Altman on Triffin
A Rebuttal”

May I first confess to my embarrassment at having to comment
on Mr. Altman’s excellent paper? It is in the nature of a rebuttal
to concentrate on points of disagreement, and this is particularly
unpleasant in the present case. I have learned a lot from Mr. Ale-
man’s paper and from his previous writings on this topic. I cannat,
moreover, but feel inordinately flattered at having my views so
thoroughly dissected and scrutinized by this able advisor of the
International Monetary Fund, Yet, I feel equally disappointed at
the uniformly negative tone of his criticisms, and at the absence
of any positive and constructive alternatives to the proposals which
I have ventured. I would have welcomed a more candid recogni-
" tion of the problems which we face, and an effort to amend, rather
than merely dismiss, my own suggestions for dealing with them.
Such amendments are certainly necessary. It would be a miracle
indeed if any plan of a lone student, isolated in the ivory tower
of his University, proved fully acceptable to the practical experts
and responsible statesmen of several scores of independent nations.
Even in my moments of wildest optimism, T have never boped to
be able to do more than to initiate and stimulate a broad discussion
of the long overdue reforms obviously necessary to adjust to modern
needs and conditions an international monetary system inherited
from a long series of uncorrelated — and often haphazard — reac-
tions to the crises of yesteryears. The international negotiations that
will soon become indispensable to that end would benefit far more

* % © 1961 Robert Triffin #, The page and paragraph references in the text are to
Mr. Aleman’s original paper on ® Professor Triffin’s. Diagnosis of International Liquidity and
PrDP[?SalS for Expanding the Role of the IMF”, as reproduced in the December 8, 1960,
Hearings of the Joint Economic Committee of Congress, Washington, 1961, pp. 195-207.
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from constructive criticism and alternative suggestions than from

complacency with what now exists, but obviously cannot endure.

I. A Wrong Diagnosis?

My diagnosis of the present problem can be expressed in a
nutshell :

1. The present sources of increase in world reserves impart a
most dangerous vulnerability to the international monetary system,
and to the key currencies upon which it is becoming increagngly
dependent. Monetary reserves outside the United States and the
United Kingdom are built on a decreasing proportign of gold and
an increasing proportion of foreign assets, mostly stetling and dollars.
The latter propostion rose from g per cent in 1913 to 36 per cent
in 1928, but collapsed to 13 per cent in 1933 with the first breakdown
of the gold-exchange or key currencies standard (1). It has now
risen to well over so per cent of world reserves, but un.dermmc?d
gravely the position of one of the key currencies — sterling — in.
the carly postwar years, and that of the other — the dollar — today.
A repetition of the 1931 breakdown of the ga})ld CXC_hé-ll’l.g.C stan.dard
may vet be avoided, but it has become a distinct possibility, widely
discussed in the financial press all over the world.

5. Even if the United States were to tegain tomotrow “ overall ?
equilibrium in its balance of payments, it would remain sa-(.id‘led
with an enormous burden of floating foreign debt — $19.3 billion
as of the end of August 1960, nearly triple the size of our so-called
“frec ” gold reserves — which would handicap severely its freedf)m
of monetary management during the course of any future recession

(1) May 1 take objection, in passing, to Mr. Altman’s suggestion. that I migh-t r‘ggavd
the extension of the gold exchange standaxd in the 19z0’s as having possibly been © a primaty
factor in the deflation that began in 1929 ". All T said is that it “led,,. to the devaluation
of the pound sterling, to the collapse of the interpational gold exchange standa{-d‘, and to
the cansequent aggravation of the warld depression ™ (Gold and the. Do‘llar: Ca'ms.,. P9
That is enough, to my mind, to condemn the system without blamu"xg it in acld.mc.;n for
other cyclical developments, the world agricultural crisis, and other sins of commission or
omission in the economic policies of the 1920's, . .

1 shall, in this paper, refrain from Ffurther comments of thi.s sort. on minor disagrecments
upen points of detail, irrelevant to the main issues under consideration.
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in domestic employment and economic activity, Our *overall”
balance of payments is usually measured by the sum of our current
gold losses and increases in foreign dollar balances, Large conver-
sions of dollar balances into gold might leave us in “overall ”
equilibrium — our gold losses being offset by the parallel reduction
in our indebtedness abroad — and yet lead to a major dollar crisis
forcing us to choose between deflation, devaluation, an embargo on
gold, drastic cuts in our foreign aid or military defense programs,
tariff increases, other trade or exchange restrictions, etc., or various
possible combinations of such unhappy “ policies ”.

3. Distregarding such catastrophic — but, let us hope, improb-
able — possibilities, the fact remains that the restoration of overall
equilibrium in the United States balance of payments would dry
up the major source by far of current liquidity and monetary reserve
increases for the world. The rapid and persistent increase of official
dollar balances over the last decade accounts for more than 5o per
cent of the rise in world’s reserves during that period. Tagether
with U.S. gold losses, it made up two thirds of foreign countries’
reserve increases over the ten years 195059, and more than go per
cent over the two years 1958 and 19509,

I cannot discover in Mr. Altman’s’ criticism of my diagnosis
any strong rebuttal, or even comprehensive appraisal, of my first
two points, They are largely ignored or swept under the carpet.
As for the third, it is unconvincing to him, primarily because he
considers as “ at best... unproven”, and “at worst... incorrect ¥ my
“findings of serious reserve deficiency..., at least for the next five
or ten years. It may be argued that ten years is not a long time,
and that the world should now anticipate developments over a much
longer period. As to this, opinions differ ” (paragraph 66, page 33).

