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PREFACE
 

The International Center for Economic Growth is pleased to publish In 
Search of a Mon'tar\'Anchor: A "New" Mooetar\ Stantrd as the 
forty-eighth in our series of' Occasional Papers, which feature rellec
tions on broad policy issues by noted scholars and policy makers. 

In this paper Dr. Warren Coals proposes stabilizing the value of 
money by linking it to an indept udent ly detined unit of account with 
a relatively constant real VaIliC. A common tnait of account would 
lower the cost of trading by rClucing transactio)n and in formatiol costs 
and woolId increase world trade and imlprove the efliciency of interna
tional resource allocation. The Unit Ile suggests, a co(mmodity basket. 
woUld not have the shortcominIs that afllict the gold standard-gold's 
fluctuating relative %'alue.The link between money and this unit that he 
suggests. fixing the valie of a unit of money in terms of the commodity 
basket by requiringo its indirect redeemabi lity, would not have the 
shortcoming that makes mtltigood commodity standards very costly-
the need to maintain large reserves of all of the commodities in the 
basket. The innovative idea of indirect red'emaobilit., discussed by 
Yeager, Greenfield. and others, keeps the quantity of money equal to 
the amount demanded when its value is given by the commodity bas
ket. without the need for the monetary authority to warehouse the 
commodities in the basket. Indirect redeenuability refers to the requirc
lleali
for theC issuer of money to exchange it ol demand for some other 
convenient asset equal in market value to the commodity basket, 
whereas direct redeemability refers to the requirement to exchange 
money for the commodity basket itself'. 

It is risky and expensive to be the first to use a new unit of' account, 
and for convenience most users will continue to use an already existing 



one even if it is inferior. When a country's monetary system is sei
ously troubled, its residents sometimes turn spootaneously to an alter
native unit; but currently they can turn only to all already established 
unit such as the American dollar. It is likely, therefore, that the wide 
adoption of a common unit of account would only occur after its initial 
adoption by a major economy or international organization such as the 
International Monetary Fund (IMF). 

Coats argues that giving a constant real value to the IMF's Special 
Drawing Rights, or Si)R, would make it more likely that a constant real 
value unit would be widely adopted. The SDR, a basket of the live 
major currencies, is a prime candidate because there is collective 
agreement by the 177 mcmber countries of the IMF on its value, and 
its use as the denomination in several international agreements and 
financial instruments has already been tested. It remains only for a 
more stable rea, value to be established. The author also offers an 
alternative to the SI)R that might seem more politically acceptable to 
the members of the European Community-a real ECU with a constant 
value. 

Coats believes a common unit of account would be a common 
good, improving the efficiency of international trade, contracting, and 
payments. It would not only provide an alternative for countries with 
troubled monetary systems, but it would also exert competitive pres
sure to stabilize domestic monetary policies in countries that chose not 
to adopt it. His bold and thought-provoking contribution will lead us 
closer to a more efficient and productive world economic system. 

Nicols Ardito-Barletta 
General Director 

International Center for Economic Growth 

Panama City, Panama 
January 1994 
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Warren Coats 

In Search of a Monetary Anchor 

A 'New' Monetary Standard 

We have standardized every other unit in commerce except the most 
important and universal unit of' all, the unit of purchasing power. 
What business man would consent for amoment to make a Contract 
in ternis of yards of. cloth or tons of' coal, and leave the size of the 
yard or the ton to chance? 

For centuries few questions have interested economists more than how 
to ensure the value of money. This paper explores and clarilies ideas 
associated with Black, Hall, Fama (1B1F), Greenfield, and Yeager for 
establishi ng monetary systems in which the Unit of account is not a Unit 
of molney. 

Monetary arran "ements have evolved, and continue to evolve, so 
its to reduce transaction costs (and risks) of trade, thereby extending the 
scope for specialization and growth. The role of a widely used medium 
of exchatige in reducing the need for transactions to satisfy a double 
coincidence of wants is well understood. The role of the unit of account 
in lowering the cost of trading, however, is easily overlooked. The 
coordinat ion of economic activity ("pricing, contracting, accounting, 
and cost/benelit calculations )2 would be more constrained by the lack 
of a coImon unit of iccount than by tile abthsence of a common ieditml 
of exchange. An independently defined Unit of accotit opens the way 
to establishing a standard of' value with relatively constant purchasing 
power. 

The inconvenience of quoting prices in terms of' anything other 
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than amounts of the mediuml of exchange potentially stands in the way 
of the use of an independently defined unit of' account. To be accepted 
in the marketplace, amonetary system must link its unit of account and 
its media of' exchange in a way that keeps tle value of each approxi
mately equal. BHF systems tie the value of money to that of the unit 
o1' account rather than the other way around.3 

Until fairly recently money's val te in most countries was explic
itly tied to the value of' a specific commodity by making money re
deemable for a specific amount of' the commodity. As a result, stating 
prices in terms of money was equivalent to stating them in terms of 
gold. silver, copper. or whatever commodity or combination of com
modities defined the standard (that is, the ultimate unit of' account). 
Redeemability ensured that the quantity of money was kept consistent 
with the demand for it at its independently determined value. 

Single commodity standards, however, transmitted changes in the 
relative price of the single commodity to the general value 0if money 
(that is, to the price level). They did not establish money with constant 
real value. StandaIrds of val ue based on baskets of' many commodities, 
which have better prospects of' having stable real values, were thouglt 
to be impractical and too costly to operate, however, because of the 
need to war'ehouse all the commoditics in the baskct. In any event, 
most countries have replaced redeemable money with liat money, the 
Value of' which is dctermincd by its supply and demand. 

Two recent advances in our understanding of monetary systems 
have generated new interest in commodity standards as the anchor of' 
the monetary system. The fi'st is the realization that the market can 
regulate the supply of' paper money (claims) without inflation if' it is 
redeemable at a fixed price for something with positive market value. 
The market regulation that results from the obligation of' issuers to 
redeem their monies removes amajor justification for a state monopoly 
in supplying money. Denying the state its monopoly to issue money 
strengthens the prospects that redeemnability will be adhered to by 
reducing the governmient's incentive to suspend it. The second insight 
is the realization that aviable commodity standard does not require the 
redemption of' money for the specific commodities delining the ulti
mate unit of' account. "'Indirect redemption- greatly simplifies and 
reduces the cost of operating such a system. This paper reviews these 
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ideas and discusses a practical strategy for establishing stable money 
by giving the Special Drawing Rights (SDR) of the International Mon
etary Fund (IMF) a constant real value. 

Tile paper is organized as follows: The first section discusses the 
importance of a 1 for redocingw transaction andCommn0 unit of aCCOunt 
information costs, contrasts the monetary s'""t'ems that restilt from 
quantity or price standards for the unit of account, and exemplifies tile 
featurCs of traditional price standards with a discussion of the gold 
standard. The next section explains the role of arbitrage in controlling 
the quantity of iiioney for both direct I2Nd indirect redemption of 
money. The principles are first established in the context of monetary 
systems with central banks, then with free banking. The section then 
reviews Irving Fisher's proposals for a onit of account with a constant 
real value, contemporary examples of' monetary sYstenv; based on in
dependently delined uinits of account, and the proposals of Greenfield 
and Yeager. The following section discusses the reasons constant real 
value Units of account have not been adopted in the past and soggests 
that giving the IMF's SDR a constant real value would make it more 
likely that a constant real valuC on it would he widely adopted. The 
section then discusses some technical diflicoities with the proposal. A 
final section sulmmarizes the conclusions. 

Price Standards and Quantity Standards 

A common unit of' account reduces transaction and information costs. 
Money systems that use a price standard, however, differ greatly from 
those that Use a quantity standard. The gold standard demonstrates the 
features of the traditional price standard. while the constant money 
growth rate rulc proposed by Milton Friedman is an example of a 
quantity standard. 

The unit of account. A medium of exchange is an asset (or claim 
to an asset) that is videly accepted in trade and to settle financial 
obligations. Currency notes or transferable bank deposits are typical 
examples. A unit of account is the unit in which the medium of ex
change and other assets are dcnoninated and in which other values and 
prices are expressed. Confiusion over this distinction results from the 
fact that most units of' account are amounts of a medium of exchange. 
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The unit of account and medium of exchange are therefore often seen 
as two attributes or uses of money. The distinction between the unit of' 
account of the United States and its medium of exchange was clearer 
when U.S. government (Treasury) currency notes were redeemable for 
an aniont of gold (or silver). Then a dollar bill was a medium of' 
exchange, and the indicated amount of gold for which it was redeem
able was tile unit of accoui. 

Monetary systems can be divided into those that take a unit of' fiat 
money as their unit of account (quantity standards) and those that do 
not (price standards). In principle th1e unit of account can be an amount 
or amounts of anything. If so, by what criteria should tile medium or 
media of' account be determined?' 

Historically, the Unit of accoUit has invariably been an amnlt of 
money. This is indeed very natural. The entire purpose of money is to 
reduce tile cost of trade, and clearly less calculation is involved when 
prices are stated as amounts of the assets that will be accepted in 
exchange; that is, transaction costs are lower when pricing and con
tracting in units of' money. Prici ng goods and services in units of' 
money is clearly a convenience of such importance that economic 
agents even use money of' rather unstable \,al te as their nurneraire 
rather than shift to something else. 5 

If money is not redeemable, it will invariably he the country s unit 
of' account. This may be called a c1ivtntilvstandrd (or liat standard). 
Under a quantity standard the value of a country's unit of account is 
determined by tile market value of its money resulting fromn the quan
tity supplied and demanded. Hence the imipor'tance of the rules or 
policies governin,! the supply of' money. 

