On the Creation of a European Reserve Fund (*)

I. The Monetary Union of the Six

The first stages in monetary integration, which is in any event
essential to the survival of the Common Market, have already been
outlined in a great deal of earlier work by the Commission of the
European Communities, and pasticularly in its 1962 Action Pro-
gramme and its Memorandum of 12 February to the Council,
approved in broad outline by the Monetary Committee on ¢ May
of that year. The proposals which follow merely repeat, clarify
and integrate into a coherent whole suggestions which have already
been sufficiently debated to allow Governments to proceed from
discussion to decision and action.

1. The latest proposals of the Commission and the opinion of
the Monetary Committee relate essentially to three points:

(a) The need for a common definition of the medium term
guidelines of national policies and for the introduction of prior
consultations to ensure the coordination of short term economic
policies, particularly in respect of all decisions of a Member State
which may have “a market effect on its internal and external
equilibrium and/or on the economies of other Member States.

{*} The reports presented by Mr, Carli and Mr. Triffin at tha session held in Brussels
on 15 and 16 July last, demonstrate the urgent nesd to create a veritable European monetary
area, capable of cooperating effectively with the American monetary area rather than being
absotbed by ir, The entry of Great Britain into such a Eutopean arez would considerably
enlarge its influence and its means of action by adding to its institutions and its own
resources those of the world’s leading monctary, financial and commercial centre outside
the United States, namely London, '

The considerations submitted in these two carlier reports are not repeated here, but
they have influenced and conditioned the concrete proposals which are the subject of the
present Report presented to the Action Committee for the United States of Europe, Sixteenth
Session 15 and 16 December 156g, Benn.
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These consultations would also cover overall budgetary policy and
the fiscal measures designed to exercise a direct effect on external

trade ”,

(b) The institution of an appropriate mechanism for “ shors
term monctary support”, integrating into a network which is
better balanced from the European point of view the bilateral
agreements known as “ swap ” agreements, under which the Central
Banks have already for some years past accorded each other reci-

rocal lines of credit permitting the unconditional financing of
deficits which are by their nature reversible. These agreements are
today excessively centred on the Federal Reserve System and should
be completed by a complementary — but not additive — network
between the six Community countries, and perhaps other leading
European countries,

On the model of the European Payments Union (xg50-1958),
these lines of credit should also be multilateralised, i.e. each Central
Bank should open in favour of all other participating Banks — and
should reccive from them — a single global line of credit, replacing
the existing bilateral agreements,

(c) The institutional organisation of the *medium term
financial assistance” specified in article 108 (2) of the Treaty of
Rome in favour of a member country facing exceptional difficulties
in its external payments, It is important to definc in advance
standing commitments which would enable Governments to act
quickly in case of nced.

Unlike short term monetary support, granted unconditionally
by the issuing institutes, “ the grant of medium term assistance is
envisaged only in conjunction with the acceptance by the country
which asks for it of certain conditions concerning the policy which
it intends to follow ” and which the Monetary Committee thinks
should be similar to those applied by the International Monetary
Fund.

Some members of the Monetary Committee think it opportune
to try to find some way of making the financial assets created by
such Community financing as liquid as possible, so as to assimilate
them as far as practicable with assets with the IMF which are
already treated as an integral part of the reserves of each country,
on the same footing as its gold and foreign currency rescrves and,
in future, its Special Drawing Rights,
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y :j. 1Thesﬁ proposals, which have already been studied and debat-
ed at en%t 2 should be‘ rapidly approved by the Council, Their
C}; at:iiolltl)naf Im%lcmentatlon would  be greatly facilitated by the
Of a furopean Reserve Tund. in i i
Euroy Integrating th
) rve: , grating these various
Snzft)ltl)sals and, I any event, indispensable to the achievement of
essemicrl goalh which is cxtremely urgent in the short term and
sosen rze Iil the long term, namely the harmonisation and practical
" ;; o atII())n of a genuine Community policy for the financing
oh-member countries through the Communit monetar d
banking system, ’ o
The spectacular rise in
ar rise 1N interest rates
ais a result of borrowing on that markethb;n;riiriumionir e
B ot ! an banks, is now
tofallzﬁdﬁgﬁﬁh lfrut is only one of the many signs of the bfind and
OF sovereignty inevitably involved in t}
agree to partial and concerted ¢ nati e to
: d mergers of national soverei
8 d c g a ereignty neces-
iﬁrirhéof the ?rgamsa}tlon‘of a genuine European monetégry ymarket
e acg of the gigantic United States market,
» Mae Enltgal Banks of the Community countries, at the end of
(_about Y, eld more than $o.1 billion of their monetary reserves
(ebe ;5 %) in the form of deposits with foreign commercial banks
Ym-kOt Aer private or public financial assets in London and New
- Around the same date, the foreign deposits of the commercial