Mr., Alman’s detailed arguments on this point are spread
throughout his paper. They boil down to the fact that “ Triffin’s
view of the required growth of reserves is essentially a mechanistic
one. It is simply not true that the need for monetary reserves can
be read off arithmetically from a table relating reserves to trade”
(paraghaph 38, page 17). The quality and distribution of reserve
assets should be taken into account, as well as each country’s reserve
policies, Net reserves may be as important as gross reserves, Past

3
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forecasts of reserve deficiency have often proved to have been
wrong, eic, ' .

I don’t disagree with any of these points, but — as Mr. Kennedy
said to Mr. Nixon — I don’t recognize myself in the straw man
that Mr.” Altman wishes to knock down. I prefaced my whole
discussion of reserve measurcments and adequacy criteria in Gold
and the Dollar Crisis (sce particularly, pp. 35-37) with very much
the same arguments as Mr. Altman. I also explicitly “ confessed ”
there that my reason for retaining “the ratio of gross reserves to
annual imports... as a first, and admittedly rough, approach to the
problem of reserve adequacy ” was the fact that this approach had
been followed — with similar qualifications — by the famous IMF
staff study of 1958 on International Reserves and Ligquidity, whose
main author — or so at least ramor has it — is precisely... Mr. Alt-
man. I -also warned the reader that the “ results would admittedly
be too crude to detcrmine any precise level of reserve adequacy, but
they will prove more than sufficient to indicate whether current or
prospective reserve levels are likely to facilitate, or seriously hamper,
the smooth functioning of international currency convertibility ”

(p- 36)-

1 followed exactly, in the chapter appraising prospective reserve

adequacy over the next ten years (Chapter 5, pp. 47-58), the very
procedure adopted in the Fund’s study. I questioned, however, the
wisdom of cxcluding from their calculations any reserve increase
for the high reserve countries without allowing, on the other hand,
for any reconstitution of reserves by at the least some of the major
low reserve countyies which had given evidence of having such
policies in mind. I questioned also the wisdom of accepting as a
basis for the IMF optimistic forecasts of reserve adequacy a future
growth rate based on past averages of “normal ™ peacetime expe-
rience diluted © with the abnormally low, and in fact predominantly
negative, growth rates of wartime years and of the 1930’s world
“depression. An  expected adequacy of reserves based upon the
assumption of a third world war or of another deep and protracted
world depression is hardly encouraging as a guide to policy ” (Gold
and the Dollar Crisis, p. 48).

I am as surprised to find no answer to these two questions I
raised against the IMF caleulations, as I am to be profuscly criticized
for having followed them too slavishly in order to develop and
appraise their own implications. :
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Let me, thercfore, clarify — if nced be — my own position
about rescrve adequacy, I do not now claim, and have never
claimed, that *the level of reserves in 1957 or in 1958, the years
us‘ed; by Triffin as bases for reserve calculations, repre,sented the
migimum reserves required by the noncommunist world, and that
in the future these reserves must grow as fast as world tr;dc ? (Alt-
man, paragraph 38, p. 17). What I said is that “ there can be little
doubt that the 35 per cent average level reached in 1957 by all coun-
tries outside the United States and the United Kingdom was on
the low side of any reasonable cstimate of world liquidity require-
ments, and that any further contraction below that level would méke
it very difficult for a number of key countries to adhere firmly to -
the convertibility policies which they would otherwise be wil)llin
and eager to pursue ” (Gold and the Dollar Crisis, p. 46). ’
Mr. .Altman points to the satisfactory increase of world gold
and foreign exchange reserves since 1956 as contradicting my fore-
cast that gold alone would not suffice to satisfy the expected growth
of post-Ig57 reserve requirements in an expanding world eco-
nomy. What his own figures (on p. 28 of his paper) indicate, how-
ever, is that the expansion in the world’s stock of monetar;r gold
over this period — $2.1 billion — played only a minor part in the
very rapid, and indeed more than adequate, expansion of mohetary
reserves outside the United States. These increased by more than
12 per cent over this period in spite of exceptionally large disburse-
ments to the IMF — in repayment of past loans and as subscriptions
to the Fund’s capital increase — of substantial sales of foreign ex-
change.to commercial banks, and of the exclusion from reserve
calculations at the end of this period of the considerable claims

‘previously held on EPU — $1.3 billion — and included in the

reserve ﬁgures for 1956. Reserves outside the United States pro-
grfesscd indeed at a highly satisfactory rate over this period, but
Elhls' had far less to do with gold production than with the enor;nous
: ;;1; o;l (;hff Umte'd States net reserve position. United States gold
escs and j{l;ncges'sllll‘lg short-term 111d<.1btcdness abroad contributed
more b h3. illion to the reserve increases of foreign countries,
cn though at a very uneven pace: minys $o.g billion in 1957
plusfg:o billion in 1958 and plus $1.6 billion in 1959. -
e [1£1s brmgs out, indeed, the mgjor flaw in Mr. Altman’s criti-
of my discussion of prospective reserve adequacy. He takes
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me to task for what he does himself, i.e, for ignoring the structure
and distribution of wotld reserves when discussing their overall
level. My own discussion, however, was essentially directed at
stressing the inadequacy of gold production alone as a source of
reserve increases. 1 never denied that reserves could be kept at an
adequate level as long as the United States could afford an overall
deficit of $3 billion to $4 billion a year in its balance of payments
__ a5 has been the case ever since the end of 1957 — and as long
as foreign countries continued to accept dollar TOU’s in lieu of
gold, in settlement of a large portion of these deficits. Quite ob-
“viously, however, it would be foolhardy to regard such assumptions

SOURCES OF INCREASES IN WORLD RESERVES, 1954-1959

J— I ——————
e e

I —————
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as prov‘iding a safe and viable basis upon which to meet indefinitely
.future increases in world rescrves. Mr. Altman seems to think that
it definitely is, “at least for the nmext five or ten years ” (para-
graph 66, on page 33). On this too — to borrow from his next
sentence — I trust that “ opinions differ ™.

