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A Payments Mechanism Without Fed Involvement ^ . 
And Fed Monetary P o l i c y Without Required Reserves— 

2/ 
By N e i l W a l l a c e -

In the current d i s c u s s i o n of the s o - c a l l e d a c c e s s - p r i c i n g -

membership-reserves problem, one s o l u t i o n seems not to have r e c e i v e d 

much a t t e n t i o n : no access , no p r i c i n g , no membership, no r e s e r v e s . To 

put I t t h i s way i s s l i g h t l y m i s l e a d i n g , but only because one way to 

achieve t h i s s o l u t i o n — a n d without l e g i s l a t i o n — i s f o r the Fed to p r i c e 

a l l i t s s e r v i c e s to members and nonmembers so as to cover c o s t s . S ince 

the Fed, then, would almost c e r t a i n l y be o u t b i d f o r bus iness by p r i v a t e 

s e c t o r o r g a n i z a t i o n s , and s i n c e membership i s v o l u n t a r y , the r e s u l t i s 

l i k e l y to be no Fed s e r v i c e s , no members, and, hence, no r e q u i r e d 

r e s e r v e s . My task , though, i s not to d i s c u s s how to achieve t h i s 

s o l u t i o n ; i t i s to d i s c u s s i t s m e r i t s . To put i t b o l d l y , such a s o l u t i o n — 

a wor ld i n which the Fed would have no more involvement w i t h check 

c l e a r i n g or EFTS than i t has w i t h telephone communication and under 

which the f i n a n c i a l i n t e r m e d i a t i o n i n d u s t r y would have no more involvement 

w i t h monetary p o l i c y than does the s t e e l i n d u s t r y — i s the one that 

economic theory suggests i s b e s t . 

In such a w o r l d , the Fed's f u n c t i o n i s to prov ide and mainta in 

a s tock of f i a t or i n c o n v e r t i b l e currency . This task and the r a t i o n a l e 

f o r i t i s d e s c r i b e d i n s e c t i o n I. S e c t i o n I I d i scusses the view that 

r e q u i r e d reserves c o n t r i b u t e i n some way to the c a r r y i n g out of monetary 

p o l i c y . I conclude that t h i s view i s w i t h o u t f o u n d a t i o n . S e c t i o n I I I 

d i scusses the l i q u i d i t y or s a f e t y of f i n a n c i a l i n s t i t u t i o n s i n such a 

— The views expressed h e r e i n are s o l e l y those of the author 
and do not n e c e s s a r i l y represent the views of the F e d e r a l Reserve Bank 
of M i n n e a p o l i s or the F e d e r a l Reserve System. 
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w o r l d , one i n which there are no r e q u i r e d reserves and, more i m p o r t a n t , 

i n which currency i s managed so that there i s no lender of l a s t r e s o r t . 

The l a s t s e c t i o n , s e c t i o n IV , b r i e f l y d e s c r i b e s how c l e a r i n g , the s o r t i n g 

and s e t t l i n g of c la ims among f i n a n c i a l i n s t i t u t i o n s , might be accomplished 

without Fed involvement. 

I. THE PROVISION AND MANAGEMENT OF FIAT CURRENCY 

F i a t currency i s nonredeemable c u r r e n c y : the i s s u e r makes no 

promise to exchange the i ssued currency f o r a n y t h i n g . F e d e r a l Reserve 

notes are an example of f i a t c u r r e n c y . Is i t d e s i r a b l e to have such 

currency? And, i f so , how should i t be managed? I t may come as a 

s u r p r i s e , but we cannot d e a l w i t h the a c c e s s - p r i c i n g - m e m b e r s h i p - r e s e r v e s 

problem without answering these q u e s t i o n s . 

There i s a wide c l a s s of m o d e l s — e s s e n t i a l l y , g e n e r a l i z a t i o n s 

of Samuelson's "An Exact Consumption Loan Model of I n t e r e s t w i t h or 

wi thout the Contr ivance of Money," ( Journa l of P o l i t i c a l Economy, 

1958)—in which there i s a r o l e f o r an o b j e c t that serves as noth ing 

more than a s t o r e of v a l u e : the ob ject i s not an input i n t o any p r o d u c t i o n 

process i n the o r d i n a r y sense nor does i t appear as an ob ject i n p e o p l e ' s 

preference f u n c t i o n s ; that i s , i t i s not an end i n i t s e l f . I f , f o r the 

moment, we i d e n t i f y f i a t money w i t h such an o b j e c t , an i d e n t i f i c a t i o n I 

w i l l defend below, then these models a l l o w us to answer the quest ions 

s t a t e d above. 

