2.68 10,20 41.93 26.3 6.4 SW?C]CH oo 275 12.39 48.75 22.2 5.6 .
Switzerland . . . | .87 16.66 39.95 53.2 22.2 : SWftzerlal'fd B i 5-99 19,26 47.47 51.9 21.0
United Kingdom . 1,10G ¢ 9,593 © n.a, 11.6 n.4, : United Kingdom . 1,328 ¢ 10,376 ¢ n.a. 12.8 f.a,
United States . . 22.5 143.9 205.6 15:6 0.9 | : United States . . 19.4 143.5 213.4 13.5 9.1
| o
n Millions of Australian Pounds. » Millions of Irish Pounds. ¢ Millions of Pounds Sterling. " Millions of Australian Pounds. » Millions of Irish Pounds. ¢ Millions of Pounds Sterling.
1
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Taote AL condinsicd . _ Tase A-II continued
19671 } . Ig63
Countey Hillions of domestic maney PCI‘CEM@W_ Country Biflions of domestic money Percentages
i - | . — e R ‘ L i
! Res. !
Res, Monev M OM Res. /M M+Q,;VI : _ ] Res, Money M+ QM Res./M !MR.ESQI:M
Australia . . . . 586.1 8 1728 2 3,876 4 33.9 15.1 | Australia . . .. 817,40 1,39r = 74,621 432 Wy
Austeia . . . . a1.9¥ ‘ 36.96 83.28 595 26.4 Au_St‘“a LI 31.95 44.28 194.89 72,2 30.5
Belgium-Luxemb, . go.63 237.4 2Bg.0 382 3r4 Belgium-Luxemb, . 97.00 . 279.0 343.X 34.8 ! 28.3
Capada . . . . 2,28 6.96 . 14.58 32.8 15.6 Canada . . . . 2.86 471 ] 16.15 37.1 | 177
France . . . . 18.62 110.63 122.33 16.8 15.2 France . . . . 24.05 140,76 164.33 16 | 14.6
L Germany . . . - 28.65 54.4 121.7 527 23:3 ) | Germany . . . . 30.6 62.2 150.8 49.2 20.3
T Iecland . . . . 122,50 193.6 b 526.5 b 83.3 23.3 { Ireland . . . . 145.0 b 230.8 b * gga.3 b 62.8 245
‘ Taly . . .ot . 2,339 8,523 15,011 277 157 ‘ {olaly oL 2,119 11,507 20,156 18.4 9.5
Japan . . . . . 603 . 5,58 16,353 .5 3.7 | Japan ... 745 8,235 24,479 9.1 3.0
Nethecands . . . 705 | 18 16.75 579 | 4 | Netherfands . 7:56 1431 20.03 529 | 377
Sweden . . . . 3.83 13.57 31.52 282 744 | Sweden . . . . 3.54 16.01 61.00 24.6 6.5
switzetland . . . 11.86 22.18 53.62 83.3 22.0 Switzerland .. 11.24 ‘26.46 66.42 50.0 19.9
United Kingdom . 1,185-ﬂ 10,705 © a.a. 11.I n.a, Umted. Kingdom |, I24 | I1,270 € n.a. 10.0 .
United States . . 8.8 r48.7 2276 12.6 8.3 United States . . U 68 157 2648 10 6
. Tams Al continued : . Taere A-IN continued
I 1 1962 . 1964
Country ! Billions of demestic money Percentages - Country Billions of domestic money Prrcentages
‘__,,7 — ] 1 ———
. ' Res./ . ‘ _ ‘ Res.
Res, Money M+ QM Res. /M M+ OM Res, Money M+ OM Res. /M V[:SQ{\,[
Austeatia . . . .| _ Goj.om 17622 4,183 34-2 I4-4 ) | Awstralia . . . 846.5 0 1,995 ® 5,150 & 424 16.4
Austria ... 28.12 C4o76 | 9437 bgo | 208 Avstla L 3424 47-36 118.39 72.3 | 289
Belgium-Luxemb, . 87.65 254:5 310.4 344 | 282 | Belgium-Luxemb, . 109.60 208.7 368.0 367 | 297
Canada . . . . 280 7.19 15.12 389 8.5 Canada . . . . 317 8.42 1736 | 377 18.3
France . . . . 19.84 130.70 144.53 15.2 13.7 j France . .., 28.05 01,97 179.15 7.3 15.7
Germany . . . . 27.82 58.0 134.6 48.0 20.% ’ | Germany ., . , . 31.5% 67.6 I70.T 46.7 18.5
Ireland . . . . 128.2b 209.0 b 564.8 b 61.3 22.7 - { Ireland oL 159.3 b 247.6 b 630.7 b 643 | 253
Taly ... . 2,371 10,105 17,723 235 | 134 faly v 2,389 12,435 21,936 w92 |10
Japan . . . . . 724 © 6,157 19,517 .8 37 ‘ - Fapan . "L 723 9,412 28,428 7.7 2.4
Netherlands . . . 7.01 13.10 18.28 535 383 1 Netherlands . . . 8.46 15.46 21.96 54.7 38.5
Sweden . . . . 477 14.78 56.46. 282 7.4 : Sweden . . . . .01 17.34 66.16 28.9 7.6
Switzerland . . . 12.35 24.66 60,08 0.1 206 1 - : Swizzerland . .. 13.43 28.18 7244 47-7 18.5
United Kingdom . 1,181 ¢ 1,172 © n.a, 10.6 n..a s United Kingdom . Bay e 11,705 ¢ n.a. 4.0 n.a.
United States . 17.2 151.6 245.6 1.3 7.0 o United States . . 1.7 164.2 283.9 10.2 5.9
« Millions of Ausiralian Pounds. b Millions of Irish Pounds, ¢ Millions of Pounds Sterling. 2 Millions of Australian Pounds, b Millions of Irish Poinds. < Millions of Pounds Sterling.
4
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TaoLe A-II1 consinued

