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0O OO OO O O The external balance problem of the United States was different from the one faced by other
countries in the Bretton Woods system. As the issuer of the Nth currency, the United States was not responsible for
pegging dollar exchange rates. Its main responsibility was to hold the dollar price of gold at $35 an ounce and, in
particular, to guarantee that foreign central banks could convert their dollar holdings into gold at that price. For this
purpose it had to hold sufficient gold reserves. Because the United States was required to trade gold for dollars
with foreign cen-tral banks, the possibility that other countries might convert their dollar reserves into gold was a
potential external constraint on U.S. macroeconomic policy. In practice,however, foreign central banks were
willing to hold on to the dollars they accumulated,since these paid interest and represented an international money
par excellence. And the logic of the gold exchange standard dictated that foreign central banks should continue to
accumulate dollars. World gold supplies were not growing quickly enough to keep up with wrld economic growth,
so the only way central banks could maintain adequate international reserve levels [J barring deflation[] was by
accumulating dollar assets. Official gold conversions did occur on occasion, and these depeted the Amer-ican gold
stock and caused concern. But as long as most central banks were willing to add dollars to their reserves and forgo
the right of redeeming those dollars for Amer-ican gold, the U.S. external constraint appeared looser than that
faced by other coun-tries in the system.
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