To be p r e c i s e , the f o l l o w i n g p r o p o s i t i o n can be shown to hold 

for a wide c l a s s of g e n e r a l i z a t i o n s of Samuelson's model. 

I f the q u a n t i t y of f i a t currency i s he ld f i x e d through  

time and there are no government r e s t r i c t i o n s that f o r c e  

f i a t currency to be h e l d , then there e x i s t s an e q u i l i b r i u m  

i n which f i a t currency has va lue i f and only i f the e q u i l i  

brium that would occur i n the absence of f i a t money i s not  

P a r e t o - o p t i m a l . Moreover, i f the e q u i l i b r i u m w i t h valued  

f i a t currency e x i s t s , then i t i s P a r e t o - o p t i m a l . 

In other words, i f a f i x e d supply of f i a t currency i s made a v a i l a b l e , i t 

may or may not end up having v a l u e . I f i t does end up having value 

(being held) , then i t accomplishes something: i t makes p o s s i b l e the 

attainment of a b e t t e r a l l o c a t i o n of resources than would be p o s s i b l e i n 

i t s absence. I f there i s no e q u i l i b r i u m i n which i t has v a l u e , then 
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i t does not make p o s s i b l e the attainment of a b e t t e r a l l o c a t i o n of 

r e s o u r c e s . 

I t i s important to note that there i s no presumption that the 

p r i c e l e v e l ought to be c o n s t a n t . I f , f o r example, r e a l growth i s 

o c c u r r i n g that r e s u l t s i n a r i s i n g value of t h i s f i x e d stock of c u r 

rency—a f a l l i n g p r i c e l e v e l — t h e n that i s a l l f o r the b e s t . A l t e r n a 

t i v e l y , i f the economy i s such that there are t e c h n o l o g i c a l changes 

o c c u r r i n g that r e s u l t i n a steady l o s s i n the va lue of t h i s c u r r e n c y — a 

r i s i n g p r i c e l e v e l — t h e n t h a t , t o o , i s a l l f o r the b e s t . 

Are we j u s t i f i e d i n i d e n t i f y i n g f i a t currency w i t h the s t o r e 

of va lue of such models? Put d i f f e r e n t l y , i s t h i s the best a v a i l a b l e 

i n t e r p r e t a t i o n of f i a t money? This i d e n t i f i c a t i o n would be hard to 

defend i f we could po int to other o b j e c t s that could as w e l l p lay the 

s t o r e - o f - v a l u e r o l e d e f i n e d by these models. To p l a y that r o l e , an 

ob ject must be i n f i x e d supply (be nonproducib le) and be p o t e n t i a l l y 

marketab le . Some o b j e c t s t h a t have played the r o l e of commodity monies 

e x h i b i t these q u a l i t i e s to some e x t e n t . But casual o b s e r v a t i o n suggests 

that an a r t i f i c i a l o b j e c t l i k e well-managed f i a t money can b e t t e r a p p r o x i 

mate these q u a l i t i e s . Th i s i n t e r p r e t a t i o n of f i a t money would a l s o be 

hard to defend i f there were other models that b e t t e r accounted f o r the 

r o l e of f i a t money. As y e t , there are none. 

To sum up, then, there are models that can account f o r a r o l e 

f o r an o b j e c t l i k e f i a t currency . These models suggest that proper 

management of f i a t currency i n v o l v e s h o l d i n g i t s q u a n t i t y f i x e d through 

t ime. 

I I . REQUIRED RESERVES AND MONETARY POLICY 

A d e f i n i t i o n i s i n o r d e r : i n an economy w i t h f i a t c u r r e n c y , 

a reserve requirement s p e c i f i e s that the currency be he ld i n c e r t a i n 

minimum q u a n t i t i e s by i n d i v i d u a l s and f i rms engaged i n p a r t i c u l a r 

a c t i v i t i e s . T r a d i t i o n a l l y , such requirements have been imposed on f i r m s 

engaged i n f i n a n c i a l i n t e r m e d i a t i o n . B u t , i n p r i n c i p l e , such requirements 

could be imposed on any l i n e of a c t i v i t y ; f o r example, companies engaged 

i n producing s t e e l could be r e q u i r e d to h o l d f i a t currency (or i t s 

e q u i v a l e n t , d e p o s i t s at the Federa l Reserve) i n an amount equal to 
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x percent of t h e i r debt or i n an amount equal to y percent of annual 

s a l e s . 