A price slantartl(or commodity standard), by contrast, defines the 
unit of' account as aln a.nlontln of somlething real such as gold or a 
"basket" of' commodities!' The monetary value of the unit is tile 
market value, in terms of the medium of' exchange, of the stipulated 
aniotnt of the commodity or basket of commodities. Tile Value of' the 
unit Of' account and of' a unit of money may be equal as the result of 
market forces but are not synolnyniolS. 7 

With a quantity standard, the central bank determines the nominal 
quantity of money the public holds, and tile public deternines its value 
(that is, the price level). With a price standard, given the definition of 
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the unit of' account, the public decides on the noninal amount f1" 
money denominated in that unit that it will hold in order to carry out 
an anticipated volume of' real transactions. In both cases the public is 
determining the real quantity of money it holds. 

Commodity standards dcvclopcd because they lowered the cost of 
transacting and provided a relatively stable unit of account. Many 
(governments flimally adopted price standards for the same reasons. It 

is intuitively appealing to assume that the ideal price standard is one 
based on a unit of account with constant ial value. It is di ,'icult, in any 
event, to imagine any other expected behavior in the unit's value that 
would command widespread support." 

The gold standard. The best known price standards were based 
on gold or silver." A gold standard required agreement on the amount 
of gold constituting one unit of money and the willingness of all issuers 
o0 money (notes or deposits) to redeem their issues for that agreed 
amotnt. Thoueh prices were quoted in monetary units, the unit of 
account ;'.as all almoulnt of1old. not, ui1himately, an amount of ioney. 
The redeemability of money for gold ensured that the valuIe of a unit
of Money and a "'unit" of gold were kept equal. (This point is dis

cussed more fully below.) The requircment to redeem money for a 
fixed amount of gold applied to all institutions that issued money, 
whether private banks or government banks. 

Gold standards had several shortcomings: They required invento
ries (reserves) of gold suflicient to honor potential redemptions, which 
was costly. Gold's relatively inelastic supply meant that amore rapidly 
growing demand for money 'backed'' by gold could be met primarily 
only througlh "deflation," that is, by an increase in the price of' gold 
relative to goods and services (though not relative to money). Gold's 
value, hence money's vale, was also sensitive to periodic gold dis
coveries or improvements in mining or refining technologies, which 
affected its supply and hence its rclative price. Changes in nonmone
tary demand for gold could have the sane effect. 

Despite their shortcomings gold standards had some very attractive 
features. The supply of gold was endogenously (rather than politically) 
determined by the cost and other f'actors of' its production in relation to 
its pri.e. The rcquirement to redeem bank money or government 
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money for a fixed amount of gold limited the creation of money to the 
amount the public was willing to hold at the prevailing price of gold. 
These features resulted in money's value avoiding the extreme fluctu
ations that have been experienced with fiat money. 

The New Price Standards 

As already noted, a fixed money price of gold did not guarantee a 
constant real value For money because gold's relative price could 
change. This shortcoming could be reduced by adopting a unit of 
ac"ount based on a basket of many goods rather than just one. This was 
traditionally thought to he impractical, however, because of' the trans
action and storage costs involved in rcdleeming bank money fo, a 
basket of many goods. A more recent ilnsi ht is that the self-regulating 
character of a commodity standard does nlot require rcdellption for tile 
commodity itself. As discussed in more detail later, all that is required 
is that bank money be redeemable for a marketable asset having a 
current market value eqlivalent to that of the unit of accolnt basket.' 2 

Indirect redeemability makes possible a monetary system having the 
-virtues of' a price standard without its shortcomings. 

Along with the mediulIm of exchange and the medium (or media) of 
acCOLn1t, we Must now alSo consider a separate medium (or nedia) of 
redemption. Just because g1overnment iiat money (currency and comn
mercial bank deposits with the central bank) currently serves all three 
of' these purposes ill Most Countries, we Must not concltde that it has 
always been or must always be so. Ill the monetary system discussed 
here, each of the three media will ihe different. The principal analytical 
objective of this section is to establish that indirect redemption works, 
that is, that it keeps the value of a unit of' the mediltim of exchange 
satisfactorily close to the Value of the unit of' account 'whilepreserving 
the independence of' the unit of' account. In order to separate the very 
distinct issue of free banking F'rom the use of an independent unit of' 
account, the n;wChanisnl is explored first in the context of' central bank
controlled base money. 

Central bank money. Consider an economy with paper money 
supplied solely by a monopoly central bank. These "outside," central 
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bank currency notes may be used as reserves (base money) for a 
competitive banking system that supplies "inside,' deposit money or 
may be the only money, with no private banks. The unit of account, a 
valun (from 'value unit")," is defined as specific amounts ol a large 
number of' goods and services (for example, the consumer price in
dex-CPI-basket). Money is denomilInated in valus, and a one-valun 
bill (currency note) is exchangeable at the central bank to, one valun's 
worth of some other asset, such as Treasury bills, that has a well
defined, market-determined Va/m, in terms of' valiuns. One xaluil is not 
tile same thin as a one-valun central bank note, that is. money, but 
because of redeemabihility they will both hax'e the same vale.15 

The mechanisms by which redemption maintains equality between 
the value (If the unit of account and a unit of money can he discussed 
in terms of the (luant ity theory of money with causation reversed. Let 
the real demand for ioney (in) be given by the full employment level 
of' income and tile f'ull of interest. The price level (P)employm ent rate 
in valtus is given by the independently defined unit of account. As 
when prices of' commodities are fixed by decree, tile supply must 
conform to the amount demanded at the fixed price if' no1market ra
tioning is to be avoided. In the case of' money with an independently 
determined price level, the demand f'r nominal money balances to 
which tile nominal supply (M ) nLust adjust is given by: 

'1
 
M = Ph. 

The right-hand side of' the equation is totally predetermined, so that all 
adjustments take place in the left-hand side variable." ' 

What is tile mechanism for adjusting tile quantity of'money to its 
predetermined nominal demand? Suppose that tile central bank over
issues paper notes. They will be exchanged by tile public for things it 
would rather have. Samle notes mlay be exchanged directly !or tile 
redemption assel by redeeming them at the central bankl. Some xviii be 
exchanged for other goods and services. To this extent, prices of goods 
and services (qItoted inunits of' money (that is, valuil bank notes) will 
rise. The money prizes of the itenis making Up one valun's valuation 
basket would then add up to more than one valn (tihat is, tile one-valun 
basket would cost more than a onc-valUn bill). The difference between 
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the market value of bank notes and their redemption value creates an 
arbitrage incentive to exchange (redeem) them for the redemption as
set. 17 The public's prel'crences control the quantity of money in light of 
its independently determined va'ItiC. 

The mechanism can be brought ouLt more clearly by describing its 
operational aspects. Let tihe central bank maintain reserves of Treasury 
bills for redemption purpolscS. 1-[or simplicity assumelthat initially, 
that is, before the ovcrissuc of currency, one Treasury bill had a market 
value of One Vahln. " Ali overissLIC of percent Vill raise the money 
price of all goods and sCrxices by x percent." ' As a result, the bank
note value of the onC-\'alun Ialtiat ion basket ill be I + a. Assumi ngt wv 
that the bank-note price of one Treasu,ry bill remains one vahl. I + U 
Treasury bills will have the same markel value as the onC-valun basket. 
Theref'ore. tile issuers of bank notes lind thllt tley imust olffer I + (X 
Treas ury bills per onC-valun bank note to honor their rClempltion ob
lialion.21 A one-valun central bank currcncy note, tllerefore, can bc 
redeemed Ior I + Y.Treasury bills. 3ecaIse the Treasury bill has a 
monetary valutic of one bank note in the market, redeeming one bank 
note and resCellinii lctreasury bill icccived in exchange resulIts in a 
risk-free ,ain of U.. This arbitrace gain \\will reverse the overissue of 
notes. whicll vill be redeemed as long as their nominal value (one 
Vxalun) remains below the market value of the Vahmlation basket ( I + a 
v\aluins.' Arbitrace will make tIle ovCnssuC of redeemable notes un

profitable. Yx.will never be greater than the transactions cost of goling to 
'he central bank and redeeming money at fill value. Merchants and 
others can always accCpl monley as if it xCvrc equal to its stlated unit 0f 
acctunt value both because arbi tracrs ,,vWill enstire Ihat it does and 
because mrcr-lla.lnts themselves are always frce to rdtecill that illoney 
Ior its full stated vahue. 2-

It is a common inisconceptlion tha money supplies arc limited by 
the qtiant ity of IontCar'y gold (tinder a gold standard) or currency 
reserves (tinder tile present fractional reserve banking systemli). 2 ' Ail 
individual bank. hoxvcver, can always buy all the gold or currency it 
nelds of wants. N/loncy cleation is li mited by the unlprofitalility of 

buying gold or currency When inxn:t'd molicy is redeemed. 

The opies of such systems are well established and understood 
in the context of the small, open economy with fixed exchange rates 

http:lialion.21
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and freely mobile capital. Such economies cannot independently de
termine their money supplies, the demand for which is given by real 
factors affecting the real demand for money and the independently 
determined price level. The world price level and fixed exchange rate 
together fix the domestic price level in much the same way that the 
independently defined unit of account does in the preceding example. 

All private money. The core of the mechanism has now been 
described. An independently defined unit of account can be established 
with existing., centr.Al bank-controlled monetary systems, as lon as 
central banks are prepared to -play by the rules'' by passively adjust
ing the supply of central bank money to the public's demands. Such a 
monetary system would provide directly What most economists and 
mon0letary luthorities claim to want-monetary stability. But how cal 

adherence to its rules be enforced? 