‘banks of the six countries totalled more than $15.6 billion. Their

?Eccéait]llﬁr an'd disturbing increase in recent years and recent months
Y.e;;s f;O Ii(])nl 12 ﬁtve y-egrs from 1959 to 196{1, .$4.3 billion in three
gears monthgs)4 to 1967, and about $7.8 billion in the following
Oren, , is certainly very largely explained by loans to the
: i; € h tates, whose short term indebtedness to foreign commercial
t lim g d.as increased by nearly $10.3 billion in seventeen months, from
e end of g6y to the end of May this year.
monliﬁinz;egl;: six Con(;‘mun.it.y countries should determine in com-
o o s or credit cc111n,c_rs' granted by their Central Banks
o e et countries, In e‘tddmon, they should decide in com-
by ther CO; onen.taltlgn to be given to foreign investment operations
oricy thimerma anks, so as to formulate and apply an effective
b $ matter, in ¥the- general interest and not merely in the
crest of the Community itself,

possi?).ﬂistlimh in ambitious target no doubt lies beyond the immediate
€ of agreement between the six countries. A more modest

soluti jati
on, and one capable of negotiation, would be the creation of
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a European Reserve Fund, in which the Central Banks of member
countries would hold, in the form of deposits, a determined propor-
tion of their aggregate monetary reserves. These deposits would be
fully liquid and convertible for the settdement of any deficit, outside
the Community as well as inside. In practice, this would mean
that each Central Bank would be free at any time to draw on its
account to reconstitute its revolving funds, which it would continue
to hold direct in foreign currency so as to be in a position to support
the rate of its own currency on the exchange market.

Deposits with the European Fund would thus be, in this respect,
at least equivalent to the reserve deposits at present kept with foreign
Central or commercial banks (especially in New York and London).
They would have the advantage over them of immunity from the
political risk of being blocked and the financial risk of devaluation
by the debtor countries. All the accounts of member countries
would be expressed in the unit of account established by the Com-
munity. Nevertheless, in so far as — in accordance with the
directives of its members — the European Fund kept part of its
assets in gold or in currencics other than those of the Community
countries, the depositors would still be in a position to make certain
gaing or losses on foreign exchange, which would be shared among
them pro rata to their contribution in gold or foreign currency.

Any possible failure by a debtor in meeting its commitments
would be covered by a joint and several guarantee by all the mem-
bers. We may note that the European Payments Union worked to
the general satisfaction — both of members and non-members —
without ever having to rely upon a clause of this kind, in a much
more disturbed period — the legacy of the Second World War and
the Korean War — and in spite of the participation of countries
financially and economically much weaker than those of the present

Community,

4. Minimum gold and foreign currency deposits might be
initially fixed at a modest proportion of the global reserves of each
participating country until experience had convinced them all of the
cffectiveness and the advantages of such a system and of its pro-
gressive extension. The deposit of a country in substantial surplus
should, however, be at least equal to the amount of gold and

foreign currency in excess of a “normal” level, which might be

defined as a proportion of the aggregate reserves of the six COURLLICS

equal to that country’s proportion of the aggregate exports of the
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Six. This would h
: enable the Community 1 o decid
C . itself t ecl w
this “ abnormal accumulation of reserves: ¢ whether

debtor (é:lgui?;gsdt be egictcd entircly by the transfer of reserves of
0 creditor countries -— excludin i
of reserves in the national E o ot ion
Nationai currency of the debtor itself

ra " - - . o SO as

goﬁd;]all(); to limit the capacity of deficit countries to pursue national
policies deemed undesirable by the Community as a whole;
b

b :
circulagignolg Wlilcther it should, on the contrary, be restored to
SR oy the grant of special credits to some specific participant

