The Community and the Disruption
of the World Monetary System*

I

Talk of European monetary union these days involves running
a scrious risk of being shrugged off by the professional sceptics
and so called realists who let the difficulties of the moment blind
and paralyze them about the possibilities of the future. In the very
short run they are right. For the last three years there has been a
series of crises, disappointments and setbacks, and the oil crisis has
given rise to new uncertainties, especially for England and Italy.
As a result, all -governments are loath to tie their hands by the
clearcut and binding commitments indispensable to the pursuit of
the economic, monetary and political union of the Community.

But we cannot remain indefinitely prisoners of the present.
The first stages of the construction of the Community have alrcady
yielded results which even the most optimistic among us would not
have dared hope for and which, indeed, have no parallel in the long
history of Europe. These are:

I. Measured in dollars, intra-Community trade has increased
more than tenfold, and extra-Community exports almost fivefold
since 1958. If we abstract from the increase in export prices, the
former has risen more than sixfold and the latter have more than
tripled in fifteen years.

2. The growth of the European capital market is even more
impressive. The international bonds placed on the Europcan mar-
ket have risen from about 350 million dollars in 1963 to over 5,000
million in 1973, and the Eurodollar market from a net of g billion
dollars in 1964 to 185 billion dollars in mid-1974.
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3. Migrations of workers between European countries have
also increased several times over,! thercby augmenting the income
of the poorest, reducing unemployment and underemployment in
the countries providing the emigrant labour, and increasing pro-
duction in the countries to which they have moved.

4. The Community’s gross national product, at constant pri-
ces, has more than doubled in 15 years, thus making possiblc an
unprcccdcntcd expansion in the material prosperity of its people.

5. Lastly and most important, the Community has dispelled
the nightmare which had for so long weighted on my generation
and those of my parents and grandparents and led to two world
wars in twenty years. A war between France and Germany has

become inconceivable nowadays.

These achievements should not be endangered. Both history
and public opinion would brand as criminals any statesmen who
proved incapable of discharging their task, however arduous it may
be at the present time. Our task is to back them and help them to the
fullest extent possible rather than to explain and excuse in advance
their Possible shortcomings. The economic, monetary and political
union solemnly promised by three summit conferences of heads of
State and Government must remain the cornerstone and inspiration
of future European policy.

The problems which presently assail us, far from excusing new
delays and tergiversations, make it essential, on the contrary, to
move sooner and faster than previously planncd. Furope, it is
clear, cannot by herself solve the world problcms of energy, infla-
tion and the disruption of the international exchange markets. But
her action is indispensable to reach eventual worldwide solution as
well as to ward oft the worst in the meantime.

I shall confine my remarks to the most anguishing monetary
problems that confront us today —— the world inflation and inter-
national monetary disorder — and I shall try to show how the
creation of a European monetary arca could both facilitate their
solution and thereby be of immense assistance in the final comple-
tion of the cconomic, monetary and political union of Europe. In

1 At the end of 1973, the Community countrics provided work for over 6 million
immigrants, of whom 1.8 millions came from member countries (875,000 Ttalians, 472,000
Trish, etc.) and 4.6 millions from third countries (666,000 Turks, 581,000 Juga-Slavs, 521,000
Spaniards, 488,000 Portuguese, 456,000 Algerians, 301,000 Grecks, etc)-
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deemed desirable or even necessary in the foreseeable future, both
by the United States and by European countries. This ought to
imply a radical reorientation of the exchange-rate policies inherited
from the past. These policies were anchored to the quasi-universal
acceptance of the dollar as the key currency of the international
monetary system, and, in consequence, to the acceptance of the
dollar as the only currency in relation to which every country
sought to define, stabilize, or, when necessary, adjust its own
currency’s rate of exchange. This policy was understandable as
long as the dollar was universally convertible and the United
States balance of payments relatively in equilibrium, but it became
extremely dangerous in the context of an inconvertible dollar and
of violent disequilibria in the United States balance of payments,
for it then led in fact to different national reactions to these dise-
quilibria and excessive fluctuations between the currencies of the
Community itself. Last July, for example, the Mark had gone up
by 15 per cent over the florin, 19 per cent over the Belgo-Luxem-
bourg franc, 25 per cent over the Danish crown, 51 per cent over
the French franc, 58 per cent over the pound and 62 per cent over
the Italian lira.

Fluctuations on this amplitude between the currencies of the
Community may prove necessary in exceptional circumstances such
as those which have characterized this period, but it is hard to
believe that the customs union could survive for long if each of
its members were free to devalue its currency unilaterally, for such
a decision is equivalent in practice to the unilateral institution of
customs duties on imports and of export subsidies, not to mention
its effects on financial contracts.

It would admittedly be premature to demand of the Com-
munity countries an irrevocable stability in their intra-Community
rates of exchange until considerable progress has been made in
harmonizing their internal policies — both fiscal and monetary —
and institutionalized by sufficient transfers of jurisdiction from
national to Community bodiecs. An interim but urgently necessary
solution would be the creation of a Europecan Exchange Area,
focussing the definition and readjustment of the rates of exchange
of each country upon the currencies of the Community itself rather
than upon the dollar.

In fact, the dollar is far from being the “centre of gravity”
of the Community countries’ foreign trade. On the average, the
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United States absorb only a small (7.5 per cent in 1973} and declin-
ing fr‘actlon (it was 10 per cent in 1958) of the Community
qountnes’ exports, whereas the Community itself absorbs a propor-
tion almost seven times as great (52 per cent in 1973) and growing
(1t was 35 per cent in 1958) of member countries’ exports.

It is extremely probable, moreover, that a large number of
ot}?er _countries would have the same reasons for stabilizing — or
adjusting — their cxchange rates in relation to a Community area
rather than to the dollar. This is particularly evident in the case of
the other Western European countries and of Africa and the Middle
East. These three regions export from 27 to 58 per cent of their
global trade to the Community and only from 4 to g per cent to
thc.Umted States. A monetary area grouping Western Europe
Africa and the Middle East would absorb on the average 75 per ccnt’
of member countries’ exports, that is, nearly ten times more than their
cxports to the United States (8 per cent) and almost six times more
than their exports to the whole Western hemisphere (13 per cent).
. Other countries would tend to gravitate in the same direction
either for economic or for financial and political reasons, espccially’
the Eastern European countries, South Africa, New Zealand and
Australia. To avoid cramming you with figures, I would refer
you for f}lrther details to Table I in Annex. To c’ome back to the
Community (?f Nine, over 83 per cent of its exports in 1972 (and
85 per cent in 1g73) went to the countries listed above, and less
than I7 per cent (15 per cent in 1973) to the rest of the world
including about 8 per cent to the United States. ,

The formation of a European monetary area would thus create
a frame.work and a centre of gravity which would be particularly
appropriate to these countries’ foreign exchange policies. It would
fac1l.1tatc the maintenance of at least a presumptive stability in the
forc1gn.cxchange rates of certain countries in relation to each other
= as s already the case for the members of the Community
shiake ™ — and also the decisions to be taken and negotiated with
the United States as regards their dollar rates.

i

. I hope tl}at I have convinced you that the creation of a
1n.xropfzan'1301:-:1;::;{1 exchange area is just as essential in order to cope
with the immediate problems facing us now as it is a precondition
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for further progress towards the economic and monetary union
promised by the Summit Conferences. This aim ought, it scems
to me, to elicit unanimous agreement if adequate answers can
be found to the problems which it raises. I shall therefore devote
the rest of this paper to an examination of the five basic questions
to which we must find an answer:

1. To avoid as far as possible exchange-rate fluctuations trig-
gered by temporary and reversible disequilibria, and risking unnec-
essarily to create undesirable and indeed unacceptable disturbances
in basic competitive conditions governing trade between partici-
pating countries, and to invite reprisals which might lead to the
collapse of the common market.

2. To ensure, on the other hand, the readjustments of exchange-
rates which are essential if major and persistent disequilibria bet-
ween national policies are to be correcied.

3. To coordinate foreign exchange interventions in third cur-
rencies — that is, essentially in dollars — to the extent necessary
to seccure the effective maintenance of the intra-Community rates
agreed between participating countries.