: Let me finally note, to close this discussion, that the problem
is not a new one, but a very old one. Gold has long ceased to feed
more thfm a fraction of annual increases in world monetary reserves
1t contributed less than 4o per cent of such increases over zhc perio‘ci
1914-1928, against more than 6o per cent derived from the with-
drawal of gold coin from circulation and from the rapid rise in
d.OHaI, and particularly sterling, reserves at that timve. The revalua-
tion of gold provided more than roo per cent of the reserve increases
of the years 1929-1933, measured in terms of the U.S. dollar bu.t
the collapsc of the gold exchange standard extinguished at the same

in 1g34-37) followed
absorption of gold into hoarding and private uses.
(3) Calculated on ihe Dasis of the official parity change of Fechruary 1934, following

the suspensicn of gold payments and the de facio dollar depreciation in 1933.
(4) Included, until the end of 1633, with Western gold sources.
Sosrees: These must be regatded as cnly rough estimates — particularly in the early
years of the “Table — put together from various IMF and Faderal Reserve publications.

——— 4_[ From Other Sources '
' From — — e
l i Total werern || - :

- time : : . .
| e | omd || o | e US| g most of the dollar and sterling reserves, which were precipit-
' Sources ‘ota With Devatua Gaold Exbange OUSI converte d N 1 d . P
t | ® @) drewal | ton | Seles g o wyth e mt% 1go by their holders. The unprecedented
o ) VR A - 0 of sterling balanc
| A In billion of | NPE ing es‘accountcd once more for the largest
L e . part of reserve increases during the second world war, but at the
!1 : 19141928 8.5 3.2 2.3 z.g " 24; 2.8 cost of sterling inconvertibility and devaluation. In the last ten
b 1929-1933 . 72 e.9 4 o. 7.9 + - 23 ear ion i . .

! oS i or " sl i z ) hsj, C%olcfl production in the West has contributed little more than

rd o i : .

\ 1939-1949 ~ 1.1 \ 8.7 10.4 — - 0.3 10.X derived £ I‘CSISI‘VC 1{%creascs, more ‘than half of which has been

“| L 949-1959 ‘ 2.8 | 41 8.2 - = L1 75 b ved from the continued growth of dollar balances, and a smaller,
| — e T 8 ut i jon — : '

!E 1914-1959 55.1 237 31.4 33 | 79 1.3 18.9 ncreasing pOl‘t.lOIl close to 40 per cent In the last three
;'1 L . yearsM — from Russian sales of gold in the Western markets

i L In o of Lok " . . . '

| e s ~ . " 6 0 _ “ . o Iy owg‘ plt?posals for dealing with the problem may be open

¥i | s . o > o8 | @] W |- blsergms objections, but can somebody seriously defend as prefer-
i _' — — - able t : : .

! 1934-1938 oo | o 10 t 1 1 ¢ present system under which annual supplies of reserves are
\ 1939-1949 roo | 40 54 — - x 53 utterly dependent upon:
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| e L_I:o_m _zﬁ_TF.G_FTﬁ_.:__T : ke mLI. t}ilc }blazards of gold-digging in a country whose economic
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‘.{ (1) Bxcluding Soviet bloc countries throughout, as well as IMF currency holdings. Mr. Kh h ?

(2) Current gold production in the West, minus net sales to, of plus net purchases 2. t. ruschev’s ol . .
f; from, private channels, Large net repurchases from private channels (estimated at $1.y billion West: PO licies about USSR gOId sales mn the
g the sterling and dollar devaluations, in sharp contrast to the usual net ’ f

3. the perpetuation of our balance of i
' payments deficits, and
the continued acceptance of dollar IOU’s by ot}}(mr countries,
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1. A Controversial Prescription?

My recommendations for a radical reform of the world’s mone-
tary system are bound to be “controversial . 1 fully agree here
with. Mr. Altman, and hope indeed to benefit from the controversy
which he has so brilliantly opened up and which he and others
— 1 also hope — will pursue, enrich, and enlighten, in preparation
for a forthcoming renegotiation of the IMF Articles of Agrecment.

The first objection of Mr. Altman has already been dealt with
above. He sometimes ascribes to me — oOf thinks my readers will
ascribe to me — a typical Chicago School proposal for a “ mechan-
istic ® increase of world rescrves at an invariable and “almost self-
cvident ” rate of 3 per cent a year. He rightly criticizes such a con-
cept, and recognizes elsewhere that I have never propounded it. In-
deed he deplores my unwillingness  to provide it [the IMF] with a
statement of policy objective, let alone any specific guides to opera-
tions policy 7 (paragraph 46, on p. 23). This does not prevent him,
however, from harping again and again on the “ mechanistic ”
character of my proposals and from concluding that “an expanded
IME with responsibilities toward adequate levels of international
liquidity implied by Triffin would be put in the position of attempt-
ing to do internationally what no central bank has been willing to
attempt nationally ” (paragraph 52, on Pp. 20).