-participant country whose deficits cannot be corrected b

changes of nati i : ;
Comfgzn?ty-natlonal policy deemed desirable or acceptable by the

mdu(':Ii‘Els t}\;vguld 0 N0 way prevent the surplus countries from
modiﬁcftio If;ri;ult-glgses and alccurlnulatmn of reserves by appropriate
: ¢ir national policies. But it would depri
;)f the exorbitant privilege of being able to decide at thcif o‘xnt}:ﬁ;
o use their surpluses to finance this or that country — b th
accumulation, for example, of dollar or sterling balanc{s — aryld ,
convert at a later date from one currency to another, or into Itcci‘
bullion, dlsproport%onate amounts of foreign currcnc;r accumulg(t)ed
Svel:f altg eatlicr period which might extend over many years, (This
““;;1?1 exffl;igcgi 1st 01(116: (zlf thg most evident vices of the so-called
gold-exc standard and is the
crises which have been shaking the Worlrdngrczgil; ieltlh;czz: 1;2‘%6

e Finally, an arrangement of this kind would help the operational

illncmg of - mutual assistance * to non-participating countries as
:ch as participating countries and would enable the Communit
o tormulate and apply a common policy for the conditions — polis—!

o ths. EEach country would obviously be free to increase its deposit
moneb ngé@-n Reserve Fund above the minimum agreed in com-
effecéivg{ aco Iitlon?tl)l deposits in gold, foreign currencics freely and
the v y convertible into golfi or cven, subject to the agreement of
(; t:r. partlclpatlng countries, its own currency.

equivzﬁ:isltoi)ra?;ng deghts would be treated for this purpose as
o gold an. COl:lld be transferred to the European Fund

y member country in order to increase its free deposit, It
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should even be contemplated that all Speci:fll Drlawmg nghts_ of
member countries should be uniformily used in t%ns way, as v;r?ous
Latin American countries have announced their mtennpn of doing,
to launch their own Regional Reserve Fund.

6. The network of global lines of credit proposid by the Comk;
mission by way of “short term monetary support f(sgc 5:;0 ;m
above) could be integrated in the general mechanism o 1t 1€ tic}'iy o
Reserve Fund. The aggregate credit commitment to ot her paﬁ p -
ing countries would be given concrete form by addf:lliomt1 b{l}eﬁgm
country with the Fund, in its national curtency, and t i:dg t()) Jine
of credit made available to each Qentral Ban}{ would be g nt
concrete form in a corresponding increase in its -depos:it ac?f[:ﬁuth.

In accordance with the current swap agreements an thh e
Commission Memorandum, these credits should. CONSCrve thc c arff
ter of “short term monetary support”. To this c:nd,‘ eaﬁ: councry
would be under the obligation of reconstituting Pcmodlcal 33 — ever [5;
three months, or, at the latest, every year — its globa cposgt _1)
the event of it falling below the agreed minimum (see par, 4 above
completed by its line of credit in national currency. A

This reconstitution (or repayment) could be effected in

alternative or complementary forms:

(a) payments in gold or in foreign currencics freely and

effectively convertible into gold; ; f
i i i - 1 ies drawn from

(b) Special Drawing Rights or foreign currencies
the International Monetary Fund;

(c) conditional medium term credits granted to the C(:UII:}I‘IZ
by the European Fund itself and subject to ’?‘?1 agrezril.cnt if) \xc;hich

ici i its situation. The conditions

recovery policies appropriate to i _
such cfegits‘ would be subject would, moreover, be opcrﬁfl?lna;llllz
linked with the harmonisation of cyclical policies, on whic
Commission Memorandum rightly lays stress.

The conditional short term credits mentioned under (¢) mggjlt
take the form of bonds subscribed by the borroiwer co&lir;:rl e
enjoying — like the old European Paytx.lentfs Umorr;t C(ff s o
exchange guarantee expressed in the unit o ac;ouh ccipating
munity and the joint and several guarantee of t ccpntral Sy
countries. These bonds would be transferable amongf 1; o
— being transferred from those whose reserves were falling
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whose reserves were rising — and negotiable by them on the private
market in order to wipe out any inflationary cxcess of liquidity.
They would thus serve to launch what are known as “ open market ”
operations, which are necessary to the organisation of a genuine
European financial market.

As the Monetary Committee indicates in its opinion to the
Commission, this “ medium term financial support ” should not
necessarily be conceived as the consolidation of o short term aid
accorded unconditionally by the issuing institutes. Short term aid
docs not necessarily lead to medium term support and medium term

support may very well be accorded to a country which has not had
preliminary recourse to “short term aid .