4. To define a European unit of ecxchange — and not just a
unit of account - accessible to the private sector, capable of being
dealt in on the market on the same basis as the dollar, the Euro-
dollar and other Euro-currencies, and of being used for interventions
by central banks as well as for the repayment of multiple credit
operations, both official and private,

5. At some later date — but let us hope, fairly soon — to
simplify and facilitate immensely the practical application of these
measures by the gradual transformation of the mini-Ewropean
Fund for Monctary Co-operation into a body whose task would
be to ensure, not the merging, but the joint management, of the
Community countries’ national monetary reserves.

Let us now. take up, one by one, each of these five problems
in order to try and find ‘a concrete solution for them, sufficiently
logical and convincing to be negotiable in the present difficult context.

The Community and the Disruption of the World Monetary System

1. To Avoid Reversible and Disequilibrating Fluctuations

The solution of the first problem is to be sought above all in
the adaptation, cxpansion and improvement of the égrccmcnts at
present in force regarding the functioning of the Community
“snake” and mutual monetary support arrangements. Countries
in deficit should be guaranteed, in case of need, the co-operation
indispensable to avoid a devaluation or a depreciation of their
currency deemed undesirable — or even unacceptable — by their
partners. Vice versa, surplus countries should have the right to
prefer — even as a lesser evil — the temporary accumulation of
reserves or credits on their partners to a revaluation or appreciation
of their currency which was also deemed undesirable or unaccep-
table by them and their partners.

The present short-term monctary support agreements have set
up, to that end, a series of credits and so called « rallonges * totalling
4,225 million units of account (about $5 billion) for borrowers and
6,950 million units of account (about $8.3 billion) for lenders?
These credit ceilings are clearly insufficient in the present context,
It is paradoxical that the countries of the Community grant each
other, in support of such ambitious and binding commitments as
those of the Treaty of Rome, only a fraction of the credits granted
by them to the United States who are not bound by such commit-
ments and with which their trade is only about a seventh ($15.8
million in 1973) of their trade among themselves ($r11.2). Leaving
aside, in the present climate of mistrust, the most logical and even
the most indispensable long-term solution (see point 5 below), the
minimum mutual monetary support commitments politically and
financially acceptable at present should be at least equal to the
bilateral so-called « swap ” commitments of the Community countries

' 2 The difference between these two totals aims at avoiding the possible exhaustion of
lending commitments before borrowing rights are exhausted, should the use of such rights
bc_ concentrated on one or two strong surplus countries, Germany’s overall lending com-
mitment, for example, totals 2,400 million units of account (a queta of 1,200 million plus
a “rallonge * of 1,500 million), whereas the others’ borrowing rights amount to 3,625 mil-
lmn.(quotas of 2,125 million plus “ rallonges ” of 1,500 million). The inadequacy of the
lending commitments would be greater still if borrowings were concentrated on a country
whose lending quota was less than Germany’s.
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to the United States, ie., $11.8 billion, or 10 billion units of
account. _

Subject to later adjustments, these ten billion units could be
distributed in accordance with the proportions at present in force,
ie., about 2.2 billion each for Germany, England and France,
1.5 billion for Italy, 750 million for Belgium and Holland, 300 mil-
lion for Denmark and 100 million for Ireland. The actual or
foresecable exhaustion of a credit or debit quota would automati-
cally lead to consultations between member countries regarding the
political choice to be made between the various courses conceivable
in that case — increases of the credit ceilings, control of capital
movements, adjustments of parities or allowing the rates of exchange
to foat. I will revert under (2) below to the modalities of consul-
tation likely to render as palatable as possible for all countries con-
cerned the choice, which will in any case be unavoidable, between
these solutions, all of them unpleasant.

A drastic reform of present repayment provisions is just as
important as the raising of existing credit ceilings. It is, to say the
least, paradoxical that a substantial part if not the whole of these
reimbursements can now be effected in inconvertible dollars, ie.,
in fact by a simple substitution of a claim on the United States
for a claim on a member country, The creditor countries themselves
would have every interest in preferring to such a reimbursement
the transfer of bonds, either medium- or long-term, expressed in
terms of the Community unit of account — conferring on them an
appropriate exchange guarantee — and negotiable on the market,
to mop up, if need be, liquidities deemed excessive or inflationary.
The adoption of a system on these lines would in addition pave
the way for “open market” operations which are indispensable
for the future management of the monetary union of the Com-
munity. As to the real final reimbursement of the intra-Community
credits or bonds, this ought to be effected solely either in the cur-
rency of the creditor country, or in truly international assets — ie,
in Special Drawing Rights or other similar reserve assets on the
International Monetary Fund — or in gold at a (fluctuating) price
to be agreed between debtors and creditors, but doubtless close to
the current prices on the free gold market.

The Community and the Distuption of the World Monetary System I

2. To Ensare Indispensable Readjuctments

It would, however, be unrealistic to cxpect that the measures
just suggested will succeed in avoiding all needs for exchange
readjustments in the foresccable future. Different thythms of in-
flaion — or deflation — between Community countries will
continue to make such adjustments imperative if they are not cor-
rected in time, .

Of course prevention is better than cure, and our rulers ought
to be convinced that it will be infinitely more unpleasant, difficult
and dangerous for them to end inflation tomorrow than to avoid
it today. Nonetheless, we must be prepared for setbacks, and these,
until cconomic and monetary union is completed, will still involve
excessive balance-of-payments disequilibria between the countries of
the Community.

The persistence of such disequilibria will inevitably raisc serious
problerns both for surplus and for deficit countries, no matter how
they are financed (by loans or scttlements). They may impose on
the surplus countries an excessive expansion of their monetary issues,
and, in consequence, lead to inflationary rises in prices and wages;
they may subject the deficit countries to deflationary pressures,
and, in addition, to losses of net teserves which cannot conceivably

‘be borne indeﬁnitciy.

- In these circumstances, it will be impossible for the countries
of the Community to avoid the choice between four alternative

policies or a combination of these policies:

) an anti-inflationary or anti-deflationary adjustment of internal
policies will, obviously, be most appropriate::

_ D for a deficit country whose external deficits coincide with
internal rises in prices and wages, since both phenomena reflect

‘the’ inﬂationary ﬁnancing of levels of consumption and investment

exceeding the country’s productive capacity and its ability to raise
loans under acceptable economic and political conditions;

.. i) for a surplus country whose external surpluses coincide
with internal dcﬁatmnary pressures, since these two phenomena
reflect demand levels insufficient to absorb the country’s productive

: bapacity.

£) But internal readjustments will be just as inappropriate and
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unacceptable when the surpluses or deficits in the balance of pay-
ments are due:

i} to over- or under-competitive levels of prices and costs
whose international correction would impose, on the deficit country,
prolonged policies of deflation and unemployment, and, on the
surplus country, an excessive rise in its prices and wages; an adjust-
ment of the rates of exchange, restoring competitive levels of prices
and costs, is distinctly preferable in these cases for all the countries
concerned:

i) to excessive movements of capital which cannot be attri-
buted to overvalued or undervalued exchange rates and for which
the most acccptablc correction in the countries in question would
consist in a concerted adaptation of interest rates or in temporary
and jointly applied restrictions on the inflows or outflows of capital
which they deem least desirable.

¢) Lastly it is still possible that the disadvantages inherent in
each of the three policies énvisaged above are such that it would
scem preferable to seek to avoid, attenuate or spread them over
a longer period of time, even at the cost of further financing of
the balance-of-payments disequilibria.

In any case, the effectiveness or likelthood of success of the
policies adopted would be considerably diminished if they were
adopted unilaterally — thereby incurring the risk of provoking
protective mcasures or reprisals on the part of the partner coun-
tries — and would on the contrary be powerfully reinforced by the
concerted adoption of complementary measures by the debtor and
creditor countries.

A procedure ensuring mutual and rapid consultations should
therefore be rapidly brought into play in the case of persistent
disequilibria. The initiative for such consultations should normally
come from the country ready to take itself the measurcs necessary
for the elimination or reduction of its surpluses or deficits. An
excessive rate (x per cent per month) of increase or decrease in a
country’s net reserves beyond or below an agreed “fork” around
“normal” or “desirable” reserve levels should give that country:

@) the benefit of the doubt regarding the most appropriate
measures which it is itself disposed to take in order to deal with
the situation;

S

stk
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b) the unconditional right to cease or limit its exchange inter-
ventions on the market, thus allowing its currency to fluctuate
upwards or downwards, without however accentuating these fluctua-
tions by its own interventions in the market; but solely

¢) to the extent that the other alternative measures discussed
above were unable to rally the agreement of the partner countries
or proved incapable of resolving the problem.