One modilicaLtion of the scheme outIined above that would 

strengthen the likelihood that its rules would be obeyed would be to 
replace the central bank with competitive pri\'atc banks that are free to 

-
issue convertible currency notcs. ' The role of the state in this version 
(lthe scheme would be limited to definine the official Unit of account 

.
and the enforcement of contracts (lenominaled in that uli t 5 Market 

competition would presunabl'y require the convertibility of bank notes 
by their issuiers. Such notes \Vould be redeemable in accordance with 

the convertibility rI-Lles explained in the precedin.g section. 
Arbitrage would agaiin linit the quantity of bank notes issued in the 

alggregyate to the aggre ( at C quantity demanded. In addition to this 
mechanism, each note-issuing bank would haythle a11moun1t 0f its own 
note issue limited to the public's demand fOr its particular notes by thu 

phenomenon of adverse clearing.2" Adverse clearings of bank notes 
works in essentially the same way bank tleposit clearings currently 
limit the amount of each bank's deposits to the public's demand for 

them. 
A bank that lends. for exi!,mple, by issuing bank notes fdeposits). 

would find most Of those notes (deposits) arcthial spent by the bor
rower, falling into the hands of other banks. These notes (checks) are 
presented througfh the clearinghouse to the issuing bank For collection, 
that is, for conversion into tile agreed settlement asset (for example, 

http:centr.Al
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Treasury bills). In the meantime the issuing bank would have received 
payments in notes (checks) of other banks, which it also presents 
through the clearinghouse for collection. If the bank's note issue (de
posits) leads to an excess of redemptions of its notes (checks) over its 
redemptions ol other banks' notes (checks), it would experience an 
adverse clearing that would reverse its excess issue and lower its 
reserves of the settlement asset (for example, Treasury bills). 

It might seem thit because th1e marginal cost of producin igaddi
tional bank notes (or bank deposits) is close to zero, the free, compet
itive supply of money would drive its value to approximately zero. 
This overlooks the implications of the le.ally or competitively imposed 
requirement to redeem any issue of money not wanted by the public. 2 7 

The competitive creators of money are nothing like the counterfeiter, 
who issues money and absconds with tile difference between the farce 
value of money and the cost of producing it. Honest producers of 
money accept an obligatim to redeem it fIr something else of agreed

5value. 2 As a result, they are able to increase the supply of money only 
to the extent wanted by the public. 

It is doubtful that even this limited role of governiment is really 
necessary for the stability and viability of f'ree note issue and an inrde
pendently defined unit of account. The -overnment's requirement that 
banks redecm their deposits and notes as a condition for the right to 
issue them, while reassuring, hardly seems necessary. While it is an 
important condition, it is hard t imagine that conIpetition would not 
impose it voluntarily. Even tile mandatory use of the government
defined unit of account is probably urninecessary. The very factors that 
make a standardized, widely used unit so attractive would surely lead 
to the rapid vountary adoption of any satisflictory unit established by 
the government. In the most liberal of societies tile role of the gov
eminent inthe monetary sphere would be simply to define the unit of 
account used by itself as it currently delines otier standards of meia

2 9surenlelt. 

Fisher's tabular standard and more recent examples. Irving 
Fisher proposed a constant real value price standard over three quarters 
of a century ago. The plan, as he described it,involved "a combina
tion of' the tabular standard [indexingl with the principles of the 
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gold-exchange standard.' '3 While Fisher described several slightly 
different versions of this scheme, in essence the plan, 

is a convertible paper currency. the paper to be redeemable on de
mand-not in any required weight or coin of gold, but in a required 
purchasing power thereof. Under such a plan, the paper money would 
be redeemed by as much gold as would have the required purchasing 
power. ThIs, tile amu1ount of gold obtainable for a1paper dollar would 
vary inversely wilh its purchasing power per ounce as compared with 
commodities, the total purchasing power of the dollar being always 
he same. The t'act [hlat a paper dollar would alwa) s be redeeiable in 

terns of purchasing power would theoretically keep the level of* 
prices in\'ariable. The supply of ioney incirculation would regulale 
itself automatically. i 

At an address to the American EIcononlic Association in Boston, 
December 1912. Fisher suimmarized his scheme is follows: 

Briefly stated, tlie plan is to introduce tile nulltiple standard, inwhich 
the unit is a -coin.pOSite toil" or -conposite package'" of many 
staple coinmodities, not ol coL rse by using such ia package ini any 
physical way but by employing insteald its gold bullion equivalent. In 
esseice it would simply vary the weight ofhgold ill the dollar or rtlher 
behind the dollar. The aim is to con pensate or losses in tile pL
chasing power of cach grain oIf gold by adding the necessary number 
of grains of eold io the dollar.... With the development of index 
nlnbe rs.... we now have il hand allt lie materiaIs for scientifically 
stanmdardizing tile dollar and for realizing tlie on0g-coveted ideal of a 
"InLiltiple standard" of"value. In this way it is within the power of 
society, when it chooses, to create a standard iionetary yardstick, a 
stable dollar. L 

Fisher's multiple or tabular standard was never adopted in the form he 
envisaged. Independently defined units of account have been Used in a 
variety of' ways, however. Pegging an exchange rate and the general 
indexing of' prices and nonetary contracts are himiliar examples of' 
Units of account that are not the nieditim of exchange. So are the IMF's 
SDR and the European Conirnun ity's European curreicy Unit (ECU), 
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each of which has Wlues based on a fixed basket of' currencies. In fact, 
those countries that peg the exchange rates of their currencies to the 
SDR or other currency baskets have adopted a loose form of' Fisher's 
multiple standard. 

In addition to these more traditional examples, modern finance is 
providing an increasing number of' interesting uses of' independently 
defined units of' account. One example is the use of' mutual fund in
vestments denominated in shares to make payments denominated in a 
currency. This is an example of banking, which has very different risks 
from traditional par alhu' banking. 

"Par value" banking refe'rs to tile traditional practice of recording 
bank deposits in units of the mediul of exchange and transferring or 
redeeming them at par, that is, for the same number of units of' tile 
medium of' exchange. l3ecause the value of' a bank's assets generally 
fluctuates in terms of' the medium of exchange (except, of course. for 
.reserves." which are the mediilil of exchange), the value of its assets 
Will not always change to the same extent its the v1Lue of its liabilities. 

This risk does not exist for share banking. where accounts are 
recorded in urits or shares of'a portfolio of'assets. In this case the value 
of a bank's assets always equals tile valuie of its liabilities. The V\aluc 
of' its assets, however, .n1d hence its liabilitics can fLticuate in terls of 
tile med iulim ofexchange. This potentially ainkcs share bank deposits less 
attractive as a means of payment since payments are required in specific 
amounts of the mcdiutim of exchange. This problem has been overcome 
for money market mutual ftunds by al lowing investors to transfer amoMts 
denominaled in the incdiuni of exchange, as is done with par banking 
checks. When cleared, tile 1amount of the check is converted into its 
equivalcnt value inunits (shar'es) of the mutual fund and leducted f'rom 
the cleposit(or's holdrings in the fund. 

Another c.,anlple of' an independently dci ncd 1iunit of' account is 
provided by the ECLJ-denomninated bank credits, bonds, and demand and 
time deposits created by commercial banks. Inaddition to these and other 
ECU-denominated assets, a large number of ECU-denoini ated pay
ments are madc daily despite the absence of any central bank or official 
agency supplying ECU-denominated reserve assets that coUld be used 
to settle ECU transfers between banks. To the extent that these payments 
do not net out between banks in the daily clearing administered by the 
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Bank for International Settlements (BIS) on behalf of*the ECU Clearing 
Association, ECU-denominated loans are extended, or an equivalent 
Value of other assets is transferred. If one person pays ailnother an aniount 
of ECU through their banks, the pavor's bank (to the extent thill it is not 
the recipient of a reverse transf'er through the bank clean rinhouSe) will 
either transfer the appropriate itllOInS of the twelve -uropeIln currencies 
in the ECU \laLItion basket 3 or the euClivallent ValtLie of any one oflthen 

'(or tile U.S. dollar).'* All of these approaches are ill fact used. The 
transfer of the agreed settlement asset (national currencies) uses estab
lished payment channels. This is ill important example of indirect re
deemability actually ill use. 

Thc private and unrestricted creation of' i wide 'ange of financial 
instr.ments denominated ill ECU (including credit cards, checking ac
counts, and traveler's checks) is also a concrete example of the stability 
ot'.all all inside moiiey system (this is discussed below). No centil haik 
or other official lgency supplies ECU to tihe banking system. Ithas no 
'ouLtside." high-powered reserve asset." 1Banks freely supply whatever 

quantity ol ECU the pIblic wants. Itshould be noted, however, that the 
vilUe ol tile ECU (and the SI)R) floats on tile backs of e',istline national 
currenicies and there fore coul d not (Is, -sently delined) be a worldwide 
fLoundiltion of' value capable of replacing all national currencies. 

Greenfield/Yeager stallidar(. If a COlStint real value price stall
dard were ildopted. couId it be made more secure than previous price 
standards, all of which have been abandoned (not, however, without 
manly years of' good service)? 

One of*the most challenigi g objectives of any monelary arrange
mlelIlt is to enslre adherence to the rules of the g11ame, whatever they are. 
Governmenits are notoriously difficult to discipline. Ill the end the 
governments that set the rules can change them. As long as govern
nients retain contol over the slIpply of' illolley. this danger \rill exist 
for any standard adopted. The most that can be hoped Ior is strong 
public support for the rules, which makes thlem politically unattractive 
to change. Such support is most likely if the rules are wel! understood, 
viewed as fair, produce generaily desirable results, and involve tile 
government (with its necessarily political nature) as little as possible. 