7. The most delicate question to be solved at thig moment in
the monetary organisation of the Six is that of exchange rates,

Everyone agrees that the ideal solution — and essential in the
long, or even in the medium term, to the survival of the Com-
munity — is the absolute stability of the Community currencies
among themselves, or even their fusion into a common European
currency, perfectly feasible if this stability is irrevocably accepted
by the member countries, The practical implementation of such
a solution, however, calls for a much closer harmonisation of
national policies than it has yet been possible for member countries
to accept and to commend to national public opinion (Parliaments,
trade unions, etc.). In the absence of such harmonisation, the
accumulation of divergences between demand policies and the levels
of national costs inevitably leads to persistent disequilibria which
cannot be corrected, in the long run, except by compensatory
readjustments of exchange rates, restoring a competitive equilibrium
between the countries in question,

Any delay in the political acceptance of these indispensable

readjustments inevitably involves consequences which are disastrous
for everybody

(a) deflationary pressures and unemployment in the countries
whose currency is relatively overvalued, and inflationary pressures

leading to rising prices in countries whose currency is “under-
valued ”;

_ (b) speculative capital payments coming on top of disequilibria
i the balance of current payments and speeding up the reserve
losses of countries with overvalued currency, until the point is
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reached when the exhaustion of their reserves and their inability
to obtain a continuous financial flow from the creditor countries
compels them to restore the equilibrium of their external payments
by deflationist measures — politically and socially intolerable —, by
restrictions on imports of goods and services and on exports of
capital — inconsistent with the maintcnance of the Common
Market — and, finally, by currency devaluation.

These considerations cxplain why the official circles most
attached to exchange stability seemed ready ot long ago to accept
as a lesser cvil a more flexible exchange system; the widening of
the margin between the buying rate and the sclling rate of the
Central Bank, the “crawling peg” and so forth. The fact never-
theless remains that this is a solution of despair, confirming and
accepting the failure of the harmonisation policies which everyone
proclaims as preferable but which the governing circles recognise
that they are incapable of implementing.

Unfortunately, this solution is not enough to solve two essential
aspects of the problem:

(2) Exchange readjustments can only compensate for varia-
tions in the level of prices and costs resulting from prior failures to
harmonise policy, but they cannot redress the disequilibrium due
to the excess -— or insufficiency — of demand for goods and services
compared with the production capacity of the country in question.
If these disequilibria persist, changes in parity can merely temporarily
correct their external incidences — on the balance of payments —
at the cost of aggravating their internal incidences on the trend of
national prices, So far, for example, as devaluation succeeds in
increasing exports and diminishing imports, it scarcens the mer-
chandise disposable on the national market, speeds up price rises
in consequence and in the more or less short term revives the
competitive handicap of costs — provistonally eliminated by the
currency devaluation — and the external deficit.

(b} The financial pressures of the international payments
system are far more imperative on deficit countries than on surplus
countries. The reserve losses of the deficit countries will inevitably
force them, in the long run, to change their internal policy, t0
restrict their imports of goods and services and their exports ©
capital or to devalue their currency . The reserve gains of the surpius
countries will not likewise force them to change their policy, t0
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liberalise their trade in goods and services or their capital move-
ments, or to revalue their currency.

' This lack of symmetry is all the more regrettable since it cannot
faﬂ. to ‘lead to an increasing over-valuation of the national currenc
which is today used for international settlements, namely, the dollar
If the vast majority of exchange readjustments take tl’lf: form of
devaluations in relation to the dollar, the American econom will
becpmc less and less competitive and the growing deficits gf the
Umt.ed Sta.tcs will force upon thar economically dominanf countr
the increasing adoption of deflationist and restrictive measures | thz
effect of which will be transmitted to the whole world ccon:)my

8. A permissive system of floatin
g exchanges would afford
answer to these two problems, which can be sc%ved only by :Or "

. (2) more effcct.ivc pressure on the surplus countries as well as
on the dcficit countries, compelling them to take more rapidly the
necessary steps to harmonise their national policies;

) (b) the financing of temporary disequilibria by the transfer
of reserves and the grant of credits, so far as necessary to avoid too

drastic measures of readjustments, deemed harmful and undesirable
by everyone;

. (c) in the event of prolonged failure of harmonisation policies,
cxchange adjustments upwards by the countries accumulating ex-

cessive rescrves, as well as downwards by the countries with a
persistent deficit,