In the case (which, it is to be hoped, would be exceptional)
in which a country with an excessive surplus or deficit was too slow
in setting in motion the necessary consultations, the other countries
should have the right to initiate consultations — which should
be as secret as humanly possible — aiming at a readjustment, by
the country in question, of its internal policies, its exchange rates
and/or its rates of interest and controls of capital movements.
Such an initiative would obviously be very delicate and ought not
to be invoked except 1n extreme cases. It might be confined, for
example, to a group of countries whose overall reserve losses or
gains exceeded the limits mentioned above and whose combined
quotas for mutual monetary support exceeded 50 per cent of the total

The three rules mentioned above regarding the benefit of the
doubt and the right to suspend or limit interventions in the cxchange
market in case of disagreement would be applicable jointly to the
countries taking the initiative in calling such consultations.

-. In either case — but especially in the former case —— it would
obviously be extremely desirable to apply Articles 148 and 149 of
the ']:"rcaty of Rome as regards voting rules rather than to require
unanimity for the adoption of any agreement deliberated by the
Council.

If. it still seems utopian at this stage to imposc on a country
an adjustment of its exchange rates which appears indispensable
to .thc others, the latter ought at least to be released from their
obligation to intervene themselves in the exchange market in
order to maintain the stability of a currency which is deemed clearly
overvalued or undervalued by a qualified majority of the Council.

.. 3 This would in fact mean that such an initiative could only be taken by at least:

a.ndi :I;Yani)c )t;he three countries whose quota exceeds 22 per cent of the total (Germany, England
_ b) or by two of these countries, plus Italy or Belgium, or Holland;
‘i) or by one of these countries, plus Italy, Belgium amd Holland.
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3. Extra-Commumty Rates of Exchange

The application of the rules suggested under (2) above regarding
the intra-Community rates of exchange obviously implies a con-
certed policy by the participating countries in their foreign exchange
interventions in currencies other than those of the Community,
ie., practically, in the dollar market.

The simplest and most rational solution would be to declare
to the International Monetary Fund the parities at which the
countries of the Community pledge themselves to buy or sell their
currency to the IMF and to foreign monetary authoritics agatnst
Special Drawing Rights or other reserve accounts on the Fund, but
not in dollars as long as the dollar remains inconvertible. They
would in the same way abstain from selling or buying on the
market any inconvertible currency, including the dollar. This was
in fact the policy followed until 1971 by the United States in
application of Article IV, Section 4 (b) of the Statutes of the IMF.
They were defending the declared parity of the dollar by purchases
or sales of gold to foreign monetary authorities, but abstained from
all purchases or sales of national currencies, both in the market and
from or to the monetary authoritics. '

This solution, however, cannot be applied completely in the
present circumstances, for the following reasons.

The first is that the countries of the Community are legally
bound by their “swap” agreements to lend, temporarily, their
currency to the United States against dollars for amounts negotiated
bilaterally but totalling at present $11.8 billion.

The second reason is that this solution would indefinitely block
any use of the dollars and Euro-dollars which now constitute almost
the whole of the exchange reserves (over §41 billion last August)
accumulated by the countries of the Community under the now
defunct régime of the dollar standard, and which they might need
tomorrow in order to settle their oil and other deficits. The most
logical solution of this problem would obviously be a world agree-
ment on the conversion of these surplus dollars into Special Drawing
Rights, as envisaged by the Committee of Twenty in its proposal
for a “substitution account”. But such an agreement has still to be
negotiated. _

The third reason is that no country can afford to remain indif-
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ferent to the rate of exchange of a currency as important as the
dollar and to leave to the United States the power to decide alone
and unilaterally on the rate of the other currencies — and in any
case of theirs — in relation to the dollar,

For these three reasons, purchases or sales of dollars by the
countries of the Community will continue to be indispensable in
the future as they have been in the past. The overall limits of these
sales and purchases ought however to be subject to concerted deci-
sions, in as close consultation as possible with the United States
and‘ ic IMF. Failing which, they might be subject to contradictory
decisions, or provoke — by way of arbitrage — upward or down-
ward pressures deemed unacceptable by certain other countries of
the Cornmunity.

These decisions, concerted and revised periodically, might fix the
maximum amounts of the interventions deemed necessary in order
to moderate excessive Auctuations in exchange rates, or, on the
contrary, to promote the exchange-rate readjustments which would
appear desirable,

They ought obviously to be taken in the light of the overall
balance of payments of the member countries with the rest of the
World., and pariicularly with the United States. The divergences
of opinion between member countries regarding the concerted rate

of the dollar ought not, however, to make agreement impossible,
for two reasons:

_cz) the fact that the dollar rate affects only a small fraction of
their exports to the European area and is therefore of sccondary

1mp01'ftancc compared to their rates vis-i-vis the other currencies
of this area;

&) the possibility for any minority country of subordinating
lts agreement to the revision of its intra-Community rate of ex-
change, following the procedures suggested under {c) above.

4 4 European Unit of Exchange

_ The present _functioning of the “snake” is based on the accept-
ance, at least tacitly, of a Community unit of account. The inter-
vention rates for purchases and sales between any two currencies

.. - [13
of the “snake” correspond to the agreed margins of fluctuations
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around the “central rates” notified to the IMF in relation to the
Special Drawing Rights unit (and no longer to gold or the dollar).

These central rates should be explicitly redefined in terms of a
Europa unit of account, for three reasons:

) Because the Special Drawing Rights unit of account is now
subject to two different interpretations:

1) a legal definition in gold, incorporated in the Statutes of
the Fund, but which has become completely academic;

ii) an “interim * definition in a “basket of currencies” which
came into force last July.

B) Because a definition in terms of the Europa would express
more preciscly the reality of a policy which permits a distinct
evolution :

i) in any readjustments of a Community currency in terms
of the other Community currencies;

if) in any readjustments (parallel readjustrments, however)
of the currencies of the Community as a whole in relation to
Special Drawing Rights.

¢) Because it is urgent to be able to transform the Community
unit of account into a unit of exchange, accessible to the private
sector and capable of being dealt in on the market in the same way
as the dolar, the Euro-dollar and the other Euro-currencies. Special
Drawing Rights seem still to be nowhere near being in a position
to play this role.

There remains the question of the most acceptable definition
of this Europa unit. Three suggestions, at the very least, deserve
consideration

) The first would be to dodge the question. The exchange
value of the Europa would simply be defined by its interconverti-
bility into Community currencies at the exchange parities notified
by each country to the Community, and capable — for a time at
least — of being readjusted in case of need.

This might provide the simplest and most rational solution,
but it will doubtless prove acceptable to public opinion only when
it has become sufficiently familiar with a Ewrops which has already
acquired an established position in the market. It should be noted
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that the dollar enjoys widespread acceptance, both abroad and in
the United States, although it is no longer defined in terms of
anything else, except by freely fiuctuating market rates.

b) The second solution would be to retain — but explicitly
define — the systern ac present in force for the “snake” currencies,
ie, to define the Europa in terms of the Special Drawing Rights,
subject obviously to readjustments of that parity if need be, just as
all currencies are Hable to do so in accordance — or alas all too
often in contradiction — with the Statutes of the IMF.

¢) The third solution would be to choose one of the European
units of account already used by the market for the issue of
international bonds. T would eliminate at once, in this connection,
the ECU definition, which is equivalent to a currency option by
the creditor, as too risky and unfair to the borrowers; and I shall
confine my comments to the Europcan Unit of Account, to the
EURCO, and to a possible combination of these two formulae in
a new one,

The European Uniz of Account (UC) has the enormous advan-
tage of already being widely accepted by the market. The bonds
subscribed by the public total an amount equivalent to over a
billion dollars, and their reimbursement value has obviously increa-
sed considerably in relation to dollar bonds, and substantially in
relation to the EURCO because of the predominance of devaluations
over revaluations. The definition of the UC, initially modelled on
that of the European Paymenzs Unton unit of account, is also very
close to that of the agricultural unit of account of the Community.

- lts basic aim is to preserve the equivalence of the UC with the
___";__currencies of reference which prove the most stable in fact (ie.
© - which revalue or devalue least).