14 WARREN COATS 

Rules that do not tempt governtents to intervene in the money
supplying process are also more likely to endure.' 7 

The price standard proposed by Greenlield and Yeager is meant to 
satisfy the criteria above for an enduring, stable monetary system and 
to overcome the shortcomings of past metallic standards. Tile essential 
elements of their proposal are a Unit of ICConIIIt based on a large basket 
of goods and services, a Colpetilive supply of Money (that is, bank 
deposits and notes) redeemable fr assets equal in V\a!ie to tile unit of 
"ccoutnt, and no governiiiient 1oley (which could potentially create all 
inconsistency between the money supply and tile va lue of tihe unit of 
iccount). 

The resource cost of their proposed price standard is low because 
no physical reserves would be used and because goods and services, 
obligations, and tile means of payment all would be denominated in the 
same Ibstract Unit of account. The absence of government-created or 
-controlled base money would make it More difficull for the govern
lent to succumllb to short-run temptations to overissue base money. A 

unit with constiant real value, which favors neither debtors nor credi
tors, slouhId be able to command widespread public support. It would 
be free of the periodic inlhtionIs and deflarions caused by past metallic 
standards, which were important sources of public discontent and po
litical pressure to modi fy or ablridOi siclI stanrd ards, l)ublic stLippOrt 
should also be strengdened by the greater responsiveness of the supply 
of1 money to its deriand that would result from tile competitive supply 
of redeemable money. 'File market adjustment of the rioney supply to 
its demand would reduce or eliminate a major source of economic 
disequilibriui coinrilori to quantity standards. 

A Proposed Strategy 

Money with constant real value is clearly desirable.X3 It has been 
argued above that rioney with constant real value is also f'easible.' 9 

The question immediately arises why countries have not adopted such 
a system. In tle absence of constant real value money, why have 
individuals not adopted constant real value Units o1' account more 
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widely? The next section briefly addresses these questions as a prelude 
to the paper's central proposal. 

Adopting a better unit of account. The fact is that very few 
transactors have adopted units of account with a constant real value. 
The reason, I believc. is the falct stressed before that the convenience 
of' ising a, single CommlnOn tUnit of alCCOLntI is so great that even a 
relatively bad one already in use is better than using an uncomIImon 
unit. A corollary to this is that it is very costly to be the first to use a 
new Unit of account-even a significantly superior one--because much 
of its benefit can be realized only when almost everyone else is als(, 
using it. 4 'An established monetary standard spontaneously persists 
as a social convention because no trader by himself finds it advanta
geous to abandon it.... It the public are to choose intentionally 
between standards, they must do so in a setting of constitutional 
choice.''' In short, tile tinit of is aIpublic good.' 2ICCOLIII ,1 

The failure to 0ive suflicient weight to the costs of multiple units 
of account, in my view, is also the weakness in the sLggcstion made by 
F. A. layek over a decade ago to allow competition in supplying money 
as a way of putting market pressure on donestic monetary arrancements 
and policies. His approach requires only that countries allow their 
citizens to hold. use, and contract in monies and Units of accou nt other 
than their official national money and that such contracts he enfbrceable 
in the relevant cou-ts." Ilayek's argument Wts that any national money 
whose behavior was considerably inferior to that of other monies would 
tend to be displaced by them, even in domestic use. 

Hayek did not clearly distinguish the unit of acottot from the 
medium of' exchange aspects of his proposal. In fact, he seems to have 
iimplicitly assumed that money would be the uinit of' aCCouInt. 45 The 
implications of and prospects for competi n"_ medlia of paymeit are quite 
different from those for comnpetinig units of account, howevem'. Most 
economies have had considerable experience with the competitive sup

ply of money. For example, U.S. dollar-denominated means of'payment 
include Federal Reserve notes, coins: personal deposit claiims on thou
sands of (lifferent banks, transferable by means of checks, debit cards, 
and wire: bearer claims in the form of cashier's checks and money 
orders, similarly drawn on thousands of' banks and (other institutions: 
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many brands of traveler's checks; and transferable shares iii dozens of 
mutual funds. No serious transaction costs seem to result from tie 

simultaneous use of many monies as long as they are all denominated 
in the same unit of account. 

Diversity of units of account is more difficult. Much of the purpose 
of a unit of account is lost if' it is not widely used. While tile world has 
learned (at considerable cost) to live With com1peting Units of account 

internationally (primarily in the form of national currencies), they are 
generally not in silultaneous use within a given geographical area 

except in border towns. The efficiency gains of a single standardized 
unit of account are so la,,e that the blhavior of its valtie must become 

qLite unsatisf'actorV before it will be Sp)Ontaneously and voluntarily 

abandoned. 
File considerations above suggest that no country is likely to re

place its current monetary arrangements with a constanat real \'lune 

standard unless its m1onetary system is in serious trouble. Residents of' 

countries in the throes of monetamy crisis can only turn sl,,mtaneously 
to already established alternalive units. As a practical matter they can

not establish new units of tleir own. In short. :mprice standard with a 
constant real vilLc will not gtnerallv be adopted Sp)ontaneously, and 

only well-established alternative Units wvill be considCrcd. The Use off 
the U.S. dollar (or other units) for pricing or payment purposes in some 

Southern Cone countries With very high inflalion proves that there is a 

cost threshold beyond which the established Unit Wrill be abaIdoCIed, 
but the alternatiUe nit chosen spontaneously was the existing U.S. 

dollar rather hthan the ct1ICetual ly plossiblc but nonestablished constant 

real Va1LC Unit. Longer-term contracts can also b: indexed to niai ntai n 
the real value of prices and other financial obligations stated in tersls 

of money With decreasiIg ullrchasinrig power (that is. inflation). Index

ing nominal values, however, is iore costly thian liiectly maintaining 

the reinavaltie of mmmiinl Iaii4iitics on e'crllc a1nd is dil'licu lt to 
make conprlehcrisivc. Indcxing also sIffers from lags in adjuisting for 

monetary inflation. Tile widespreald use of inlexed contac'tIs is coin
mon only in countries With very high all Variable inflation rates (for 

example, Argentina. Brazil, antd israel). CPl-iIndCxed futures contracts, 
which are available in tile United States (where inflation is xery low). 

have not ijoyed m:h poptularity. While govcernncints could replace 
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their existing oflicial units with a constant real value unit, they must be 
prepared and able to forgo the reve!nIue from money creation, and many 
are not. 

Ilow can the preference for stable prices be satislied, when the 
choice of s: unit is feasible only ifeveryone else chooses the.uperior 
same unit? One way out of this monetary Catch-22 would be to prepare 
tile IMF's SDR lor tile role of an established, constant real valie unit 
waiting in the wings to be adopted by cotnilries (or individuals) with 
unstable monetary systems. Its value is already indIependently defined 
on tile basis of collective agreement, and it is already used to denomn
inate a number of international obligations and financial instruments.'" 

The SI)R. The SDR was created in the late 1960s by collective 
agreement of the member countries of the IMF (currently179 coun
tries) and generally replaced tie several gold tnits that had been used 
il international treaties and agreements. The SDR is also tised by Ihe 
IMF to denominate all of its financial activities (for example. loans to 
its members). 

Inaddition to its official international standing, the attractiveness of 
the SDR as a unit of account and hence the willingness of institutions 
and other economic agents to use it for denominating obligations de
pends on the behavior of its value in ternis of real goods and services.' 
The present definition of the SIDR's value as a basket of the live major 
currencies has inumber of attractions. As the inflation rates of the live 
currencies in the SIDR valuation basket have generally been lower than 
the ii flation rates of most other currencies. the Sl)R's real valutie has 
been relatively stable. This dehfinition has also made it easy for corn
inercial banks to create private SIDRs on demand wVilthont exchange risk 
to themselves by covering their SIf)-denomi nated li bilities with assets 
reflecting the composition of currencies in tle SIDR valuation basket. 
The S purchasing however, has been alr from constantI)Rs power, 

(since the adoption of the SIDR valtuation basket in 1974 its real value 
has fallen to abtout one-third of its original \'aiue) and remains as 
uncertain i as the inflation rates of its component currencies. Perhaps in 

part or this reason its adoption as a tni of accolnt has been (tite 
limnited, as has the demand lor SDR-denominated instruments. 

If the SDR h. a more stable real valtie. I believe that it woulId be 



18 WARRI.N COATS 

far more widely adopted internationally for denominating obligations. 
An SDR with aconstant real value would provide the world with a unit 
of account very different from any other of international standing and 
would potentially have dramatic consequence for interest in and use of' 
the unit.*'' Providin i a more stable contracting unit internationally 
would also tend to enlarge the extent o;' world trade and improve the 
eflficiency of international resou'ce allocation. More to the point of this 
paper, an SDR with aconstant real valtie Would be an established unit, 
which could be adopted easily by individuals and countries. The use of' 
a "real" SDR might be of' particular interest initially to individuals Or 
countries whose monetary systems were performing badly.50 It might 
also exert competitive pressure on domestic monetary systems (a la 
Hayek) to maintain more stable monetary valuies. 