Certainly, no central bank has yet accepted the proposal of
Professor Friedman to ensurc a constant increase of money supply
at a 3 or 4 per cent annual rate, come hell or high water! But the
efforts of all central banks have been bent for at least half a century
upon the task of facilitating the adjustment of money supply to the
attainment of feasible, but non-inflationary, Jevels of employment
and economic growth. They have never hesitated to use so-called
sterilization, neutralization or compensatory olicies to insulate their
cconomy  from unwanted shocks that would intetfere with the
achicvement of this broad objective. They certainly would never
have, willingly, abandoned the cffective regulation of money supply
to chance events comparable to those mentioned above (on p. 37)
and on which the provision of international monetary reserves is
now utterly dependent. This being said, I agrec with Mr. Altman
that the task of the expanded IMF can not be laid down in advance
in any autoratic or mechanistic formula, and that the Fund’s

authoritics will have to « consider a combination of criteria” and -
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use at all imes flexible and intelligent judgment in facing the un-

: predictablc problems of tomorrow.

Secondly, Mr. Altman fears that my pro sals might in

with the rude but beneficial discipline o'g gPoldP(;lows (p%r;gra;gfzgi

on p. 13) but he also objects a few pages later (paragraph- 33, on
. 16) to the fact that “ expansion. of the IMF along the lines recom-

mended by Triffin would not by iesclf eliminate the risks of pres-

sure on the dollar and gold outflows from the-United States ™.

[ confess to some embarassment at having to answer both points
at t_he.same time. In bricf, my proposals would not weaken the
discipline of gold flows, but on the contrary reduce the distortion
of their timing which results from the present operation of the gold-
exchange standard, as opposed to the gold standard. It is a fact
that the piling up of so-called key currency balances under that
system postpones the gold flows that would otherwise accompany
overall payments deficits. They facilitate — or cven stimulate -~
Fhereby the continuation of such deficits, but at the cost of weaken-
ing the nct reserve structure of the key currency countries and
exposing them to sudden and large withdrawals of funds at a later
date. 1In spite of its enormous gold reserves, the United States itself
would hardly have been able to accumulate overall deficits of more
than $15 billion over the ten years 19501959, if the “ discipline of
gold outflows ” had not been considerably relaxed by the acceptance
of more than $11 billion of this amount by foreigners in the form
of dollar balances, of which more than $6 billion in official monetary
rescrves. Conversely, the fate of our dollar would not be endan-
gered today by the existence of more than $19 billion of short-
term debts abroad, legally convertible into gold, either directly or
indirectly. .

By outlawing the accumulation of national currencics as inter-
national reserves, my proposals would tend to restore, at least in
part, th.c pormal discipline of gold flows. They would not, how-
ever, eliminate automatically the weakening and distortion of that
discipline resulting from the flows of private short term funds. This
would remain a problem to be dealt with by the monetary author-

~ities of each country, but which the new IMF would nevertheless

be in a mpch stronger position to help them solve, through its own
loan and investment policies.

. 1Mr. Altman cites some disadvantages which the new system
might have for the key currency countries, i.c. for the United States
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and the United Kingdom. They might, for i0stance, be called upon
to make some amortization payments on the dollar and sterling
balances transferred to the new Fund by their present OWNCTS, even
though — according to my proposals — only as and when this

coves useful to the implcmentation of the Fund’s tasks and policies,
and only at a maximum pace of 5 per cent a year. Can this be
rated as a disadvantage, however, as compared with a situation under
which the present owners arc frec to convert into gold, at any time,
the totality of these palances? Mr. Altman quotes, in this connec-
tion, my expectation that the Fund might well, in the initial years
of the new system, seck further dotlar and sterling investments O

its enlarged resources, thus helping smooth out the transition from
the present system where international liquidity has come to depend
continuous increase of such balances”. He dis-
[misses this suggestion airily, but mysterio-usly, with the remark that
“it is a fair comment that only an extraordinary reader will share
this expectation ” (paragraph 49, footnote 2, o P. 25)-

Mr. Altman also- objects 0 the exchange guarantcc that would
automatically be sttached, under the Fund’s statutes, to the deposits
of its members and to its dollar and sterling investments. Yet, this
has Jong been an accepted procedure in all Fund’s transactions,
including by the way the $800 million invested by it in U.s.
Treasury Bills and funds awaiting investment and for which the
same quantity of gold can be re-acquired from our Treasury upon
termination of the investment. It was also an accepted procedure
in FPU, and secms indeed far more reasonable than a system under
which the value of such claims can arbitrarily be writcen down by
any devaluation decision of the debtor.

Mr. Altman also considers (paragraph 20, on P 14) that my
plan would spell the end of the sterling area. Such an interpretation
has never been given to my proposals by the British themselves (2)
and 1 think -— quoting Mr. Altman out of context — that “it is
a fair comment that only an extraordinary reader will share this
expectation . After all, 1 devoted 24 Pages of my book (pp. 121-
144) to argue that “the management of a world-wide clearing
system, and particularly the investment of the large funds derived
from its operation, will present enormous administrative and political

increasingly on 2

(2) See, for inssance, the comments of Professor Brian Tew in International Monetery

Cooperation, 1945-60 (Fifth edition, London, 166¢), p. 183.