~. A double difficulty has arisen in this connection:

~o o a) This stability was originally measured, like the parities
- declared to the IMF, in relation to a certain weight of fine gold
_(9.88867088 grams). These parities having become academic, it will

-+ be measured in the future by reference to any standard (for example,
" Special Drawing Rights) in which the parities are expressed. This

- hew: definition, however, could itself become unacceptable if all
- the currencies of reference — or even only the most important of

- them:— were one day to cease to maintain such a parity.
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b) The parities declared to the Monetary Fund have become
completely academic, since an increasing number of currencies
— including all the currencies of reference — now fluctuate on the
market at rates unconnected with the parities or “central rates”
(in Special Drawing Rights or in dollars) notified to the IMF.

The formula of the EURCO is not subject to this double
difficulty since it is defined by a weighted basket of participating
currencies at their market value. But it raises two objections:

a) the EURCO changes its value every time the exchange value
of any currency of reference appreciates or depreciates.

) In order to make it acceptable to the market, the present
formula gives an abnormally high weighting to the currencies
which the market thinks are likely to appreciate and an abnor-
mally low weighting to those thought likely to depreciate. This
makes the formula difficult to accept politically by the official
authorities of those countries whose currency is regarded as weak,
and would entail repeated changes of weighting, which would be
upsetting for the market, every time speculators change their
views regarding the strength or weakness of the currencies of
reference.

I shall therefore hazard a new definition of the Faropa com-
bining the advantages of the UC and the EURCO and avoiding
their disadvantages:

4) The reference base in relation to which the future stability
of the participating currencies would be measured could be that
of the EURCO basket, but with a permanent weighting, based
for example on the agreed quotas of participation of the different
countries in the mutual monetary support.

&) The Eauropa would not, however, vary every time a single
currency appreciated or depreciated. Its current reimbursement
value would remain equivalent to that of the currency or currencies
whose market value remains stable or shows the least variation in

relation to the EURCO package defined under (a).

A Europa calculated in this way in mid-1g6g — before the
great upheavals of recent years — would, if my calculations are
correct, have had, on 30 September 1974, a reimbursement valuc
calculated on the Danish crown and reflecting a depreciation of
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about 19 per cent in terms of the Mark, 15 per cent toward the
Swiss franc, 11 per cent toward the schilling, ¢ per cent toward
the guilder, 6 per cent toward the Norwegian crown and 4 per
cent toward the Belgo-Luxembourg franc, but an appreciation of
I per cent over the yen, 5 over the Swedish crown 12 over the
Canadian dollar, 17 over the French franc, 23 over the dollar, 26
over the pound sterling, and 29 over the lira,

In the last three months of this period, the Europa would
have remained relatively stable in relation to almost all the other
main currencies, with its value practically unchanged in relation to
the guilder and the Swedish and Norwegian crowns, and with a
maximum rise of 3 per cent over the yen and a maximum fall of
3 per cent below the French franc. From the end of August 1o the
end of September, it would have remained practically stable in
relation to most of the main world currencies including al] the
Community currencies, except for the French franc, whose value
in terms of the Europa would have appreciated by slightly over
I per cent.

A Europa calculated in this way would, by definition, maintain

the maximum stability vis-d-vis the Community currencies as a

whole, ie, the most tmportant currencies by far in the foreign
trade and financial relations of the participating countries. It would
have the same advantage, as I have just stressed, for the other

.c'()untrics of Burope, Africa and the Middle East.

Do not, however, ask me to conclude this debate at this point,
for none of these formulac is exempt from risks, drawbacks and
ambiguities.* 1 would far prefer first of all to clarify my own
_thoughts by begging you for your own opinion and especially those

'a_r'nong you whom their experience of the market puts in a far
bcttcr position than me to express a clear preference for one or the
L '0'__th_er of these formulae. My main concern is to accelerate such a
~ debate and the conclusion of an agreement between the Commu-

nity- authorities and the private market on the most rapid possible
adoption of a Community unit of exchange. The best is the enemy

4 The last one which T have just examined, for example, ocught no doubt to be

-+ slightly amended in order to avoid a violent switch from the Icast depreciated o the least

apprcclate‘d.currency, or #iceversa, becawse of a slight fluctuation in relative percentages
of depreciation and appreciation which are very close to each other. ‘This could be done by

- vexcluding any currency that has depreciated in terms of the average,
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of the good, as the French proverb puts it, and even an interim
definition — like that of the Special Drawing Rights — would
be preferable to prolonged debates on an “ideal” and “ definitive »
definition, which in any event will remain clusive in the absence of
a worldwide agrecment on the restoration of an international
monetary order.

The adoption of a Community unit of exchange would be
particularly opportune at a time when the Community envisages
the need to issue, in the coming months or even years, a number
of international loans. The possibility of denominating certain of
these loans in such a unit would without any doubt facilitate their
placement with some, at least, of the subscribers.

This does not, however, in any way mean that a monopol
must be granted to the Europa in this respect. The first issue
cnvisaged at this moment is that of dollar bonds, but no formula
should be # priori ruled out. It is even possible, for example, that
issues of bonds indexed to the cost of living or to a “basket” of
those raw materials and/or manufactured products which are the
most important in international trade, would be so attractive to
certain subscribers that they could, in the present circumstances, be
placed at nil or quasinil interest rates, thus making them attractive
to the borrowers also.

A range of borrowing formulae, which is desirable and indeed
inevitable in present circumstances, could in fact help to throw
light on the final choice of the Community as to the most appro-
priate definition for settlements between the monetary authorities
of the Community and their interventions on the market.

5. Joint Management of National Monetary Reserves

I shall abstain from repeating here the arguments, which I
have developed ad nauseam in numerous publications,” for a jormt
management of the natzonal monetary reserves of the countries of
the Community. This joint management is in any event indispensa-
ble to the completion of the economic and monetary union, and
would, contrary to a widespread opinion, in no way imply the
transfer of national monetary reserves to a Common Fund on

5 Especially in various reports to Jean Monnet’s Aetion Committee for the Upited
Stutes of Europe.
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which each country would be free to overdraw. It would simply
mean that the countries of the Community would place their
reserves with an institution managed jointly by them, thereby
reinforcing their negotiating power, instead of placing them directly
in Treasury bonds or deposits in foreign banks over whose manage-
ment they have not the slightest control.

The European Fund of Monetary Co-operation constitutes a
first step — desperately modest and inadequate, alas —- in this
direction. Let us hope that the sombre climate which at present
paralyzes the chances of success of an ambitious negotiation will
be sufficiently dispelled in the coming months to convince the
Council to take a stand on the extremely constructive proposals
which have already been twice submitted to them by the Commis-
sion of the Communities.

Conclusions

To sum up, it appears to me that the urgent adoption of a
few agreements — modest, but crucial and perhaps germinal —
ought to rally the unanimous support of the sceptics as well as
of the enthusiasts, given the worldwide and European crisis with
which we are now faced. These agreements would constitute,
for the latter an essential step in the direction of economic and
monetary union, which has been repeatedly promised by the Summit
Conferences. They ought to be, for all, a means of influencing
and accelerating the negotiation of the world monetary reforms
which are indispensable in the long run. In the meantime, they
would help to limit and palliate, as far as this is possible, the
inevitable repercussions of worldwide inflation and of fluctuating
rates of exchange on the economies and on the commercial and
financial relations of the countries of the Community, the asso-
ciated countries and many others whose foreign trade is predomi-
nantly with Europe.

I. A revision of the mutual monetary support agreements and
of the rules governing the functioning of the Community’s “ mini-
snake ® ought to make the latter more attractive and acceptable
to all:

a) by facilitating the rapid adoption and the success of the
concerted readjustments of exchange rates and other instruments
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of internal and external policy that remain in certain cases un-
avoidable;

b) by permitting countries in difficulty to avoid the adoption
and contagion of exchangerate fluctuations and other measures
that might cause unhealthy and unnecessary disturbances in com-
petitive conditions between member countries and reprisals jeop-
ardizing the very survival of the Community.

2. The rapid adoption of a Community unit of exchange
— and not only of a “unit of account” ought to:

a) greatly facilitate Community loans and borrowings, both
external and internal, particularly urgent in the present circum-
stances;

b) help to broaden, orient and strengthen the Furo-bond and
Euro-currency markets;

c) make it possible to replace, at least partially, a dollar which
has become inconvertible and fluctuating by a more appropriate
unit in a number of official and private contracts, in the interven-
tions of central banks on the exchange market and the repayment
of mutual support and other credits between Community countries.