The United Nations Conmission on International Trade Law. in its 
search lor "a universal unit of constant VaIlie which would serve as a 
point of ref'erence in international conventions for expressing amounts 
in monetary terms,'" concludCd that tile most desired approach was to 
combine the use of the SDR with an index that would preserve over 
time the ptIrclasing, power of the rCsultingi ti For tils pi)rpose 
several f'und staff' members proposed adjusting the a1oInts of currency 
in the SDR's valuation basket in order to offset the effect of' changes 
in the consumer (or some other broad-based) price indexes of' the five 
economics whose currencies are in the SDR's valuation basket.5 2 An 
increase in one or more of tile price indexes (that is, inflation) would 
result in an increase in the amount of that currency in the valuation 
basket by enough to preserve the command over goods and services
that it contributes to the SDR.53 The resulting real SDR would hae a 

higher currency value if' its component currencies were inflating than 
would the current nominal SDR. 

Another approach would be to base the SDR's value on a repre
sentative basket of goods. In principle, this basket should be represen
tative of' the expenditures of' the average (world) economic unit. As a 
practical matter, the basket Wotild probably include a relatively sinall 
number of internationally traded goods whose price behavior was as 
representative as possible of' the larger hypothetical basket and for 
which market prices were easily obtained. s ' 

Any of'these approaches could be adopted by the f'und's membership 

http:badly.50
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under its existing Articles of Agreement. The method of valuation of the 
SDR is determined by a 70 percent majority of the fund's voting power. 
An 85 percent majority of the total voting power is required, however, 
for a change in the principle of valuation or a fundamental change in 
the application of the principle in effect. A decision on the valuation of, 
the SDR would require the consent both of' countries that hold SDRs and 
have other assets denominated in SDRs, such as reserN e tranche positions 
and loans to the fund, and of countriies that have obligations denominated 
in SDRs, such as outstaIndi ng credits fh-r the fund. It is theref'ore most 
unlikely that there would be a change aff'ecting the valuation of the SDR 
that would be harmful to either creditors or debtors since countries 
standing to lose f'rom such changes are ina position to block them. More 
to the point, it is \'Cry Unlikely that ha%ing adopted a real SDR, the f'und's 
membership would be persuaded to ahaldon it or f'undamentally modify 
it inresponse to the narrower interests of a few (or even a large number 
of) countries. 

Technical difficulties. Establishing an SI)R with more constant 
real value would require resolving a number of technical dif'liculties. 
':ese dil'ficulties woUIhl depend on which approach was adopted. The 

cenitral requirement is thait the valuation basket must be capable of being 
valued coiti nnoItsly: th1at is,tile current market prices of the items in 
the basket luist be well defined and knowable. This is necessary for the 
smooth f'unctioni ngI0f the arbitr rage ulechani.im that keeps tile market 
value Of Units of money equal to tlie market value of' the valuation 
basket. 55 The arbitrage mechanism that controls the quantity of' re
deemable money could be unistable if the basket could ilot be revatiUed 
as market prices change. When the market v\altc of the basket is greater 
than that of a unit of money. it will be profitable to redeem moiey until 
its market valie rises to that of the basket. This can happen only if' the 
basket's market valIre is reestablished as ionelary redemption proceeds. 

The need for corti iltIVtis val.ation limits the items in the basket to 
commodities or currencies that are easily delinable (stici as a weight (f' 

gold of' a particular fineness) and that trade in liquid seconlary mar
kets. By adjustinrig the amotints in he basket to preserve the ptirchiasiring 
power of each, it is possible, (If course, to iiiaintain a coiistailt real 
value with only one item inthe baske .just as well (and more easily) as 

http:ulechani.im
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with many. The advantage of having a number of items in the basket 

is the increased likelihood of relatively constant real value even in the 
short run, that is, between adjustments in tilebasket. The conflicting 

criteria of simpiicity and constancy suggest a corn promise that involves 

a basket with relatively few items (say 50-100) and somewhat more 
frequent adjustmCnts in their amounts. 

If the valunation basket is to be adj isted to compensate for drifts in 

its real vlluie (it would be simpler to al low such drift for a well-chosen 

but unchangcable commodity basket), s"' two related issues innst be 

addressed. The first concerns the frcqoency with which the amnotlnts ill 

th1e valuation basket are adjusted to correct any drilt in the basket's real 

value. This depends on how much the basket's real value is likely to 
drift over periods of different duration and the need to avoid large 

discrete changes in the SDR's value when aIdjustments are made. In 

general, the smaller tile numher of commodities in a coinmodity bas
ket, the more the basket's real value is likely to change over tilic. For 

a1currency basket, however, tie behavior of the basket's real valuc will 
depend primarily on Which currencies are included and the instilutional 
vind political environment condihioning the nionetarv policies of tile 
issuers of those currencies. Short-term IllIcttlations in th1e real vaL'tie Of 
the SDR of I or 2 percent are not likely to cause problemis, especially
when it is known thatt adjustments in the basket will eliminate real 

clhages on averagc over tile long run (exactl,, where price uncertainlty 
has been greatest in the past fifty N,ears). 

Valie-compensatingladjtlstiments illthe amounts of the items intile 
basket woUld be a signilicant departore fron the present niethod of 

adiusting tile SI)R or ECU valuation baskets in that the noininal (cur
rent market) valte of tile baskets would -ctually change on the days tihe 
new baskets came into effect. 57 These modcsIt chages would preserve 
the real value of longer-term contractstlenomilated in SIDR. Discrete 

changes in the value of the hasket, however, could a!*'Ct Cnrentill goods 

prices and the value of tradable financial instlments near the time of, 

the chan- , depending on the nln itUde of the real chalnge. If basket 

adjustments were relatively infrequent. for example, annual, tIle direc

tion and nmgnittide of the changc in value of the basket could be fairly 

accurately anticipated and would be built into yields on financial in

struments but wottld require ofCsetting ad.jstmncnts in goods f,,ices at 
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the time of each change. If adjustments werc forimade monthly, ex
ample, when the prcvious month's CPI became available, it is less 
likely that the change could be anticipated, but the magnitude of' each 
change would probably be very small. 

The currency basket approach is possible only as long as the na
tional currencies in the valuation basket riemlin in use. Consequently, 
it could not be uscd it the SDR weire to become the common world unit 
adopted by all countries for national as well as international ipurposcs. 
This was recognized. for example, by tie authors of' "The All Saints' 
Day Manif'esto for Fmtlolpean Monetary Union,' ' who ii essence pro
posed a real vIalu by the national currencyC onsan ECU ldjusting 
amounts in the ECU's valuation basket so as to pileser\ve thei r pulichas
intg power.They r'ecognized tile need to abandon that appr oach once 
the ECU rephlced national currencies withii thl1e E(. "When the 
I1CUI has ultimately replaced national monies, its Sul'ply should be 
conlroltlCd accorIlillg to a monetary rule that would coni tile to gtl'r
antee its )urchlsillg p)wer statit 'ity'' that is. in theii proposal the 
initial pi'ice iru a (Luantityle would be replaced by rulC. 

The role ot the of'ticial SI)R. A potential concern about the use of 
tile SIDR as a constant real value Un it of' account is whether allocations 
of' of'ficial SDRs would interler'e with the market's ability to supply the 
quantity of*iri'ate SDRs denlilRIded JIl thereby .jeopardize the viabil
ity of' the SDR as an indlCendcnt unit of aCCOint. 

Within the official ciicle of holders, SIDRs are used as rescrves and 
to settle obli'vations to othei official holders directly. Allocations of 
SDRs augment o1'ficial reserves at lower cost than is otherwise Po,,si
ble. However, allocations of an asset of' independently determined 
value (that is, coiitrollilg both the quantity ill circulation and the as
set's pi'ice and interest rate) pose the potential dilemman of' f'orcing 

participants ill the scheme to hold and accept llwalnlted S) Rs at thicir''
 oflicial f)rice and yield, if allocations exceed the incieases dlesirted. ) 

The use of' SDRs by o1e countriV is a r'eceipt by aather. Without so50e 
market-clearing mechanism there wvill gene:ally be a net aggregate 
desire to use om' to eceive SDRs. To dlal Wilhi this probleni, uses 1'tlie 
SDR ai'e controlled by compmrehensive rules. Il recent yeass, howevem', 
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all uses (including receipts illexchange for currency) have been vol
untary, suggesting that the SDR is not in oversupply.
 

The indcl)endCilcC of tile unit of account from tilemedium of
 
exchange (which is none the less denominated in the unit of account)
 
tni,,ht be uindermined if' were able
the Suppliers of money to force tile 
public to their If'a covelrn1'llll, 1et0" issuedaccept money. CXforeamplle, 
currency denominated in \'alins. this currency would run the risk of 
SUlal~hntin the indelpIndCntly defined unit of aIcconlt aM becto,:t' 
tile unit of account itself'. There is no danger thlat this will result froml 
allocations of official SI)Rs because they can on ly bC held by IMF 
members and oflicial international entities authorized to do so by the 
IMF. They canmt be held by banks, firms, or individuals. Conse

quelitly, aflocalions of' official SDIRs cannot f'orce the public to hold 
more SI)Rs than it desires. 

Conclusion 

l)ei ni I a couNStrys aCCOullt Isto value asL ullit of SO make its real 
constant as possible woukl have very important implications foir e fli
ciency and f'or the behaviotr of' tile onelaty system. Much ol tile 
disr'uptiC i\\'wr of monetary shocks rClects tilented fo+>rmoney's 
va;lLe to adjust to its "exogen ously '"'determined SuLpp1ly atndite effecI 
of' that adjustmetil Oil Vutles and expectations ihrmoghotl tileecoomly 
when money un of accoull. Tl valuC of the unit of' accountis te unit 
shou 11 not be the slaxte of' monetary policy. 