%
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hurdles, which can best be surmount .
! ’ t ed through som i
lzi)otécts)(f:rlzll)ls aFSu;i rsn df:ClSl(En-making process ” (%) 128),e aﬁic C?vgl‘ilzi
e e gles 0 such Flcmrable decentralization the settin
up of a Buropean ¢ :armg .Umon and of a European Communitg
ity appﬁ'cablc . utghgcst}oos developed in these pages could be
Area arrangements, aso loflrglZ%l‘t)l?:s}eofiganizat'ionsi including Stering
Area atra ) se do not involve an weakeni
of the Ofoiii, Xsﬁséfldg coovernblllty and co—opcrat%on CO;IIEI?tg—-
e btough, adion :Is, ut aim on the contrary at consolidating
e e danger g me;;m:cs of integration and harmonization
i ger of conflicting and mutually defeating national
A more vali jecti
LA o Ft;igl’go:s];;tmn'rf Mr, Al.tman relates to the composi-
fion of the Lund s as 1;.11 ¢ expansion of the Fund’s loans and
avestments shou ¢ COr ally be expected to direct capital mostly to
AR ig ! ubr;trifs, and | suggested indeed such a general
line of policy i Wou)'id bo . Aware, however, that direct lending
oy emmal banke cI anathema to the more conservative minds
among central bank n;s, dsuggcstcd that relatively long term in-
“through purchases oflCIBIf]gdl(:grl::lzngrbgthﬁnanmd oy indirectly
" throngh, r other securities of a simi
investmé'nts (iiogRaIf)zdb the Dollar Crisis, p. 118). The incjlcjzlii?;
invesuneits in 1 onds taken up in recent years by one of the
most orihe | central banks.—— the Bundesbank of Germ —
; p make such a “radical ” idea more “ Eat
it W(;\I;l-d have been otherwise. re respectable ™ than
~ More may prove necessar h
e . y, however, to meet Mr. ’
‘ l-jjct:;l(:ll) 03?(:11 cgicatarounfd the “taboos” still prevalent ?Ilimsls;:
circles about the uix;re oF thc’as§cts which it is proper for monetary
stitations to 2 qrea:. uods investments could, for instance, be
channel cd ¢ Amgsmrdcr c)i;en.t toward older financial centers such
w i rcmar}k nstere an;, aris, ctc. and — notwithstanding Mr. Alt-
man’s rema st:{m :h above (see p. 9) — London and New York
T ol gl o ol capty and willogres
. . Tec i
lstel]jcznilﬁ’i igi%oss tl’:_ccm to the accusation that thgglegjrga;?gli;iiz,
is'prccisel?z Whatyth ler;id;ng lon'g‘ and borrowing short ”. Yet, this
sy what }e}y d;ve traditionally done in the past, Moreover
i xesul thg debtedness to the Fund would make them far 1 ;
an is now the case to sudden, speculative withdrawziz
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of the funds invested in their market. The vast resources derived
by the Fund from its members’ minimum deposit requirements could
only grow in time, with the growth of memmbers’ reserves; and there
would be no reason Of occasion mpelling the Fund to liquidate

suddenly and tassive bers’ matkets.

ly its own {nvestments in mem
Foolproof reassurabccs ‘n this regard would presuppose how-

ever, the full implemcntation of my proposals for minimum reserve
future increascs in such

requirements, including in cas¢ of need
requircments €0 the extent necessary to preserve the full convertibility
of members’ depo es needed by them

sits into any and all cprrenct
for internationa settlernent purposes. Mr. Altman stresscs the objec-
tions which might be rais

ed against such proposals, but fails to point
out that the new commitments rcquired of members in this respect
would replace — rather be additional t0 — their present subscriptions
to the Fund’s capital and their prospect'we subscriptions €0 future

capital increases. 1 pointed ouf, in my testimony before the Joint

Feonomic Committee (see P 13 of Gold and the Dollar Crisis) that

such. a substitution would result, in the case of the United States,

in an increase of our gross monetary reserves as well as in the con-

solidation of a large porti.on of the foreign floating debt which

might at any time he cashed for gold at the Treasury.
Last, but not least, Mr. Altman seems to confuse « convert-
ibility ™ with ¢ convertibility into gold ” (see paragraph 12, on p. 6,
paragraph 25 o0 P 11, and particularly pa_ragraph 50, on P 26).
Fund deposits could always be used at any time — at least in
conjunction with members’ gold reserves — to make payments anjy-
where in the world. The fact that minimuim deposits have to be
d cannot be withdrawn 10 gold metal does

kept with the Fund an _
not make them :nconvertible in the most meaningful sense usually
uld be com-

attached to that word. The status of such deposits co
pared to that of the legal reserves which must be kept by our banks
eserve System and which they cannot liquldatc

with the Federal R
in cash or currency without contravening their minimum dcposit

obligation. Would Mr, Altman call  inconvertible ” sterling balan-
ces which can freely be drawn upon to make payments in any and
all convertible curreneies == including dollars — simply because they
cannot be cashed for gold metal at the Bank of England? He 1s,
of course, free to do so, but he and his Fund colleagues should then
stop talking about the enormous progress athieved by many couf
tries in 1958 10 restoring the convertibility ” of their currency.

|
|
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ll. Mr, Altman's Alternative Suggestions