Required reserves are viewed by some as e s s e n t i a l to the 

conduct of monetary p o l i c y . Thus, i n a recent address at a meeting of 

the New York State Bankers ' A s s o c i a t i o n , Pau l V o l c k e r , P r e s i d e n t of the 

Federa l Reserve Bank of New York s a i d : 

Our prime r e s p o n s i b i l i t y — a n d i t i s a r e s p o n s i b i l i t y i n 
which you a l s o have a c l e a r i n t e r e s t — i s the e f f e c t i v e 
conduct of monetary p o l i c y . The p r i n c i p a l instrument 
f o r determin ing the supply of money and c r e d i t c o n d i t i o n s 
i s c o n t r o l of the reserve base. That base i s r e l a t e d 
to the t o t a l of member bank d e p o s i t s through the s o - c a l l e d 
reserve m u l t i p l i e r , and that m u l t i p l i e r — i t s s i z e and i t s 
s t a b i l i t y — i s e s s e n t i a l l y determined by the l e v e l of 
reserve requirements. In e f f e c t , member bank reserves 
provide us w i t h a necessary l e v e r , and reserve r e q u i r e 
ments are the fu lc rum aga inst which we work. (American  
Banker, January 27, 1977, p. 6.) 

Severa l v a l i d c la ims can be made f o r reserve requirements : 

(1) they tend to enhance the demand f o r f i a t c u r r e n c y ; (2) they serve to 

l i m i t the a c t i v i t y aga inst which they are l e v i e d ; and (3) they tend to 

enhance and, perhaps, make more s t a b l e the v a l u e of a g iven stock of 

f i a t currency . 

The f i r s t c l a i m i s easy to understand. Indeed, much of the 

government i n t e r v e n t i o n i n t o borrowing and l e n d i n g a c t i v i t i e s i n t h i s 

country and other c o u n t r i e s can be e x p l a i n e d as attempts to enhance the 

demand f o r government debt—both n o n i n t e r e s t i n g b e a r i n g ( f i a t currency) 
3/ 

and i n t e r e s t bear ing.— But such e f f o r t s are not e a s i l y j u s t i f i e d . Not 

s u r p r i s i n g l y , such c o n t r o l s tend to be more onerous the g r e a t e r the use 

being made of t a x a t i o n through money c r e a t i o n or t a x a t i o n by i n f l a t i o n . 

The second c l a i m i s a l s o easy to understand. The l e v y i n g of 

a percentage reserve requirement aga inst the i s s u i n g of a c e r t a i n k i n d 

of l i a b i l i t y — d e m a n d d e p o s i t s , sav ings accounts at commercial banks— 

s e t s a maximum to the amount of such a l i a b i l i t y f o r a g iven stock of 

f i a t currency . 

As f o r the t h i r d c l a i m , I agree that the v a l u e of a g i v e n 

stock of f i a t currency , o r , put d i f f e r e n t l y , i t s t r a n s a c t i o n or income 

— See D. A. N i c h o l s , "Some P r i n c i p l e s o f I n f l a t i o n a r y F i n a n c e , " 
J o u r n a l of P o l i t i c a l Economy, 1974. 
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v e l o c i t y can be a f f e c t e d g r e a t l y by the k inds of payments t e c h n o l o g i e s 

a v a i l a b l e : payments by check, by c r e d i t c a r d , and so on. But does that 

c o n s t i t u t e ground f o r t r y i n g to c o n t r o l such forms of borrowing and 

l e n d i n g and communicating among f i r m s and i n d i v i d u a l s ? Some economists 

and c e n t r a l bankers t h i n k so and have advocated broadened c e n t r a l bank 

powers on p r e c i s e l y t h i s ground. (The R a d c l i f f e Report i n Great B r i t a i n 

d iscussed " t r a d e c r e d i t " and i t s e f f e c t on v e l o c i t y of currency a t some 

l e n g t h . ) The weakness i n t h i s view i s that no economic model supports 

the i m p l i c i t assumption that government (monetary) p o l i c y ought to be 

d i r e c t e d toward m a i n t a i n i n g the v a l u e of f i a t c u r r e n c y . 