Noncteless, there is considcrablc advianlage ' quoting prices in 
units of' money and. hence, ill dCnominating ioyev in the indepeln
dClntly dlfinCd unit of' accontll. Money can.Mhe denomninatcd in an in
dleendCntly (dfined uni, as ,Upply monC adjusts to thelung as the If 
noniimil quantity dCmandcd at the inlCpCCntly deterniined price 
level. If'all miioNey is rCdCCiablC [0- the unit oflaccount, arbitra'e will 
ensure thai ihe lsupply of money equals its demand at ihat price. This 
propositiin is well known from the gold standard CxpCrience. 

Like other single conmudities, gold's real value has ],'t been 
constant. A unit of' account based on a basket (if many' goods would ha\ve 
more stable real value. RcdeC i i a g mnoney fo' a largc numiberi'f goods 
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would be costly and impractical, however. But indirect redeemability 
will work just as well. As long as money is redeemable for assets equal 
i val ie to the unit of account, arhiirage will ensure that the supply of 
money equals its demand at the independently determined price level. 

'he nature ol'a un it oiaccoLn1i reqttire.s its wide accCptancC kind use. 
It is tlerefore inlikely that even a superior unit wili be accepted spon
taneously in the current env ironmelnt. The adoption and .spread ola unait 
with constant real valtc will rcquire its initial deliberate adoption by a 
major economy or an establishcd international or-anizatioln such as the 
IMF. 

Defining the value of lthe SDR so as to preserve its real valtie to the 
maxi mtiuin extent possible coUld achieve this objctix'e but would be 
worthwhile even if it did not. Such an adIjustmnCIl in the Sl)R 's valu
ation would make a usetI contribution to the efliciency of iliterna
tional trade, contractill, ald pa, illii1s. If thlie SDR could also be Used 
for denominatins domestic OblicatIs and i'SIR-denomilmted assets 
could be Used io sentIc them, the SIDR Con ld biin2 the heelits of more 
certain an~d more stable monetary valtite to all who walited them. Ill 
iddition, it coUld hcole an important competitive force for more 
stable dnoinestic t1iotnelary policies and arrangements in countries that 
chose nlot to adopt it. Cotintries adopting (or peggingg, their curen-cies 
to) the SDIR would colistitute a "'I.ero in flationl club." 

The role described above Ifor the SIDR coUIld be iplayed by any tinit 
of account with relatively constantlel valtie thal was of suflicieit 
standing and iniportanice to serve as a widely used standard. Aln equally, 
or perhaps even imore, promising cildidilte is the ECU. The members 
of'the EC might find itpolitically easier to tie (that is,peg) theircur-renicies 
(the British ECU, the French FCU, etc.)to a real IF tJtthan to the current 
currency bask-t. The resultig surrender of monetary control to the 
monetary tiion would be no greater than with any other firmly )fxed 
exchange rate system. It seems more likely, however, that mellihers ctld 
more easily find aiid sUstaiil political stipport to iix tie real valte of'thicr 
currencies than to fix them to the value of some other currenicy (or basket 
of currencies). 

The relative attractiveness of a real ECU is strengthened by re
cent developments iii Eastern Eulrope. The absorption of the German 
Democratic Republic into the Federal Republic of' Germany and the 
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unilication of their two currencies increases the risk of the inflation of 
the German mark (the current anchor of' the European Monetary Sys

tern). In addition, the prospective membership of Eastern European 

countries in tile EMS and therefore the eventual addition of their cur
rencies to the ECU valuation ba:,ket is more likely to weaken than 
strengthen the stability of the ECU's value. Monetary union based on 
the redeeniability of national currencies ')r- an ECU valuation basket 

with a COlStanlt real valtle would produce liuropean currencies as uni
form as the currency notes of the twelve Federal Reserve Districts of 
the U.S. Federal Reserve System. 



NOTES
 

This paper has beneited from tile comments of Joe Cobb, Milton Friedman, Maxwell 
J. Fry. Sir Joseph Gold, "[inothy Lane, Richard Timberlake, Sir Alan Walters, and 
Leland Yeager. The authoc-is particularly indebted to a reviewer for c.tensive coin
ienis anid Suggestions. Earlicr versions ol' [lie paper were presented :it [lhe Western 

Econonic Association iiletialion-Il luceliugs it La ': Talihe. Nevada. ittle 22. I189, 
and issued is in IMI \Viking Ilapr ()ctober II, 1989. 

1. living Fisher 1)l3. 5)1- 2. 
2. Ycager 1989,) 371. 
3. I will ,C "u lle" as snnn ous with mCLil O i' hlllle. 
4. The mcdiuim of account is the Conniodtiy Ior cOinolMdities) used to deline fte 

unit o11account. [lr exammplc. r tilegld standard the nIlediun of' accotlt is gold, 
while the unit 01 account imighl lie one ounce or one pound olhgold of' specific purity. 

5. The Strength of this "inconelience" is eveled by the flct tht historically 
the value ofl lonlley lias ild to behave very badly inde,. before oilher units (Such as 
cigarettes or U.S. dollar's) \wcre adopted 'or plricilg llrloses. See Frieiatlill aid 
Schwartz I98( aid :riedian 1980. 

0. A price slandardll miglht also aliholr the value oh :ine\ to that ol, some other 
mionetary unit h\, lixine tile rilte ol exeC;lll e of domestic umoney for 1 6reil clrrenc' 
that is. tie unit of accotLt11 could le a foreign clirremcv. 

7. This niportait distinction is explained ii nore deltail in tie section "Central 
hilnk nonllnv." 

8. An exceptiol might be i irefecrence lor dellation (constatitinomital wages 
and falling coniiotli prices) 'or he reasollns articulated ill Friedmtan I1)69. Chapter I. 

9. For ill imnterestinig discussion of' hiniclallic sl imdirds, ,'se l:riedilnail 1989. 
I(. lhese verv genleral s atelliCt s Skill over ior ComiileCx lCgal issICs Of Coll

,tract law. M anty o Il'tese issies have beemn discmiussed inver tile year I Sir Joseph (G;old 
in his surveys of' legal developineints in SI)RN,scurirCiCs. aiid g l. 

II. While the year-lo-yealr vailue of mioney (gol) varied c llSiderahl under tihe 
gold standard in the Ulitied States, its value s'as essenlially lie same al th lieginming 
of World War 11 ias it had heen ill tie beginning of' time Civil War or the bginimi of 
the Union. I twol-hundred-year period. Since ile beginning ol World War II. how.ver, 
the valtie of" inoniy has fillen llo about 12 Percelt of its previois value (that is, prices 
have risen by i flactor ol' iret Ihan 8). 

12. This point is IMIde by Sta.inley Fisher 1982. 
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26 Notes 

13. For example: Black., Iama. Hall, and Gi''ntield and Yeager. 
14. Following Yeager 1999. 
15. This discussion abstracts flmm the t'act that secoldary market prices contain 

a bid/ask spread, which reflects thle cost of making and operating tilemarket. The 
existence and alpropriateness of ;1 spreail are well knIownI I'oll Ile gold S.taIlard 
experience, which in tilecase of gold tended to rellect transportation costs. The exis
tence of bid and ask prices Ior lhe redemption asset illeans that lh.value of olle-valulln 
bank notes may diftier from tile valni amnount deternlined by thevalue Of'one by an 

bid/ask spread of' he redenlption asset.
 

16. With a quantity standard, / would adjust in ihe equation to an exogelltsly 
given Al. 

17. This key insight, described illmore detail in Subsequent paragraphs, iscriticalto the argument. I suspect that it was the failur' to ualerstaild this nlechanisln that led 

to White's Claim subsequently Vilthdawn ) tlaIIhe( iellftield/Yeager schetne iscircular 
and nlnoplleraltional. See While I994. 1986.and 1)80,alld (reelield and Yeager 1986. 

18. Assume that ioe-\alln ttrrellcV ilote states. -Redeelable Ibr all amount of 
Treasury bills with a current CluILal hasket of' goods andmaiket Vlle to that of tile 
services delined as one salon." Thiisis no 1Itraliliolal colln1loditN' stanldard bIecause 
tile iedeinpioml asset and tile ,ood o gLos dtinine nit 0l le not tletile" thfccollllt 
same. It would Iot serve the itended purplses of tileschellle to silIIplV retelille tile 
unit (1 accotlnt as one Treasury' hill beciase a T-bill's price relativc to tilebasket or to 
indi'idual L'llolds ill tie basket call clhalne. Tile a50idllce of such ielative price 
clalges is, course, reason I'or prelerring itmore collplicaled baskeloi tile only i to a 
single good f~or defining tilellit of av-Colll. More illportalnt. the ose of tbond as tIle 
lnilit01' acIcotLlnt alld redellmption assetl %ould give rise to tile circitlarity relerred to by 

While 1984 and 1986. nlalely that bank nloIt's Colul nlt sillyplv he prolnses to pay 
bonds that were ill tun simply claims tl hank ilotes. ad inlinilunl. (I ami1indebted to1an 
anonylalous rtleree for this and manyiother observalionls. I 

19. Though lolg-terll ctlllracts \lould legall, be lellininalted ill aluns (the unit 
of accotlllitl. it llamy he astSlnIeld that goods and services svould he priced illinils if 
nIlnley'(\valtin hilnkntles). 