In spite of hi ic di
s basic disagreements wi
. ts with “ di :
resent an e : my “ dia 7
Eonccch tgaIt)rOSPcctt}l:e internationa] monetary ]&ZrOblen%mI:fIlS A?f e
expansion a'ndS Oiai'l'mg may have to be done to facilitai;g futﬁan
(raragraph 63, on ility of I;hc structure of international res.erifesei
s hod bé ho&ﬂézi 3 qﬁerf little or no guidance as to what
. > and implies that th :
its enlaroed > 4l p at the present “IM ;
equal togthe ftzssiurzcishandhltlsl proven type of gperations ” :ril‘lmg;
J ough he concedes, i
gra h 17, foo s, 1n another passa
Bcrgsteii’ hastr::lte 1, on p. 17), that it may be prucllzent gaz %)alr&—
need, by issuin gtgcstcd, to arrange for borrowing in a:ivan - f
could be calle dgf 0 a small number of countries debenture Ci'o
Vo o or payment to meet large emergencies” s which
_ in reasons for consideri ' ‘ )
‘nadequats ering these proposals
obvimclls tg it})lemcctd the problems of tomorroa fl?oulde}f Vfloefulliy
revious writin rscalver,dand have been discussed at leng¥h ?I:V the
myself here toi féxcpoibri M; Altman. 1 shall, tthCfdre Hmi(:
. . s of a more techni :
to ) echnical
0 some basic defects in the IMF statutes and character, related
tions (3). s and methods and
Article V of
t ‘ .
from the Fund tohiengir;i?l‘igreemem i’cqum:s prospective borrowers
_ ! - ¢ particular i
to purchase an . p currency which th i
Decgcd o m:kdin;‘ Zzpresent * that that curancy “is p?;sxltslh
. i that currenc ; -y
with the Sl ) y payments which ar :
nonsense Pg(‘);r'lfllﬂlls of this Agreement”. This is, of Cgu(ll‘OIlSIStc_nt
biIaterali;;m CU 21 clause wopld have meaning onnl}r in a . 1]clitter
Dl m. nder convertibility conditions, the normalwor o
; : s i
Fom the m;tlizt kCCPS its currency convertible is by re urz‘;y' .
wishes, excess ; f‘mh any other widely traded CurrenP:; thasmg
exchan’gc rate SL;PP fes of its own currency that tend to dZ: =i
o nge ot t_ﬁcan never “represent 7 to the Fund that Ptl‘ o 153
In fact :EZCI bc cptrency = and no other — for that lulfl s,
clusively e e E Sersd lﬁtquests have so far centered practiillpo‘:;.
e .S. dollar. Over a period during which the U?litcci

opera-

{3) For a com, Y
prehensive o i .
and of the reforms needed to 1scusls1on. and appraisal of the IMF mechanism and i
make it an cffective instrument of iﬂtm‘n . IOPﬂratmns,
rnaticnal monetary

stabilization, see 1

» see my Burope and

PP. Tog-138 and 204-30T. ¢ the Money Muddle (Vale University Press, 1957), Chapter 3
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cer in the world, dollar drawings

States was the [major reserve lo
basis — go per cent

far exceeded — whether on a net or on a gross
of total drawing from the Fund, and aggravated our gold losses
and the build-up of our chort-term indebtedness o foreign countries.

Continental Europe’s monetary reserves more than tripled over the

same period, but the only continental European currency disbursed

by the Fund — on a net basis — Was the German mark, for the

paltry amount of $ 100 million. :
This absurdity was openly denounced at the last Fund meeting

by no less an authority than the British Chancellor of the Exchequert.
His words are worth quoting in full:

“ There is one further question which T should like to raise.
tion of the Fund. Is there a danger

1t concerns the method of opera
of these operations exacerbating the prob'lcm of imbalance because
_term difficulties to take draw-

of the tendency for members in short
ings from the Fund in only a limited range of currencies? Let me

explain my point in a little more detail.
The history of past drawings from the Fund shows that these
have been concentrated to a very large extent on the U.S. dollar.
This is not surprising. Other member coustries naturally wish to
draw currencies which they can hold as reserves or cafl use in €x-
change operations to maintain their rates. But in our view drawings
should, so far as possible, be of the currencies of those countrics
which are 1o over-all surplus. Undue concentration on the rescrve
currencies might have unfortunate consequences in the future. For
member countries might wish to draw reserve currencies at a time
when those currencies were under straif.
I am sure that this subject is not new to the Fund, but I think
it would bear further study now when we can look at it not as
" something imminent, but as something which could become real
at some future date and which in common prudence we ought to
provide for. We should be glad to cooperate i such a study and

should be ready to make some practical suggestions ”.

My proposals would meet this problem in the simplest and
most automatic manncr conceivable, avoiding aay need for ad hoc
discussions and decisions on individual drawings. 'All Fund loans
would be credited to the borrower’s deposit account with the Fund,
rather than immediately disbursed in any particular currency. Sub-
sequent CUrrency withdrawals by the borrower would be debited
from his account and credited to the account of the country whose