3. This new unit of exchange must obviously be integrated in
a world system — and not only a European one — of exchange
rates, settlements and reserve management. Its rapid adoption would
be particularly useful for preserving a minimum of order, stability
and cohesion in the present régime of floating rates. The revision
of the interim arrangements — which are alone conceivable at the
present time — will no doubt become imperative when, at some
distant date, worldwide arrangements are at last negotiated and
put into application.

Inaction is doubtless the easiest (but also the most loathsome,
not to say criminal} response to the uncertainties which at the
present time paralyze Community negotiations.

Is it vain to hope that our Heads of Government will try to
prove, at their Summit Conference, that “impossible” is not
European any more than it is French?

New Haven

RoserT TRIFFIN
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STATISTICAL APPENDIX

TaBLE 1 A

SOURCES AND USES OF INTERNATIONAL RESERVE CREATION: 1950-1975
(in billions of U. 8. doltars)

. Other Countries
World United

States

Total Devel, LDC's

I. Reserve Assets . . . . ., . ... 198.2 | —11.6| 140.8 | 1138 36.0
II. Reserve Liabilities . . . . . . . . I23.1 8g.9| 353.2 29.6 8.7
1. Foreign Exchange . . . . . 1119 87.3] 24.6 24.6 —
2. SDR Allocations . . . . . , 1.2 28 8.5 5.6 2.8
3 IMF Credits . . . . .. .. 0.1 — oz 0.3 | ~o0.5 0.8
4. BIS Credits ., . . ... .. —0.2 — | —0.2 | —0.2 —
" IIL Surpluses or Deficits (—) (I-11},
Total = World Monstary Gold? . I5.0 |— ror5| 116.4 4.3 32.3
I, At §35 an ounce . , , . . . 6.5
2. Revaluation to $42.22 an ounce 8.5

Notes:

1. All these estimates are derived from IMF publications and exclude the com-

. munist countries, for which reliable estimates are not available.

i.. 2, The huge reserve increases of this period — from $46 billion in 1g4g to $184

s . billion in 1973 — can be seen to have resulted overwhelmingly — and indeed exclu-

sively in the last decade, except for SDR alloeations — from the accurnulation of foreign

. ‘exchange {primarily dollars) and the revaluation of gold,

3. The net rescrve increases of the rest of the world have in effect financed

- "about $go billion (88 per cent) of the more than $100 billion cumulative deficits of
. * the United States.
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TABLE 1 B

SOURCES, DISTRIBUTION AND USES OF INTERNATIONAL
MONETARY RESERVES: 1937-1973

(in millions of current U. 8. dollars)

S R

Other Countries
Fnd of Year World S Total Developed | LDO's

1957
A, Reserve Assets . . . . . . . 27,655 12,790 14,865 12,568 2,297
B. Reserve Liabilities . . . . . 2,565 436 1,925 nogsl —

1. Poreign Exchange . . . 2,370 430 1,940 1,940 —

2, BIS Credits . . . . . . —35 — — 5 —5 —
C. Net Reserves (8-B) . . . . 25,200 12,360 12,930 10,633 2,297
1949 ‘

A. Reserve Assebs . . . . . . . 46,1161 26,024 20,092 11,320 8,763
B. Reserve Liabilities . . . . . 1,12 3,361 7,951 7,877 74
1. Foreign Exchange . . . 11,158 3,360 4,708 7,768 —

2. IMF Credits . . . . . 208 I 207 133 74
g. BIS Credits . . . . . — 54 — — 54 —n54l —
C. Net Reserves . . . . . N 34,804 22,663 12,747 3,452 8,689
1959
A, Reserve Assgis » « . . . . . 57,599 21,505 36,094 26,485 9,609
B. Reserve Lighilities . . . . . 17,382 10,605 6,777 6,453 924
1. Foreign Exchange . . . 16,444 10,120 6,324, 6,324] —
2, IMF Credits . . . . . 844 485 359 35 324,
3. BIS & EF Credits . . . g4 — 94 a4 —
C. Net Reserves . . . . . . . 40,217 10,g00| 26,817 20,032 9,285
1989
A, Reserve Assets . . o . . ., 78,265 16,964 61,301 ¢50676| 15625
B. Reserve Liabilities . . . . . 27,258 21,567 15691 rg,yoy o84
1. Foreign Exchange . . . 32,415 20,698 11,719 11917 2 —
a, IMF Credits . . . . . 4,415 869 3,546 2,562 984
g. BIS & EF Credits . . . 428  — 428 428 —
C., Net Reserves . . .« . . . 41,007 — 4,008 45010 30,969 14,641
972
A. Reserve Assets . . . . . . . 158,720 I13,I50) I45,570 rIg,435| 32,135
B. Reserve Liabilitis . . . . . 113,814 79,673 34141 30,758 5,403
1. Foreign Exchange . . . 108,610 47,371t 26,230 26,239 —
2. SDR Allocations . . . . 10,115 2,491 7,622 5,078 2,549
3. IMF Credits . . . . . 354 - 18g 543 — 311 854
4. BIS & EF Credits . . . —~- 263 — —afs| —abz] —
C. Net Reserves . .« + + . . . 44,906|— 66,5231 111,426 82,697 28,732
1973
A, Reserve Assets . .« « . . . 84,275 14,378 169,897 I25,177 44,720
B. Reserve Liabilities . . . . . 154,427 93,248 41,079 57,438 8,747
1. Foreign Exchange . . . 123,075 909,685 32,390; 32,300 —
2, SDR Allocations . . . . 11,237 2,764 8,470 5,635 2,832
g, IMF Credits . . . . . 350 — 204 554! — 352 go
4. BIS Credits . . . . . . — 235 = — 235 —235 —
C. Net Reserves . . . . . . . 49,848|— 78,870, 128,718 87,789 49,979
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EXPLANATION

1. Purpose

The purpose of this Table is to recast the * International Reserves
Tables of International Financial Statistics in a more integrated (1) and mean-
ingful fashion, highlighting the relationships between the sources, distri-
bution and uses of reserve creation since 1937 and their relationship to
the financing of balances of payments.

Scurces of Reserve Creation. The “ World  column shows gross reserve
assets (line A) as the sum of various liabilities used as reserves (foreign
exchange, SDR allocations, IMF, BIS, and EF credits, shown on lines
B, 1-5) and of world monetary gold stocks {(line C),

Disiribution and Uses of Reserves. The other four columns distribute
between the United States and other major areas (developed and less
developed):

a) gross reserve assets {line A);
b) reserve liabilities (line B); and

¢) net reserves (line C = A-B), reflecting the cumulative balance-
of-payments surplus, or deficit, of each country or area on
official settlements.

Further breakdowns by individual countries and years would thus inte-
grate reserves creation and uses with the financing of halance-of-payments
surpluses and deficits.

I1. Sources and Technical Notes

1. All of the estimates used in this Table — with the exception no-
ted under (2) immediately below — are derived from the “ International
Reserve Tables™ of International Financial Statistics (August 1974 for the
1969 and 1973 estimates, 1972 Supplement for 1949 and 1959 estimates,
and 1963-64 Supplement for 1937 estimates).

2. One of the bottom lines of the IFS Table on “ Foreign Exchange *
records the ** difference 7 between. reported direct reserve holdings of foreign
exchange by national monetary authorities and the reported U, S. and
U. K. liabilities to reserve holders. The 1973 Annual Report of the IMF,
however, identifies (p. 39) a substantial portion of this * difference >

{1) An incidental by-product of such integration is to help spot errors and dis-
crepancics in the IFS Tables. For example, the “ Foreign Exchange ’® total for 1972
appears as §103,610 million on p. 23, but as $103,555 million on p. 19, of the August
1974 issue of IRS. Using the first of these two contradictory estimates raises “ Total
Reserves”, on p. 19, from $158,665 million to $158,720 million,
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as official holdings of Euro-dollars. This identified portion is here in-
cluded among other U.S. liabilitics (on line B, 1) and provisionally
estimated at roughly half of the reported * difference ” for the year 1973,
pending publication of the 1974 IMF Annual Report. The remainder,
together with sterling holdings, is allotted entirely to other developed
countries.