In summary, then, w h i l e the above c la ims are v a l i d , they 

d i r e c t a t t e n t i o n to the wrong o b j e c t s . The models i n which one can 

account f o r the presence of valued f i a t money do not suggest that c o n t r o l s 

ought to be imposed so as to m a i n t a i n i t s v a l u e . As f o r the n o t i o n that 

government (monetary) p o l i c y ought to be d i r e c t e d to f i x i n g the q u a n t i t y 

of some strange hodge-podge l i k e one of the M's , Ml or M2 or M7, i t 

goes wi thout say ing that no coherent argument a long such l i n e s has ever 

been g i v e n . And that i s not s u r p r i s i n g . Could any theory a t t a c h a n a l y t i c a l 

s i g n i f i c a n c e to the sum of f i a t currency and demand d e p o s i t s (net of 

r e s e r v e s ) , a mixture of f i a t money and n o n f i a t money, or of o u t s i d e 

money and i n s i d e money? That sum can have no more a n a l y t i c a l s i g n i f i c a n c e 

than the sum of f i a t currency and the s h o r t - t e r m debt of auto manufacturers . 

I I I . THE LIQUIDITY AND SAFETY OF FINANCIAL INSTITUTIONS 

Under the proposed s o l u t i o n , banks would not be r e q u i r e d to 

h o l d reserves and the F e d e r a l Reserve would not be a lender of l a s t 

r e s o r t . Would not the r e s u l t i n g f i n a n c i a l system be unstable? A f t e r 

a l l , i s not a f r a c t i o n a l reserve banking system i n h e r e n t l y unstable and, 

i n a sense, more unstab le the s m a l l e r are reserves? 

There i s something to the view i m p l i c i t i n t h i s q u e s t i o n , but 

i t i s s e r i o u s l y incomplete i n i t s acceptance of the n o t i o n that there i s 

something n a t u r a l about f r a c t i o n a l reserve bank ing . Most ins tances of 

what we know o f as f r a c t i o n a l reserve banking have come i n t o e x i s t e n c e 

w i t h the a c t i v e p a r t i c i p a t i o n of government; the motive o f t e n being to 



- 6 -

enhance the demand f o r government i n t e r e s t - b e a r i n g debt . In the U.S. 

i t was s t a t e governments dur ing the p r e - C i v i l War " f r e e banking" e r a , 

the f e d e r a l government a t other t imes . Moreover, most banking panics 

can be exp la ined i n terms of the p u b l i c f i n d i n g out that i t s a s s e t s — 

h e l d i n the form of l i a b i l i t i e s of "banks"—were not safe even though 

"backed" by h o l d i n g s of government s e c u r i t i e s . The worst of a l l worlds 

would seem to be one i n which there i s u n c e r t a i n t y about whether and i n 

what sense there i s government back ing of the l i a b i l i t i e s of f i n a n c i a l 

i n s t i t u t i o n s . I f f i a t currency i s managed as here suggested, there i s 

no such u n c e r t a i n t y : i t i s known that the monetary a u t h o r i t y does not 

stand behind f i n a n c i a l i n t e r m e d i a r i e s . 

But what would a l a i s s e z - f a i r e banking system look l i k e ? 

F i r s t , i t i s p o s s i b l e that fewer l i a b i l i t i e s would be c o n v e r t i b l e on 

demand i n t o f i a t currency . (Would S&L shares be c o n v e r t i b l e on demand 

were i t not f o r a government insurance scheme and other presumed government 

back ing of the i n d u s t r y ? ) Second, I suspect that there would be 100 percent 

f i a t money-backed d e p o s i t o r y i n s t i t u t i o n s , o r , put d i f f e r e n t l y , that 

banks would compete, among other ways, by be ing s a f e . A f t e r a l l , would 

not s u c c e s s f u l f i n a n c i a l i n s t i t u t i o n s i n a l a i s s e z - f a i r e wor ld have to 

r e v e a l as much about t h e i r investment s t r a t e g i e s as do mutual funds? 

And, i f s o , then would there not be d e p o s i t o r y i n s t i t u t i o n s that o f f e r 

s a f e t y , which f o r demand debt means 100 percent reserves? 