20. When the comldiions for ionetary neutrality hold, for example, abselce o 
wealth efl'ecls. 

21. AIm alonymlnaouis releree has poilted lt that a Treasury lill denmllinated invaltln 
bank inotes would coltinlue to have tiles llme bank-note valhue whlate er tile salu ol'bank 
notes as long as mlarket interest rates are ullchanged. I had oi-iginally implicitly asstuiled 
that Treasury bills sere delonlinaled ill "o ficial" ahlms (ihebasket) raller tIhan hank 
notes, ill which case tie bank-iolte salle of'freas-y bills wold change to tile saille 
extent aiseverytlhing else. It seems to tile nol\10.Jw,we'.er. mollre natural to asSllllle tllhlt 
Treasury bills are delnomillated ill valn bank notes like mtle clurremlthy available '',ods 
and services. With appropriale adj:lst! tt. the analysis goes tl otgh cither way. 

22. The argulllellt Is heell di lt lte Isc a clllllmldity as tihe redemptiln 
asset wotlId daoillmtc its relative price ill tile mllarket. Solle Ilchae argtled (e.g., Whit
taker and Schadt) tiat it banks are initially committled ta redeeling \aloItnbank notes 
for gold (the rcdemption asset ill t1ieir example), gold's umarkel price could not rise (or 
fail)with the prices of other goods and that this would make tIlesystem uinstable. 

http:nol\10.Jw,we'.er
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Schnadt and Whittaker argued that: (I) it' the market price ol1tie iedeinplion asset 
cantnot rise because itis dominated bv its redelnlpltioi price, the arbitrage incenlive to 
redeem excess notes will be abseit and hence liemechniism won'l work; and 2)the 
recomputatIion of'Ite redemption price of the redemplion Isst willNse oftidownward 
spiral in its maiket price. l'hese poillts rellect a Illistunderslaiditi ol'how arbiliage
 
works inlpraclice.
 

Al oeeriSstle ofillhll hank notes would lead to an increased demnaid for everytlilie 
else. incliding the redemtiption asset (Lold). The price (illeris o' bank notes) o1 
everv'lhine would tend to rise. but Iheplublicly ' of gold wouldheld qtiMllil lend to rise
 
t1an llu.MliMced price isi reCsltll o1'idCiI)tions (\which \%otild pa)iiall revese tlhe
 

initial oerisslu o1' 10es00. It ei.Sue ot' tot full'vireversed 1tIthis
le llo es is pricess. 
the bank-nile prices of goonds (ience the \ilin baskel) \ ill rise eitigli to require ;fit 
increase itll baiktle ainioilli oflold obtaiied wliit redeeting totes (that is. i fall itn 
tlhe bank-ilole price ut' 'old). h'Ilis\\ill ilt'lase redeitiptiilns iilIlie Upard piessure
 
ol prices (illbatk totes) is rei dt.The fiailure of gold's itIrket irice to ise. or
 
indeed its leitdi0lv to talll. iestilts Irotll
tlieassunptioi thll it cail blesupplied withoti 
lilit when iedeeliling ltioles.Inficl.-old reser\ss \kill lot be uiliuniled anudwill illcd
 
to be replenishled or"miaiiitied by bttvino Ite gold iet.ine.d rom tihe i'arket. thus
 
teiding to iicrease its price ;hlong wih eieral prices.
 

PraCtical opraliolls re'quire discrelte dju,,istments inthe valie of the t\ii baskel and
V 

Ileite il tileredeLptitillbtik-nole price of gold ifor e"sailiple, estelda is cliniig
 
comnidity prices are ised to latic theilattih lda\ atid [ifSet toLis redetitllii
 
bank-ntle price for gold). Itlon ilisbasis ltd 's I + iX \alil
sahill baskel is Cqtll to 

hatik tles antd vesteri.'s redemtiptuion price outice otiid I is
of ote of tot \ahilll 

lowered to IMI + slcit that a one-ltihank itoil tl be i'edileti
oY)t. bti Idr I + it ouinc.es
 
ot"gold. gold will be mtore atrlctlie thin beflre., leadinig to illitrease ill r\dciiip
liotns iilbaiak teile ' tChedM. the billk-iotC isuer is 'oinitilted to
totes. l)riii course 

Ihis prie (all\ imidal price adjutiiilleit %ill affect the \atie oft lt\ ailill alid
basket, 
hentce gold. ot l tlliorlnw,.If prices (bvilig sticks ) i o adjlst applreciably dUliiig 
the dy.V, th \lht %%illcontiniuie ti Ibe i11111st i lhln te, thebhasket \urilh I + l bailk 
text dLy iswell. S\itile alilbaik tilt,ititvs I + t ttit.nces of, gold, tlitiomorrow 
tlel iSumle's i'ati Abot + 2(f o1unlcs of1 per otiea-vlliIliM SMid 1 ItdciT'l I tuld 
batik noit aid could p\rieic itlimse redeitmptiosi. iiif illsreisoit it hls been 
suggested that slicky prices Ctldh tmake lie sslelim dyl'intaicillk un,stable. Stich instla
bilit\ cOiUtld be 1)s !te (tse o iut Siilittll\ \widc bid/ask spreadCenl.'till'a\titcd 

il(Ite itdcIiplititi A spireil 
the fireigit eatlge anid ohllel 

between piUrchases adl sales \kiltitdoss. \sitld be required 
in aiy evet. as iii h asset titarkets. to cover the Cost ill 
[Ite 'viillws operatiolis. 

The ulse it, i coliiodil viuch as gold) atsIme reitipti liieditwlli\utld semim It 
sufler I'tmi fIle problemin Ihil it becoiies diflicult lot[liteaiirket to dteterminte its relative 
price whenile issuiers of batik totes a0e lr'pIaied to redeeii ttemlllfr ani aimiountt o tilme 
cti'tiuiditv eLqlll ill valuC toIlh \Imaln baiskl. [ lnder these ci'Ctiiiismintics the redelnlp
tion price ullthe citoitiidit%will set lheiiarket price, and the itarket will be supplied 
allit wants at that price. The issuers of' bank niottes caiiot respntid to tihe Imarkets' 
excess delliand for the Coiimioidity ilits iist recenllv, posted redeiption price by 
adjuisting its price unless the market price of the redeiptloln assel rises. Tlhis is ex:lcllyl 

http:ouinc.es
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what happens as note issuers buy the asset in the market inorder to salisfy redemptions 
without unduly depleting their reserves. Nonetheless, this exerts poweiful market 
forces against tle overissueil'of hank notes. 

The use of financial assets as the redenption medium is free of this problem. The 
valsin bank-note price of a Treasury hill depends only oni its s'aht-itk-note-dcot

ded) interest return (tand market ilterest es). [he )tUrest tormi o' [lie use of' i 
linancial asset as tIle redemllptl llut.editllll wOul be the use of hank notes. The mont 
the balk-i1ote value ol the valun hasket rose abtove one \rjalti, isJser's s'otitd he 
required to redeem tie basket's \atlue in bank notes Io each hank IIote returnedI r(lr 
example, one hank note could lie redeemed ltor I + (.Ibank notes). InI this case 
redelption would not reduce the quantity of mtol" ' but \wOlld e\er po\erful]lldiri'Cli.\ 

market pressure oil issuiers it) do so through other tilean s. Any stickillss ill inalketi 

price adjustments \ uld necessitate hid/ask spreds at tile letillplion window. 
23. This is obviously ; misconception lIr iidiidual banks (or nones issuers), 

btll it is a nmisconception for all banks collecti\el\ aS \ell because lot all gold ofr 
reserves would he in tie banking system. 

24. Just as tle market has deah \fill the risk of pay\ tetnt hN check. it \\ ouild teed 
to cope with the risk of multiple currencie, issued I> pri ate banks. 'a\'ntent vith cheeks 
drawn onl thousands t unkntown) banks ire acceptable, ill ptll, beciise paytletIts ate 
inot legally linal until the checks I\e been cleared that is. until tile trMslers of assets 
belweei the paing and receisi ng banks Iwse bhen cotmpleted. It seems likely that hank 
totes otf otly possibly a sitall IIItber otl') mitor \ell -known banks w houldcirculate Itlttch 
Outside tile iitnlediale reciotl of the issuin bank's ollices. This \\0tild depend. ill part. 
on thmeextent ohtlliltg. \tteim titg.Iltii\seer, to secottd-et,',s thee\oltioittrket 
arratgetmets fbr dealinel with these or oilier risks is itself a very risk' blsiless. 

25. It does no0tseeimI Ttecess;ir\ or desirable to limllil [le tllils ill \\hiCi \ltollll' 

cotitracts ilmmayIh Leinomnilllled. 
26. See (Girge .A. Sel.in's sery iitpotant book (1988) for al extetisie discus

sion of this ptoint. See also "l'imnherlake 1984. 
27. Int a panel discussion with Ilasek inl St. Andreuss. Scolland. ill Septetbe'r 

1976. I at'gied that itlmiey was one of flte tew ecotllotlic goods that could lot lbe 
competiti el suplied (ohviouslI' bank monev can he cottlpetilively supplied, itf colll 
strained by a itlimted supply oh gtsniertteill-contlrolled resere ntmoey). Ms nmislakemn 
view at that timte ill palt rllected Itl ailutre t hfilly appreciate Ile implications of tle 
*ttoteV back (redenptio) ll iIiguaee1 ill terIms o' accoutnt delined nldepllel unit ot 

dentl of' the medium of exchange. See the excelle t tliscusitill ill SClgit 1)88. 
28. lEcottmic ageitts aie not likel\ to accept l'risally produced tone' that dtes 

not carry a 'edettplitn guta'nltee. Cotititetfeit ImIotlc. ilterel'' ii iakes such afpledge Is 
well. though the istre' has nto intenition ot honorine it. ('otlllmrm'it li is therefore 
correctly categiorii/ed as f'rautd. 