3. IMF credits (lnes B, 2) are the difference between “ Gold Depo-
sits and Investments ” and * Use of Fund Credit” on the one hand
and, on the other, the undistributed profits of the IMF (** Surplus ” on
bottom line of “ Source ” of “ Reserve Positions in the Fund ). For sim-
plicity’s sake — to avoid an ‘‘ unallocated ** line — these undistributed
profits are attributed here pro rate of Fund quotas, ie. 23 per cent to
the United States, 49 per cent to other developed countries (of which
9.6 per cent to the United Kingdom) and 28 per cent to the LDC's.

4. All of these estimates are in current dollars. Those for 1972
and 1973 should be divided by 1.0857 and 1.20635 respectively — i.e.
the ratios of the new official U.S. dollar gold parities ($38.00 and $42.22
per ounce) to its previous parity ($35.00 per ounce) — in order to obtain
estimates in ““ constant ”* (?) dollars or SDR’s officially valued throughout
at $35.00 per ounce.

5. World monetary gold stocks (= world net reserves on line C)
are calculated at the official gold price for each year. Their physical
increase since 1969 is insignificant (about $300 million), most of the ap-
parent increase being due to the officially registered increase in the
gold price from $35 to $38 an ounce in 1972 and $42.22 in 1973,

At current market prices (about $150 an ounce) world monetary
gold stocks would be valued at about $177,000 million,

6. Note finally that all of these estimates exclude the monetary
reserves of the communist countries, for which reliable estimates are
unavailable,

il
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I
TABLE 1 A

THE TMPACT OF INTERNATIONAL RESERVE ACCUMULATION
ON MONETARY EXPANSION AND PRICE AND WAGE INCREASES IN
INDUSTRIAL COUNTRIES OTHER THAN THE UNITED STATES: 19701973

In hillions of Increase in % of 1969

U, 8. doliars

1970-78 Increases of Reserve money | Money 3["’;“3{
mer
Raves | Monay | Mo0eY | Koty | NEmree | Monoy |ghpices

1.  EBuropean Community . . 43.99| 44.17| ror1.69 69 69 70

A. Founding Members . 58.83; 36.811 88.59 74 2r 74
Germany ., . . . 26.021 12.50 0.83 187 90 42 43
France . . . .. 4.70| 10.60| 2430 28 63 57 57
Italy . . . . .. 1.39| 11.45 47.35 g 76 121 6g
Netherlands . . . 4.02| o8| 3.2 146 25 51 54
Belgium-Lxbg . . 2.711  1.53[ 3.75 74 41 49 52

B, New Members . . . 516  7.360 1g.1r 43 62 5T
United Kingdom . 3.95 6.97| 1048 39 69 51 56
Ireland . . . . . 0.33| 040/ 0.44 53 63 47 72
Penmark . . . . 0.88|— o.01 1.8g 78 —I 50 54

II.  Other Industrial Europe . 7.69| 4.38] .93 77 #4 46/
Norway . . . . . 086 o.32] 1.4% bl 28 69 48
Sweden . . . . . .83 o091 1.30 78 39 41 45
Switzetland . . . 3.65) 2.40] 3.57 78 51 37 37
Austria ., . . . . I.34f o750 1.59 72 40 63 50

1I1. Other Industrial Countries Ir.z5 22,311 55.69 58| 115 89
Japan . . . . .. 8.59| 19.39 45.12 58/ 131 89 71
Canada, . . . . . 2.66 =2.92 re.56) 57 63 91 35

IV, Total. . . . .. .. 62.9¢] 70.86| 165.50 67 76| 73

A. Foreign Exchange 51.55{=>82% oftotal)

B. Reserve Positions in
IMF .. ... . 1.61

C. Special  Drawing
Rights. . . , ., . 5.85

D. Gold, at official §
price . . . . .. 3.66
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Tasie u B

TONAL RESERVES

STATISTICS OF GROSS INTERNAT

EE%E%I;IAIEIIC\)’IEEY AND MONEY IN INDUSTRIAL GOUNTRIES OTHER
THAN THE UNITED STATES: END OF 196g AND 1993

End of year, in hillions of 1J.5. dollars

1969 Dollar

Int'! Reserves | Reserve Money Money
ate

1069 | 73 | 1969 | rgys | 1969 | 1gy3

L. Ewopean Community 24.59| 68.58) 64.18| 108.33| rg5.43| 247,122
A, Founding Members zo.92| 50.76| 52.28] 89.09| rig.59! 208.18
Germany . . . 4.00 7.18| 88.15! 13.05| 26.45| 23.40] 33.23
France . ., . . . 4.93706] 3.83| 8.53] 186.95] 27.35] 42.00] 64.20
Tealy . . ... 625.00 5.05 6.34| 15.14| 26.59| 30.16 86.2;
Netherlands . . 3.62 2.53| 6.55| =275 3.48] 6.41 1?.
Belgium-Lxbg . 50,00 2.39| »5.t0 3.69| 5.220 .73 47
B, New Members . . 3.66) 883 11.88| rg.24 2584 38.95
. R .15 31.93
i ingd 2,53 6.48| 10.13] 1710 2
g:ll:.;i Finadom § 0-41667 % 069 1.03] 0.63 1.03 o0.93 137
Denmark . . . 7.50 045 1.2 1.12| i 3546 5.65
.56 .2,
II.  Other Industrial Europe 7.36) 15085 ro.eo| rs.28 17.36] 2529
Norway . . . . 7.14286| o.71| 1.58] 1.12| 143 2.14] g.61
Sweden . . . . 5.178211  o.70] 2.53] 2.35 3.26[ g.15 4,.?:1.
Switzerland . . 4.318 4.43] 8.0B) 4.67 .08 9.54 13.l
Austria . , . . 26.00 .53 =28y 1.B6| 2.61] a.54| 43
. gjzi‘;:ﬁgdwhm .. 6.76| 1801 19.39] ¢1.69| B2.97| 1:8.06
Japan o 360.00 3.65| 12.25 14.%6] 84.14| 50.78| gs.01
Canada . ., . . 1.08108| suz| 577 4.63] 7.55] 1159 2z2.15
iV, Total .. 38.71] 101.65) 93.55| 164.40| 225.17| g90.47
A. Foreign Exchange . 15.12| 66.67
B paap s otons i 5.28 4.8

C. Special Drawing .
Rights . . . . . . 5.85

al §
o Sfi)if:l’ ‘af .Officfa. . 20.32] 24.27

il
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Table ITA: Footnotes, Sources and Brief Comments

Footnotes and Sources:

1. More decimals than sh

own In columns r-3 were used in the per cent caloula-
tions of columns 4-6.

2. The percentages in columns 5-6 were calculated d
currency estimates rather than from the $ estimates in
based fhroughout on the 1969 dollar

irectly from the JF§ national

columns 2-3. The latter are
conversion rates in order to:

a) be consistent with the per ceat calculations in columns 5-6

&) to permit comparison between the pofential impact of reserve accumulation, (columns
I and 4) in the absence of exchange-rate readjustments and other actions and its
acfual impact (columns 2-3 and 5-6) after sy

ch readjustments and other actions;
€) to avoid complex calculations requiring ide
such as actual — and changing — conversi

H

ally the use of non-readily available data,
on rates, revaluation profits and losses, ete,

3. See also following Table and footnotes.

Brief Comments:

1. Reserves Accumulation (82 per cent of which from
primarily dollars -— accumuliation)

feserve money (76 per cent) and
four years.

foreign exchange —
accounts for most of the €NOrmMous increases in

money (73 per cent) over this short space of

2. Eight central banks offiet through domestic credit coniraction and other actions

a substantial portion of the totential impact of reserve accumulation {cohmmn 4) upon

3- The average of consumer prices and
prisingly close correlation with overall mon
dispersion reflecting probably the influence o

wages increases (last colurmn) shows a sur-
¢y increases (column 6), but with a lesser
T direct price competition between countries.

Table IIB: Footnotes and Source

Footnotes:

1. Conversions from national currencies into doll
at the rates shown in column I,

of Switzerland) in 1969 (before ¢
and German parities). They show

ars {in columns 4-7) are carried
‘.. the official parities (or exchange rate in the case
he August and October readjustments of the French
the number of national currency units per U, 8. dollar.

2. Note that the 196g rates are used also in the 1

973 columns, for the reasons
given in footnote 2 of the preceding Table.