While t h i s might be observed under l a i s s e z - f a i r e , i t w i l l not 

be observed, absent r e g u l a t i o n , i f l a rge c l a s s e s of f i n a n c i a l i n s t i t u t i o n 

l i a b i l i t i e s are insured at a premium that does not depend on the r i s k i n e s s 

of an i n s t i t u t i o n ' s p o r t f o l i o . With such an FDIC-type scheme i n e f f e c t , 

i n s t i t u t i o n s do not compete w i t h s a f e t y . Indeed, they have a p r o f i t 

i n c e n t i v e to take on as r i s k y p o r t f o l i o s as r e g u l a t i o n s a l l o w . Thus, i f 

there i s to be such i n s u r a n c e , s u f f i c i e n t l y s t r i n g e n t r e g u l a t i o n s must 

accompany i t , r e g u l a t i o n s that make i t unnecessary f o r the c e n t r a l bank 

to come to the a i d of the i n s u r e r . And r e s e r v e requirements could be 

part of such r e g u l a t i o n s . But t h e i r r o l e i s not to f a c i l i t a t e i n some 

vague way the o p e r a t i o n of monetary p o l i c y . The i r r o l e i s the obvious 

one of l i m i t i n g the i n s u r e r ' s exposure. 
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IV. THE CLEARING PROBLEM 

The aspect of the payments mechanism that I wish to d i s c u s s i s 

" c l e a r i n g . " A p r o t o - t y p e example w i l l e x p l a i n what i s meant by t h i s . 

In the course of p r o v i d i n g payments s e r v i c e s , each of a l a r g e number—n, 

say—of f i n a n c i a l i n s t i t u t i o n s (banks) acqu i res c la ims on some or a l l of 

the other n-1 banks. Severa l economic models and exper ience suggest 

that r e c o n c i l i a t i o n of these c l a i m s i s best accomplished by us ing a 

medium of exchange—for example, currency or c la ims on c u r r e n c y — t o 

reduce n ( n - l ) c la ims to n net c l a i m s . The c l e a r i n g problem, t h e n , 

i n v o l v e s f i n d i n g an e f f i c i e n t form f o r these net c l a i m s and an e f f i c i e n t 

way of producing them. Moreover, the e s s e n t i a l q u a l i t a t i v e nature o f 

t h i s problem seems not to be d i f f e r e n t a c c o r d i n g to whether the b a s i c 

c la ims take the form of paper checks or s o - c a l l e d " e l e c t r o n s . " 

C l e a r i n g c o u l d be accomplished by having each bank communicate 

w i t h each other bank, set t lement being made, say , by shipment of currency . 

Such a mechanism would seem to be c o s t l y i n terms of the amount of 

currency that banks would have to have on hand and, more important , 

c o s t l y i n terras of the number of d i r e c t communications r e q u i r e d . I t i s 

not s u r p r i s i n g , then, t h a t we have always observed c l e a r i n g accomplished 

through a h i e r a r c h y of " c l e a r i n g h o u s e s , " where at the apex i s a s i n g l e -

n a t i o n a l c lear inghouse whose customers are r e g i o n a l c l e a r i n g h o u s e s , and 

so on. The s p e c i f i c s t r u c t u r e of the e f f i c i e n t h i e r a r c h y or network 

depends on t r a n s p o r t and communication c o s t s , computing c o s t s , and on 

how much " n e t t i n g " can be accomplished by " l o c a l c l e a r i n g h o u s e s . " 

Two features of such an arrangement deserve comment. F i r s t , 

there i s a s i n g l e network. Each customer, whether one of the n banks or 

one of the c l e a r i n g h o u s e s , i s served by one c l e a r i n g h o u s e . There i s , 

then, an element of monopoly i n t h i s s t r u c t u r e . Second, each c l e a r i n g 

house operates under c o n d i t i o n s of d e c l i n i n g average c o s t . This i s 

i m p l i c i t i n the argument i m p l y i n g t h a t a network i s e f f i c i e n t ; i f the 

f i x e d c o s t s of d i r e c t communication were unimportant , then the network 

of c lear inghouses would not be e f f i c i e n t r e l a t i v e to p a i r w i s e c l e a r i n g 

between a l l p a i r s of banks. 

Absent Federa l Reserve involvement, one suspects that t h i s 

network would c o n s i s t of a h i e r a r c h y of v o l u n t a r y a s s o c i a t i o n s , the 

u l t i m a t e membership being the n banks. The advantages of a network of 
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v o l u n t a r y a s s o c i a t i o n s versus one w i t h F e d e r a l Reserve involvement would 

seem to be the same as the u s u a l l y a s s e r t e d advantages of p r i v a t e 

e n t e r p r i s e versus government e n t e r p r i s e . The members of the v o l u n t a r y 

a s s o c i a t i o n would reap the b e n e f i t s of o p e r a t i n g e f f i c i e n t l y and of 

s o l v i n g as best they could the d i f f i c u l t p r i c i n g problem posed by 

d e c l i n i n g average c o s t s . The on ly disadvantage of the v o l u n t a r y a s s o c i a 

t i o n i s that i t p o t e n t i a l l y o f f e r s a mechanism f o r c o l l u s i o n at the 

expense of those who purchase payments mechanism s e r v i c e s from the 

banks. 