1965
Country Billions of domestic money - Percentages

Res, Money M+ QM Res.[M Mstd;‘VI .

e = —I i el —_— ! . r— i e |
Austealia ., . . 684,8 4 3,908 4 10,846 4 36.0 13.0
Austria . . . .| 34.09 51,55 123.3 66,1 27,5
Belgium-Luzemb, . 115.2 320.0 401.8 36.0 28.7
Capada . . . . 3.33 9.62 19.31 34.6 17.2

France . . . . 31.08 176,82 197.0 17.6 5.8 |

Germany . . . - 20.72 e 192.5 40.9 5.4
freland . . . . 146.4 b 256.1 b 655.9 b 57,2 22.3
Taly . . . . . 2,740 14,286 25,296 19.2 10.9
Japan . . . . . 775 10,455 31,359 744 25
Netherlands . . . 8.0 17.16 24.30 30.7 35.8
Sweden . . . - 5.05 18.02 68.48 28.0 74
Switzerland . . . 13.96 29.27 78.26 46.5 17.8
United Kingdom . 1,073 © 12,704 © n.a. " 8.5 .2,
TUnited States . . ‘ 15.5 | 171.3 311 9.1 5.0

b Millions of Irish Pounds. ¢ Millions of Pounds Sterling, 4 Millions of Anstralian Dol
lars {1965). .

Notes: Reserves aze as defined in Table A-TI, but converted into domestic money at the
official rates of the particular time, Where such conversion was not meaningful, the figure
*was regarded as not available (n.a.). .
Moncy and Money-phus-Quasi-Maoney are in billions (milliards) of domestic moncy,
except for Australia, Ireland, end the United Kingdom, where they are in millions.
Quasi-meney includes: )
sn Australia: time and savings deposits in “ deposit money banks ? and in savings banks;
in Amstria: time and savings deposits in deposit money banks;
in Belgium-Luxembourg: time and foreign-currency deposits in deposit money banks and
% quasi-monctary lahilities * of the central bank;
in Canada: time deposits in deposit money banks;
in France: time deposits in deposit money banks;
in Germany: time deposits in deposit money banks; )
in reland: tme deposits in commercial banks and Post Office and Trustee Savings Bank
deposits; ’
in Italy: time deposits and foreign-currency deposits in banks and savings banks;
in Japan: time <feposits in commercial banks and in the Postal Savings System;
in the Netherlands: time, savings, and foreign-currency deposits;
ini Swoden: time and savings deposits in commercial banks and savings deposits in savings
banks: )
in Switzerland: time and savings deposits and “ bonds " in  large ” banks, and in Cantonal,
local, and savings banks;
in United Kingdom: nothing;
in the United States: time deposits in commereial banks.
Sources: for 194y to 1064, International Financial Statistics, 1965-66 Supplement; for

1965, I.F.§., May and June 1966 sssues, (I am indebted to Mr, R. ], Sweency for statistical
work.)