Source: International Financigl Statistics, Angust 1974t I. for International Reserves: line I
of country Tables; 2. for Reserve Money: line 14 of country Tables; g. for Money:

line g4 of country Tables; 4. for Consumer Prices and Wages: lines 64 and 65 of
country Tables, .



30 Banca Nazionale del Lavoro

HI

A EuroPEAN MoONETARY AREA IN WORLD TRADE

I The Need for Policy Coordination

Article o4 of the-Rome Treaty defines as follows the broad object-
ives of member countries’ economic policy: *“ Each member country
- practices the economic policy necessary in order to ensure the equili-
brium of its global balance of payments and to maintain confidence
in its currency, while aiming to ensure a high degree of employment and
the stability of the price level.” And Article 105 continues: * In order
to facilitate the realization of the objectives enounced in Article 104,
the member States coordinate their economic policies. They institute
to this effect a collaboration between the competent services of their
administrations and between their central banks.”

All countries would probably agree with the objectives defined in
Article 104, but the degree of dependence of each country’s GNP on
its foreign trade imevitably entails:

1. A significant difference of emphasis on the order of priorities
to be assigned to these objectives. Countries with a low ratio
of foreign trade to GNP would understandably put their pri-
mary emphasis on high employment and price stability rather
than on balance-of-payments equilibrinm, especially if the
international monetary system facilitates — as it traditionally
did for reserve-currency countries like the United States — the
financing of their deficits.

2. A lesser need, and therefore willingness, to coordinate their
economic policies with those of other States, as accepted by
the countries of the Community in Article 105,

Table 1 illustrates this asymmetry: Foreign exports sustain only 4 per
cent of total GNP for the United States, but 13 per cent to 43 per cent
for the countries of the Community, taken separately (column 1). The
Economic and Monetary Union of the Community would reduce these
percentages significantly, to levels ranging from about 6 per cent to
12 per-cent (column g). The emergence of a European Adoneiary Area
(see below) would reduce them further to about § per cent to 6 per
cent (column 5), averaging for the Community as a whole 4.4 per cent,
i.e. just about the same ratio as for the United States.

The coordination of economic and monetary policies is thus indis-
pensable to the Community countries to give their national policies a
degree of effectiveness comparable to that enjoyed by the United States.

Tt may also entail, quite rationally, a different attitude toward the
degree of exchange-rate flexibility or stability that would best serve their
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interests in a reformed international monetary system, as well as in the
years which are still all too likely to elapse until agreement is reached
on the reforms under discussion for more than a decade already.

IY A European Monetary Areq

It is widely recognized that the national currency area of each of the
countries of the Community is far short of the optimum currency area
necessary to the effectiveness of national policies. Tables IT and III
are designed to determine the likely scope of an optimum and feasible
currency areca for the countries of the Community,

The first column of Table III shows that exports to the Community
countries account for more than 50 per cent — and up to 77 per cent
— of the foreign trade of each Community country, except the United
Kingdom (30 per cent), Denmark (42 per cent), and Germany (47 per
cent). It also shows that the Community absorbs, on the average, 47
per cent of the exports of the other countries of Western Europe, with
only two countries (Teeland and Yugoslavia) with ratios below 43 per
cent. There is little doubt that all — or nearly all — of these countries
would in fact gravitate toward a Furopean, Monetary Area if the coun-
tries of the Community succeed in implementing the economic and
monetary union to which they have repeatedly committed themselves,

Such a monetary area would encompass more than two thirds of most
European countries’ exports, and less than half of them (49-4 per cent)
for only one country, Yugoslavia (see column 2 of Table IIT).

Some other couniries and areas, moreover, would also be drawn
into the same orbit. The African countries — other than South Africa —
export two thirds of their total exports toward Western Europe, the
countries of the Middle East 57 per cent, the Soviet Aren 64 per cent and
South Africa 51 per cent (column 2 of Table II). A conservative estimate
of a de facto Furopean Monetary Area would include in it — because
of traditional political as well as economic links — the countries of Africa
and the Middle East, and encompass (see column 3 of Table III)
about three fourths of the exports of each area, except the Middie East
(63 per cent).

I have placed into a scparate group (line IT of Table II) other areas
whose attraction toward Western Europe is 'more questionable, although
still strong either for trade reasons (the Soviet Area and South Africa)
or because of their financial and political links (South Africa, New
Zealand, Australia, and a motley of small “ other countries 7, including
dependent territories, such as Gibraltar and other predominantly British,
French and Australian territories, for which the Direction of Trade sta-
tistics are too incomplete for separate listing). Column 4 of Table II
includes them in the group of countries primarily oriented toward Western
Europe. Comparison with column 6 shows that such a group would
absorb as a minimum from 214 (Australia) to 6 (Western Furope) and
even 8 (Middle East) and 13 (Soviet Area} times more of their exports
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than the Western Flemisphere as a whole, and 3 (Australia) to 10 (Western
Europe), 15 (Middle East) and 26 (Soviet Area) times more than the
United States.

11T Other Regional Groups

Other regional groups are more difficult to define.

The most obvious of them would be a Western Hemisphere group
accounting for 5o per cent, on the average, of its members’ foreign
trade, but as much as 70 per cent for Canada (column 6 of Table IT).
Such a group would obviously center primarily on the United States
which accounts alone for nearly 67 per cent of Canada’s trade (see line
IV, column 7). This very fact would elicit, however, some political
resistance on the part of Canada.

The worldwide interests of the United States are reflected in the
fact that its trade with Furope-oriented areas and with Asia (42 per
cent and 19 per cemt, respectively, or 60 per cent in all) exceeds its
regional trade with the Western Hemisphere (40 per cent) (see line
IV, 1 of Table II).

Intra-Asia trade centers mostly on Japan and averages 28 per cent
for the area as a whole. In this case also the worldwide interests of
Japan are evidenced by the fact that its exports to Europe-oriented
areas and to the Western Hemisphere (36 per cent and 42 per cent
respectively, or 78 per cent in all, of which 31 per cent with the United

States alone) far exceed its trade with Asia (22 per cent). (See line °

I11, 1 of Table II). )

A Western Hemisphere and an Asian group yvould cconoxmcall_y
tend to be pulled together, and encompass about twice as much of their
members’ trade as their trade with the Europe-oriented areas. )

Political — rather than economic — considerations are the main
explanation of the emergence of a Soviet group, a Latin American
group, of the Central American and Andean sub-groups, and of other
sub-continental groupings in Asia and Africa. It might be noted, however,
that the existing trade patterns of many of these less developed countries
are not exclusively the reflection of Adam Smith’s 1'nv1.31ble hand .,
They are very much influenced by a technical and financial 1nfrastruct.ure
imported from the major capital markets of Europe and the United
States and aiming at developing a few raw materials and agricultural
products for export to them, rather than at developn}g local manl:lfa(?t-
ures and intra-regional trade. The adopiion of uniform protectionist
policies toward the rest of the world further reinforced the trade links
with the developed countries and weakened those with other less develqpeg
countries, by erecting the same barricrs against the “ mfanl:., industries
of neighboring countries as against the “ adult industries ” of Europe
and the U.S. : .

Regional economic plans may be justified, even on purely economic
grounds, as an effort to correct the distortions inherited from this history
and to help diversify the LDCs’ pattern of trade and production. The
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bulk of their exports — whether it be oil, coflee, meat, grains, etc, —
will continue to flow outward, but regional preferences could be Justified
— on the “infant industry ” argument — as the only way to develop
sufficient markets for their non-staple manufactures.

In the monetary and financial fields, regional development banks,
and payments unions — such as already created or discussed in Latin
America and ECAFE (United Nations Economic Commission for Asia
and the Far East) — may be necessary to support regional trade libe-
ralization commitments, just as the European Payments Union coniributed
powerfully to European trade liberalization in the early postwar years.

IV Concluding Remarks

The development of a Community Economic and Monectary Union
and of a Europcan Monetary Area would help preserve among their
member countries the maximum degree of economic and monetary sta-
bility achievable under current conditions, It should minimize the re-
course to beggar-my-neighbor trade and exchange-rate policies.