LA

Altman on Triffin, A Rebutial
45
currency is drawn, but would not neccessari
curency 1t s _samly affect the latter’s lend-
itsgbalan :e ‘E:‘)léndé life;ttls not at that time in net overall surpluznicil
oo and d}e) ySit s \lmth the world at large, its total reserves
e jtp?;v ! SI dwgl the Fund taken together — would not
e sceruing (o ¢ free to cash for gold, if it wishes, an -
. Only tfglc Cz 8 acaount.beyond its minimum deposit reéluire{
ments. Ony the L1<I)11::1ntr1f:sb lywt}} overal_l surpluses and reserve in-
e s ncreasin ci obligation to increase their loans to the
rencies which are .acgt tllc EUﬂd s own lending capaciy In the o
i peinte 1 qua y in final demand for world settlements.
rcsent and s ref(;r nrlnego;, and broader, difference between the
R g depends esscntc‘ . MF. The present lending capacity of
oesely iy detl; [Ei 1m;n{;@plt:al' subscriptions, rigidly — and
changed only infrequentl tln'e Y negoiaton, A
oy members ']?hr fy ough new and complex negotiations
among e 10(;;;1. o ce. ourt}%s of tl_lﬁSc‘capital subscriptions, more-
rupees, rupiahs, hwarfsn c:;;l;nlilsl(:lt?ocﬁl;ig llions or bl o P
rupe : ) s anos, cruzeiros, kyats, etc, —
o dglfla‘;v}é;ﬂ: yarc_ Ofn ;1;» eoa;tftllly use to the Fund. bt}fers’—ﬂclikc
e o may, he contrary, be used improper
fcsourccso?; :}?:‘:;% at times of heavy dollar deficits, 'I;,*hg Fz,ld%z
e hand. prove f;rcngles of overall sarplus countrics may, on the
e C]_;rrcn c far s ort of the contributions which Fund lendin
fn these cur thc::es shoulal - but does not now — make to th%
positions with the ;Omiitrﬁs §urp1uscs. Finally, while net creditor
position upoh o Fum(lj ho indeed enlarge those creditors’ rights
to draw upon te * n ,lt ey are exPressed in a form which man
fotently iquid top' rt1§f11 arly.the Umtcd States — regard as insuf}-r
fciently liquic to g;mn ¥ 'It‘I;f':lr being treated as part and parcel of
o mone yccr-lt vlesg is may rf._:ﬂect the excessive caution pre-
vaent am _gdc 10rad bankers, but it is a fact of life. So is the
e includfn rv:h ){j M_essrs. Altman and Bernstein — of some
o ther, Inc uck dgr :Wa nited States, to draw upon the Fund in
appear as a sign of we;r;r;grfcg oziddbi' ﬂﬂ’liflﬁntly iu§tiﬁcd, but gt
in thf} gc;:uld and exchange ma:rkcts ZflTl;lea\txfo?lIclidemablc speculation
nder m ig1 .
with —entirclv? p'}{;liosi"lli’ tcile flgld e o would be dispensed
ah enrely. e n y WOI-.Ild d(?l‘lVf.: its resources from the
Tpamum - and free ;}: deposits malntan}cd with it by members.
¢ minimum deposits, and their distribution
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as between countries, would at all times adjust flexibly to .thc clrlllangss.
in each country’s overall monetary reserves, and prn:md::1 t erclg1
the Fund with a pattern of resources directly rela}tcd to the wot
demand for the various currencies necded for‘ ultimate seFtlc_;gcnts:i
Finally, these deposits themselves would remaii as fully liquid an
usable for such settlements as gold itself and as the deposits j?lO'\V
frecly maintained by members in the form of cprrcncy balancgs in
New York or in London. This was well described by as eminent
an expert as Lord Keynes, and necd not be rehashed here (4)-

As for Mr. Bernstein’s pro-posed debentures, the effective re-
sources which the Fund could ever derive fro_rn. them would al(f,o
__ as in the case of the present currency subscriptions to the Funﬂs
capital — be limited to a mere fraction of‘the amountsb‘aﬁ;‘tua ty
negotiated. Of the $6 billion suggested by him, the 3%33.5(1 illion 13
be contributed by the United States and the rUmtc-d King 0?1 couk-)
not be touched as long as these two countries do not -dﬁvc op sg‘l—
stantial surpluses in their balance of payments; and of t edﬂizu.S il-
lion to be contributed by France, Germany, Canada, and ©some
other countries ™, only those amounts could be wsed \.wvhu%h COTrres-

onded to the individual surpluses of any of' the centrlbutmgbcou:n—
tries (5). Onpce more, and exactly as for national currency subscrip
tions to the Fund’s capital and cap1ta¥ increases, complcx. ncgoélatu_)ns
involving a large number of countries would end up in cn owlmg
the Fund with far lesser amounts of real, us.ablc, resourccsi) than
would appear at first view. Below the mountain of paper subscrip-
cons and debentures, there would lic only a molebill of currencies

actually usable for Fund lending.

V. A Modest Initial Step

Yet, as radical a ceform of the F\:'Lnd as that 1:_)r0pose:€z1 here (115
bound to require some time .bcfore it can be fully hun crs’xc;zu;
appraised and negotiated. It will also have to surmont the enof
resistance which inertia, complacency and flcar§ of anything new
and unfamiliar, have always opposed to institutional progress, par-

ticularly in the international field.

l ted 1 Har Crisis, pp. 91-9%
Sec the passages quoted in Gold and the Do ! ]
((;)) S:z hisc]r}:int ]!chonomic Study Paper No. 16, International Effecis of U.5. Beonomic

Policy, January 1960, P. 6.
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.A first, and very modest, step could be undertaken far more
rapldly and sitaply, and yet be sufficient to achieve large results in
m_lnimum time. Let the International Monctary Fund declare its
willingness to accept, on a purely voluntary basis, reserve deposits
from member central banks. These reserve deposits would carry
an exchange guarantee, earn interest to the depositors, and be freely
usable to purchase from the Fund any currencies needed for intet-

national settlements. They could be acquired from the Fund against '

cquiyalent surrender of gold or of any balances in convertible cur-
rencies — primarily sterling and dollars — which the debtors of
such balances agree to guarantce against the devaluation of their
own currcncy and to amortize progressively, but at a maximum pace
of, let us say, 5 per cent annually, insofar as deemed useful by the
Fund for the proper conduct of its own operations, -

The members’ own interests should stimulate a considerable
demand for such interest-carning, and yet cxchange-guaranteed
deposits, They would offer an atiractive alternative to the massive
conversions of dollar and sterling balances inte gold, which have
long been a major source of worry for the United Kingdom and
have recently become an equal source of worry for the United States.