CONCLUSION 

Whi le beginning w i t h the a c c e s s - p r i c i n g problem, I have been 

l e d to a d i s c u s s i o n of the e n t i r e monetary system. But t h i s i s i n e v i t a b l e 

The a c c e s s - p r i c i n g problem i s t i e d up w i t h membership. And membership 

i s a c o n c e r n — f o r a l l anyone has s a i d — o n l y because r e q u i r e d reserves 

are asser ted to be i m p o r t a n t . But the r o l e of r e q u i r e d reserves cannot 

be taken up except by way of a d i s c u s s i o n of the e n t i r e monetary system. 

The p o s i t i o n advocated h e r e — e s s e n t i a l l y that c e n t r a l banking be d i v o r c e d 

from banking—may seem r a d i c a l . But i t i s f a r from new. The view that 

"money" ought to be separated from p r i v a t e borrowing and l e n d i n g i s a 

t r a d i t i o n a l "Chicago Schoo l" v i e w . And, James T o b i n , among o t h e r s , has 

long argued t h a t d e p o s i t o r y i n s t i t u t i o n s are s imply one k i n d of f i n a n c i a l 
4/ 

in termediary .— I f t h i s i s so , then why p i c k out one p a r t i c u l a r form of 

p r i v a t e debt—demand d e p o s i t s , say—and view i t i n so s p e c i a l a way as 

i s i m p l i e d by l e v y i n g reserve requirements and by a t t a c h i n g s p e c i a l 

s i g n i f i c a n c e to the sum of t h i s form of debt and f i a t currency? 

What i s somewhat new i n what I have s a i d i s the p a r t i c u l a r 

i n t e r p r e t a t i o n of f i a t money that I have adopted and that I have taken 

s e r i o u s l y : I have i d e n t i f i e d f i a t currency w i t h the s t o r e of va lue i n 

a p a r t i c u l a r c l a s s of economic models. But there i s not much c h o i c e . 

Monetary theory i s i n i t s i n f a n c y , and t h i s c l a s s of models i s the on ly 

one i n hand that permits us to analyze the r o l e of f i a t currency and how 

— See, f o r example, James T o b i n , "Commercial Banks as Creators 
of ' M o n e y ' , " i n Banking and Monetary S t u d i e s , e d . by Deane Carson. ( I r w i n 
Homewood, 1963.) 
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best to manage i t . — Should we, i n s t e a d , analyze these problems without a 

model? Exper ience t e l l s us where that l e a d s : down the sequence from Ml 

to M2, e t c . Is there a l a r g e s t s u b s c r i p t ? 

— I n "Microeconomic Theor ies of Macroeconomic Phenomena and 
T h e i r I m p l i c a t i o n s f o r Monetary P o l i c y " (Studies i n Monetary Economics 3, 
F e d e r a l Reserve Bank of M i n n e a p o l i s , 1976), I defended the f o l l o w i n g 
p r e s c r i p t i o n : manage f i a t currency to make the p r i c e l e v e l as p r e d i c t a b l e 
as p o s s i b l e . As noted t h e r e , i n s imple models—those i n which d e c i s i o n 
per iods f o r the monetary a u t h o r i t y and c o n t r a c t i n g per iods f o r the 
p u b l i c n e c e s s a r i l y c o i n c i d e — t h i s i s accomplished by any d e t e r m i n i s t i c 
r u l e , i n c l u d i n g one that s imply f i x e s the s tock of c u r r e n c y . I d i d 
suggest t h a t i n more compl icated models—models t h a t e x p l a i n the term 
(matur i ty ) o f p r i v a t e c o n t r a c t s and, more g e n e r a l l y , the k inds of markets 
that emerge under d i f f e r e n t c i r c u m s t a n c e s — t h i s equ iva lance might not 
h o l d and t h a t an a c t i v e p o l i c y might be b e s t . I am now l e s s c o n f i d e n t 
about the l a s t p a r t of that s u g g e s t i o n . 