While irrevocable exchange-rate stability could be achieved only on
the final stage of the ambitious program for the economic and monetary
union of the Community, unnecessary and damaging exchange-rate
fluctuations within the Community could be avoided by the accelerated
development of the Fund for European Monetary Cooperation. This would
be sufficient to protect 34 to 4/5, or more, of their foreign trade. It

TaBLE 1

1972 EXPORTS IN PER CENT OF GNP

E
aport 0= World | oty | Nad | Monoiy | St
EBurgpean Communily . . . . 18.7 9.7 9.0 14.3 4.4
France . . . .. ... 13.4 7.5 3.9 10.9 2.6
Germany . . ... .. 181 8.5 9.6 13.5 4.6
Italy . . . . .. ... 15.6 7.9 7.8 11.8 3.8
Netherlands . . , . . . 36.3 26.7 a.6 31.5 4.8
Belgium . . . . . . .. 43.2 32.0 1L.I 37.3 5.8
United Kingdom . . . . 16.9 . 5.0 1.8 10.0 6.8
Irefland . . . . ., ., .. 30.8 23.1 7.7 25.0 5.8
Denmark . . . . ., ., . 20.8 8.5 12,3 16.5 4.2

United States . . . . . . . 4.3

Source: Calculated from export estimates of Direction of Trads, Annual 1968-72 and
GNP and exchange-rates estimates of Intemnational Financial Statistice.

3
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Tapre 1

REGIONAL DISTRIBUTION OF EXPORT MARKETS, 19y2
(in % of total exports)

Sonrce: Calculated from Summary and Country Tables of Direction of Trade, Annual
1968-72. See p. 374 for listing of countries in each group.

Notes

I. * Africa’’ refers to African countries other than the Middle East and South Africa,

Eur. Total | Western Hemisphere
Exports to = Eur, | West. Men, Tatal 10T + Asi
fi Comm.} Eur. T+ 11 1a
rom | omm. ur. | pcen + v Tl § s, | omer
I. European  Monetary
Areas s51.4| 675|746} 81.8| 182 13.0| 8o| 49| 5.2
A. Western Eurape . | 51.1 | 68.5 | 75.7 1 83.3| 16.7 | 13.3| 82| 51| 3.4
1. Eur. Comm.. |52.0(68.7]96.2|83.2|168/|13.3( 82! 51| 3.5
2. Other . . . |471|676793.5]|83.5|16.5|13.4| 841 Ko 3.1
B. Africa & Middle
East « . .« . . 52,8 63.4|67.8| 73.1 | 269 | 10.8| 67| g2| 161
1. Africa 57.0 | 66.6 | 73.3 } Bo.0 i 20.0 [ 140} 9.4 | 46| 6o
2. Middle East. | 48.7| 57.1 | 63.3 | 67.4 32.6 | 82 25| 37| 243
IX. Other Europe-oriented
Areas . . . . . . s40 | 248! 59.2| bo.g | 59.7} 13.6( 6.0} 7.6} 255
A. Soviet Area . . . | 4r.9 | 65.8 | 78.5| 747 | 260 55| 28| 27| 205
B. 8§ 4fr, N2 & :
Australia . . . . . |g0.7]| 358|400 556 362|162}1r.9| 43| 502
1. S. Africa . . {458 |51.4 | 672 72.9 | 271|106 7.4 3.1|16.6
2. New Zealand | 43.0 | 43.3 | 43.3 | 66.1 | 33.9 [ 22.3116.7| 5.6 | 11.6
3. Australia . . | 208|233 |27.3 427|573 | 175|129 46]30.8
I, Asia . . . . . .. {139|28.0}23.6| 3516493692051 75| 28.0
1. Japan . . . {11.5]| 16.7 | 22,7 | 86.4 | 63.6 | 41.5 | 31.3 ] 10.2 | 22.1
2. Other . . . {17.3|19.0| 248|332 |66.8|30.1|266| 3.4|368
IV. Western Hemisphere . | 21.2 | 27.0 | 30.6 | 36.7 | 63.3 | 50.2 | 28.2 | 27.0 | 13.1
1. United States | 23.9 | 0. | 36.6 [ 41.7 [ 58.3 { 30.6 | x |39.6|18.8
2, Canada . . |11.8|13.8 | 14.9 j23.8 6.2 | 70.2 | 66.9 3.3 6.1
3. Latin  Ame-
rica and Other |24.5 | g1.1 |32.4§37.7| 6238|558 ]|351|208] 6.4
V. World . . . . .. 38.6 | 50.6 | 56.7 ; 64.2 1 35.8 | 24.6 | 1¢.2 | ro.g | 112

and * Asia’’ to Asian countries other than the Middle East.

- 2, Australia and a motley group of small * Other Countries*’ (including dependent
territories) have been listed under Group II in the above table, in view of their
major political and financial links, even though their exports to Asia and the Western

Hemisphere slightly exceed their exports to the rest of the world.
3. See Table IIT for estimates of separate countries listed under Western Europe.
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would a}so make far less damaging and more acceptable the exchange-rate
ﬂl‘xctuatlons or readjustments that may prove desirable, or unavoidable
with other countries, and particularly with the dollar area. |

Finally, it would enhance the ability of the Cormmunity and of other
major powers to participate effectively, and on a more equal and ma-
nage‘able basis, in the consultations aiming at desirable exchange-rate
readjustments and at the reconstruction of a viable world monetary order.

TABLE 1r
WESTERN EUROPE: REGIONAL DISTRIBUTION
OF COUNTRIES® EXPORTS, 1972
{in % of total exports)
Eur.- ;
Exports to - Eur, | West. Eur, : Western Hemisphere
from | Co:;l::"n. Es,it Ifr(:;' e‘:x?ed Tatal Asia
Areas Total | U. S, I Other
L EBur, Comm. . . . . |5z.0 66.7 | 76.2 | 83.21 168 | 133 82| 51| 35
France. . . . . . 557 | 69.1 | Br.4 [ 878 | 12.2 ] 99| 53] 4.6 2.4
Germany . . . . . 46.9 | 69.8 | 74.6 | 82.0 | 18.0 | 14.3 | 9.3 | 51| 3.7
Italy . .. ... 50.3 1 66.5 | 75.5 | 82.8 { 17.2 | 15.0 | 98| 52| 2.
Netherlands . . . | 493.7 | 82.4 { 86.7 ! g1.0 91| 70| 38| 33| 21
Belg-Lux. . . . . |474.0]82.3|866]8g.6 104 | 84} 61| 24| 20
UK. ...... 30.1 | 48.0 | 59.4 | 71.2 | 28.8 [ 214 | 12.5 | 891 7.4
Ireland . . . , . 77-0 | Bo.4 | Br.g {870 12,9 [ 11.9| 04| 24| 1.1
Denmark . . . ., 41.8 1 73.9 | 78.9 | 845t 155 | 12.0| B.0| 49| 2.6
IL.  Other Western Burope | g7.1 | 67.6 | 73.5 83.5 | 16.5| 13.4| 8.4 50| gr
Auétria ..... 48.8 | 73.3 [ 77.1 | 90.6 | 94| 7.4 45| 29! =20
Switzerland . . . | 46.5 | 64.5 70.3 | 7751226 | 157 | 8.8| 6.9| 6.9
Sweden . . . .. |503|%948]| 9.1 852 14.8| 121 7.1 B0l a7
N.orway ..... 50.2 | 76.6 | B2.1 [ 866 | 13.4 | 1.1 | 72| 3.9 23
Finland . . . . . 43.7 (782 1737|908 g2 | 77 48| 29! 15
Icel.and ..... 32.4 | 53.2 | 54.3 | 67.1 { 32.8 [ 32.0 [ g0.7 | 1.3] 0.8
Spain . . . . . . 45.2 | 55.0 | 64.8 | 70.9 | 29.2 | 27.1 { 16.4 | 107 | 2.1
Portugal . . . . . 47.0 | 64.4 | 8o.7 } 83.5 | 16.6 | 14.8 | 10,7 | 41| 1.8
Greece . . . . . . 52.5 | 62.3 | 72.2 | 86.7 [ 13.2 | 10.9) 9.8| LI 2.3
Turkey e 457 [ 61,1 1 73.4 | B5.8 | 142 | 12.0 | 117 | 0.8 2w
Yugoslavia . . . . |[36.1] 49.4| 536 8g.7]102 ] Bg| 67! 22! L3
II1. Western Europe . . | 5I.x 685|757 833|167 | r3.3| 82| 5.1 3.4

Source: Direction of Trads, Annuel 1968-72 and July 1974,