The keystone of such a proposal was endorsed unanimously,
more than a year ago, by the Radcliffe Committee on the Working
of the Monetary System (6). Agreement between the United States
and the United Kingdom would practically guarantee the ac;:eptancc
of this recommendation by the Fund. Other countries, indeed, could

" have no reason to oppose a step which imposes no obligation on

them, but offers them, on the contrary, an additional and particularly
attractive outlet for the investment of their monctary reserves. These
other countries now retain, without any compulsion whatsoever,
more than half of their reserves in national foreign currencies, always
exposed to devaluation, inconvertibility, blocking, or even repudia-

.tion by the debtor. There is every reason to believe that no com-

pu_lsion_should prove necessary to induce them to retain as large a
proportion, at least, of their reserves in the interest-paying and
exchange-guaranteed deposits which would now be offered to them
as an alternative.

This simple and immediately feasible measure might thus suf-
fice to head off the crisis that could otherwise ensue from panicky

e ad

(6) See p. 248 of the Reporz,
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"TRIFFIN
Yale University, New Haven ROBERT

APPENDIX

I would like to meet here a number of minc‘m pmlnts ‘raxsjicis lz.
Mr. Altman, but some of which may be du'e to acc1clenta£ rtr;:p;ncepts
cleared up by agrecment On the ex.act meaning of some O _
and techniques used in his calculations:

L. Mr. Altman’s guess in footnote 3, on p. 55 i pcrfcctlyﬁirc;::;:;
The 20 per cent criterion retained for compuls:ory-fdrescrvehi:'zg premen®
was not uninfluenced by my hope that the coinciaence v;' 1the oy
would facilitate the acceptance of the proposrfd.reform y
which will have the largest voice in its negotiation.

[
|
!
i
|
]

Altman on Triffin, A Rebuttal 49

2. The calculations mentioned in paragraph 11 (p. 5), paragraph 25

{p. 11), and paragraph 49 (p. 25) are based on the most pessimistic, but
not necessarily ‘most realistic, guess as to the relative attractiveness of
gold and Fund deposits to the members of the reformed Fund. See '
p. 113 of my book. I would particularly-object to the word « presumably »

in the last sentence of paragraph 11 as representative of my thoughts on
this matter,

3. The estimates quoted in paragraph 25 and footnote 1 (pp. 11-12)
are somewhat garbled and partly ununderstandable to me, The deposit
requirement of the U.S, should read $4.5 billion, instead of $4.1 billion.
The $2 billion of net claims on the IMF would be transformed into Fund
deposits and raise by an equal amount the gross monetary reserves of
the U.S. (sce p. 13 of my book). Finally, $3.5 billion of short-term
liabilities to foreigners would be converted into long-term liabilities to
the Fund. These calculations may be ©controversial”, but few people
would hesitate to regard the net effect of these transactions as a “streng-

thening” rather than a “weakening” of the United States reserve
position.

4. The increase in Germany’s reserves was excluded by me, fol-
lowing Mr. Altman’s own assumption in Imzernational Reserves and

Liguidity, from the calculations of prospective reserve requirements dis-
cussed in paragraph 39 (p. 18).

5. The doubts raised by Mr. Altman at the end of paragraph 4o
(p. 18) about the future reserve policies of the United Kingdom, and
supported by his extensive footnote quotation from the Radcliffe Com-
mittee report, are not unreasonable. Let me note, however:

(a) that he rounds upward to $5 billion the $4.6 billion figure
used in my calculations and quoted correctly by him in paragraph 4 (p. 2);
(b) that a $4 to $5 billion reserve target was repeatedly mentioned

by the British in numerous official statements regarding the restoration
of sterling convertibility;

() that my figure of $4.6 billion is likely to be as close to a
realistic reserve target for Britain as the one of §2.2 billion implicit in
the calcuiations of the Fund’s report on International Reserves and
Liguidity;

4
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~ (d) that my estimate of $2.5 billion for France is far closer to the
current level of Trench reserves than the $1.2 billion estimate of the
same study. ‘

6. 1 agree with Mr. Altman’s criticism (in paragraph 40, p- 20) of
the -inclusion of IMF exchange assets in the estimate of- world reserves
wsed in my Wicksell lectures. This figure was borrowed somewhat hastily
from the International Fingncial Statistics’ oWD estimates of world reserves
which might profitably be revised also, for instance along the lines sug-
gested by Mr. Altman in paragraph 53 (p. 29). 1 cannot, however, quite
reconstruct the derivation of his $3.3 billion for reserve increases in this
paragraph, unless he includes there mon-official holdings of deposit money
banks as reserves.

May 1 finally express some surprise at his use of my 1958 lectures
in this sole connection, in preference to the more comprehcnsivc and
revised estimates used in my book and other more recent writings?

Roperr TRIFFIN