29. The gil nrintent mighlt alsO \\ish 1t iiitp.ise prtldential cttulitoils Itr the right 
to operate banks aind huetce to prthdtce itoitey. This tnigt iiclude illilitiuii capital 
reqtuirlemlents. accouttitg and iepolling stanidards. and external ;aLtdits. ('ltl'aCt id the 
critminal law w'otild. of' cturse. also teed to apply. 

30. Irving Fisher 1913, 337. 
31. Ibid., 331. 
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32. Ibid., 494, 502. 
33. The nimber of currencies went frout ten to w\%clse on September 21. 1989. 
34. '[ile valtie of tile ECU in ternis ll the U.S. dollar and other currencies is 

circulated alldpublished daily hv the COimmission of the European Conntunities. A 
dollar %".fueimay ie coipuled al a.1lN,lime by applying the market exchange rates of 
ile cirrelicies in the IEU valuation basket in leris otil ihe dollar and adding ip Ihe 
dollar equivalent of each Currency. 

35. See ('oats el ai. 1987, These details of*[le E(L ('lcarin I louse selileients 
chalnged alter 1987. The Current settleiti rles alre dcscribed ill kets-I.aii and 
(larber 1991. 

,.t s. 

i assel as it is not andicannot beiheld by coimilercial hanks.
 

36. ThL ' id L I1- u, ,, i n ',K ' .,1l"'j! l i e'.k-,ll ilt. h 

37. Several conditions \wlould be particilarl , helpflti in protecting the rules of ihe 
glile by making it I ss altraclie or iore costls i violate theill. ('hiel am1long" Ihese is 
the righit to contract ill the unil (that is, \alis ralherml ian ll liles). This rili \\ollld 
be violalted itans' nionclarv assel \\'Crc made legaelldt'r.Sec'ral olier colditions would 
also be heClptu!: tie prohibition of etlv'ernilnt trt01i issuin curreCiC' or boirosiig fIron 
banks (especiallv a ceilral bank: tile enCral domestic aid international colverlibility 
of' llollny: hlierihlt (t' residelis I) hold aid deal ill ally iiotntar\ assels of, their choice; 
ald applropriate riues oin tlie kl ust bet! iiilst istld.asses mha ie curretncies 

38. This point is iot tetendlihcre, bill ile reasolis woiltd include (a) iiore eliiciel 
resource allocaiion ecallse oh,tlte iltprlo\ ed quality of price sigilals; (b increased and 
more eflicient itestillllnl ;asiaestl ol, retuccd risk ofi long-term colllaliliw; anieIC) 
reduclion or eliinationf o' iltlotetar\ business csclcs is a restllt of elastic :tiusniuent 
o1 lltle\ supply I Ichalinges il d llatd. The \%idCslreati use of suci ittitnC tiltat is. 
Itruly liXt' c'hauiet iales) ss LIIltI CXll.td thosC beltleils Irot niatiotnal ecContotlis to tile 
\wo! I ecololllv. Ott the othcr hatlt. licre could nloitger oetitoliary policy ill the seitse 
of lmalliptilatioill of the ittole\ stipply to influince agg1regale delliaitd. I iln persuaded 
by tie e\identce, hoss cr. thalt iotlle lry policy has Ciuseid cllollici tlillaices illtore 
oftetl thaln it ha., pre ctlletilr lllloderah'ltl11i. See., or exatttple, I:rietinian aittd Schwilrl, 
1963.
 

39. The notion o' coltstatl rtel litte. fitowncr. is solliewlitl alnlbigious. : uniit 

of account cat ie delined inalitligiolisl as so) itich gll of i specified purity otr is 
a basket o1' speciic aiitllints o1t colliilitics it particular tlalilies, btil not asa btasket 
of all goods and services, o- even ll all coiolldities, presenl anId luture. The ecottnotic 
world is cltaracteri/etd by evcr-chantittu relalive blles bctweeiu ail ever-clhanwiitg 
cuOlle liOtil Of gtOitis ailtd sCil ices. This tdoes not Tilllt thal tle saluil of1 t alel'ully 
ltoscn basket of' repiescitetaui s. cikuio dities tiighl Io losely iirror tilte \-.tile oit 
aVeragel' all otios and scr\ ices. Ne crlhcilt"s, it Mtusi be llndelstood il a colcretely 
dteliled uilii (l account allnol go beyond aegregating ill ,(ltte iashtion the valies i ll1 
discrete ant specilic set of' titiess itse, ahlitl cmlcern is and caiaiiotlbe detlied so 
aISto guaralcif ira tell ile ilI teru s If lan \er-c'hangiitg list of all goods and services. 

.10. The telepltone andi t'acolnteito inind. Facsitiile nmachines have been aroulnd 
fIr several decades but lia'ls only beconie Very' usCfLi recently after ia large ilUiber of 
thtemt were ill use. 

41. White 1983. 294. 
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42. The arguments against the treatnment of money as a public good given by 
White (ibid. 291--92) do it apply to tile trait ol accomli. Ail anonymuous referee made 
the following insightful observalion: "The unitol al'"CCOutll apiblic good it lieis lot 

relevant margin. That is. the market gives us one without collective action, . . . and oie
 
is as lallny ias we wailnl. Ijo it'rlon'nt ol tilh itll"t
of' accont. or synchron i/ed .Vu,'th,in
 
to a better unit of' IcOllnt, could be considered apublic goiod.
 

43. See layek 1978. 
14. See Gold. 
45. The same point was made by Yeager 1983. 
46. l-xaiples ot, instltutions iir areemnells that use the SI)R are the Aral, Mon

etar Fiund. tlie Jiiternalional "el'co]:coillimnic;,!ionis Ilniom. the Coiminon Fund for ('om
nodities, and the Ilnteriatioil 'enter for Seltlinellill ' Investmicnt It)isputes. 

47. tlisloricall v. the I.MF'\ uienuibel, created the few asset to supplemnt cxisting 
reserve assels, ot to introduce l ne Miiill of ilet'L1lli. [he SI)ls saihe W, delhled
 
to be the saille of oold,s ore dollar at tinme Its
ailount delined U.S. that ( 19701. 
valuation ssas first based (ll a basket of currencies in 1974, aler the widesiead 
Iloatill oi tlhe Imajor reer e currencies. 

48. This criterion is less important lfor the units denllolilatimig financial illtril
nllits because allicipaled canllges ill the "real" vitle of such units (Ithil is. anlici

pated 	 inflation ill lells of such iililsl tend tI he reflected I helice cOnipeisaled Ir) in 
the in lerest riles paid Otil Ii illMrtl lteit1S. 

49. As IMI: quiOli ire ii dliioiiiinated in SI)Rs, this w\ould have the Ifirther 
advantalie of Inaiitlliiin le retleallc of lite si/c of tihe INhI: een \'hell inflation 
erodes the values of the SI)R basket currencies. Siiiihlrly. tIhe real valie of allocaled 
-olilicial" SI)Rs 55l iild tb piesersed. 

5(0. In additiiOn to the UStil lit (it' high-inifation counries. the countries if' F.ast

ern Euope and the flonier Soviet tI Iloncine to mind. 
51. General Asseiibly docuinent ..\/('NO/211f. May 11. 1981. 
52. 1-lfros 1982. -1). 
53. Fiach cuiurenc. COmpOneit sould sitiiplV be nitiltiplied by its price index. 
54. One caindidate is gold. r 	 C'. ' flrosIn tlie I1IF Stall S'iiv article by Robert 

ciled in note 52. hiiwve.r, it is repiirted that "-sertlie last decade the iatrket price il 
gold appears to hise been iore volatile thian the prices ol' iost ciiooditiCs." Il 
addition, the inclusion if -ild inithe alutilion b:isket might raise lquestionls about tIhe 
restriction ill tile IMIF s Artiles iif Agireinei (Article V. Sectiion 12) a'ilmst fixin tlme 
price ol gild in tile gold market. It is ob'iiius. however, thal Iiling the gold comitent of 
noney thidoes not ix the relative price if' gold inl tie gold markel,. 

55. The purlposei of' requeit valialion of' lie piesnt SI) \)lhuilion basket is 
qUite dlilferenl. It is ifficiall valued dail by [ihe IMF and as needed (thlil is. clilin
iOUslylt ill priale finaicial narl-ts b'causc ullo I )R oblicattills arc setiled ill 
national currencies and because most SIl,,s ire aillil r Ul lin cX.'hangeiii' loeigtl 
transactionis. If tile SI)R were adopled as a naiiiial ((iir worldws\'ide) init of' account, 
SDR obligalm is svuld be setlled with SI)R-denoinaled assets iic li:r On . lsul6, 
valuation basket would ite!l ,, be ViluCd im11\ fur purplse,, olf' Ie obligalions to 
redeem S DR-denot inaled mnone),. 

56. Ani unchangeable colmmoimidity basket (iir one wilh quiiqutimial adjusitminents 
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that preserve the basket's value at the time of each change) is apotentially interesting
comlrolise between tie present currency basket and a fully constant real value basket. 

57. The present rules require that anew basket have tle same value as tile old one 
on tile last day the old one is in use. 

58. The Economist, November I, 1965. The signatories of the manifesto were 
Giorgio llasevi, Michele Fratianni, Ilerbert (iersch, Picter Korleweg. )avid O'Ma
honey, Michael Parkin, Theo Peeters, Pascal Salin. and Nies Thygesen. 

59. While this would not be true on average, since allocations must be approved 
by 85 percent (weighted) of tle IMF's members, it could be true for some individual 
recipients. 
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