Q. :I'he economic necessity, and consequent political acceptability

of the international commitments essential to the success of such a:
programme are much greater for countries whose mutual trade is
closely interdependent than for countries which are relatively inde-
p.endcnt of each other, and particularly for countries whose dimen-
stons ensure both the predominance of the internal economy over
extf.:rnal trade and the capacity to tolerate or override the restrictions
which other countries may place on their exports. That is Whv
thedcountrles of the European Economic Community were prepared
;1;11l er tl_le Treaty of Rome, to enter into reciprocal commuifment;
ong themselves which most of the other non-European countries

woul X i .
" r(l)clll :lo I;C},gtf}l;t_ the present stage, be in any way prepared to subscribe
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It seems more and more probable that the international monetary
system will tolerate, in the immediate future, a much greater flex-
ibility of exchange rates than the main currencies of the world have
accepted in recent years. The Furopean Economic Community
could not, however, commit itself to this line without thereby
renouncing its fundamental objectives and risking, sooner or later,
its own disintegration, It is perfectly true that it could not prevent
the fluctuation of its own exchange rates in relation to the currencies
of other countries or currency areas over which it can exert only a
modest influence. But it should strictly limit the duration and
magnitude of exchange fluctuations between the currencies of mem.-
ber countries, not only in order to perfect the Economic Union
— and the political union of tomorrow — at which it aims, but even
to avoid the collapse of the progress already made in integrating its
financial, industrial, and above all, agricultural, markets.

10. The European Reserve Fund would be the indispensable
instrument of a common policy, aitned at the maximum stability of
exchange rates between the currencies of the Community, until the
day — no doubt still distant — when the stability will be sufficiently
recognised and assured to be consecrated by the fusion of its national
currencies in a Community monetary system,

The present dislocation of the exchange markets, and the social
turbulence which is partly its result, obviously make it extremely
difficult at this moment to define a realistic range of exchange rates
capable of forming a solid basis for the final stabilisation of inter-
Community exchange rates. The six countries should nevertheless
agree as quickly as possible on the joint and amaltaneons adoption
of an initial network of inter-Community paritics of exchange,
which they would undertake to defend by:

(a) the intervention of their Central Banks on the exchange
market, supported, where necessary, by “short term monetary sup-
port ” and “ medium term financial assistance ” from the Ewropean
Reserve Fund, and, in the last resort, recourse to the International
Monetary Fund;

(b) the readjustments of national policies which are shown to
be necessary by excessive and persistent losses or gains experienced
as a consequence of such intervention;

(c) the fluctuations in rates authorised by the European Fund
between the selling rate and the buying rate of the Central Banks.
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o thgrpﬁl pélsmlétl}ll trans1t11501111a1 period, the Fund might authorise

¢, the use of the full margin of {] i L

by the curren s , g ol fluctuations permitted
U mterpretation of the

statutes of the I i

Monetar nternational

total of ;’D/Fl%nd’ lna}nely 1% upwards and 1% downwards, of a

o 0 relation to the United States dollar, and, in e:s’(trcme

2

case, a margin of fluctuation whj i
which might be as high as 4°
8
the strongest and the weakest Community currcn%y 47 between

immediat isati
mediate and total success of harmonisation efforts which are still

0 : .
unsufficient, as it would be absurd to resign oneself to constant

zzlcl}tliilziz E-a.tf ﬂuc;tuﬁtions, taking for granted the certain and
arure ot these efforts, The immed; i
nue . ediate aim of the C
munity in the matter of exch i up a6
ange rates might b.
: er of . g e summed up as
Cojigvf;sﬁnit'l‘he 1}l)zalu-tu:lpatmg countries fully recognise that illljter
¥ exchange rates constitute a proble nierest,
_ 2 m of common int
profoundly affecting the interest i 0 ot
s of all, and th i
the Community, and th ’ cltation st cory
, ercfore call for close consultat;
the ¢ B 1 fo ultation and Com.-
re:df%ﬁjl decisions, both on the rejection and on the acceptance of
e h]jns Itlfntg; dcemrcc! hecessary by a country, or by its partners
4 ujlib{? ommunity, in the event of persistent and exccssivé
quitibrium — surplus or deficit — of balances of payments

. There is every reason to hape that the events of re

:vdl help to make such a principle acceptable, in the pI::él to;n t?iltllilsi
ﬂoggimature and uvnrealistic regidity of cxchange rates or of the
i ng t1rlat-f: Igormulas advocatcc_l by many people before the revalua-
o he Deutschmark and in fact mainly designed to facilitate
! pc;‘ﬁtlonl.l The courageous decision of the German leaders has
mentyj oug belgtcdly? confirmed the inter—Cornmun_ity readjust-

proposals which failed at the Bonn Conference in Novem]bcr
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1668, The Community would have spared itszlf, and the c‘;flj}?é

‘ i one €xc
isturbances which have profited no :
nearly @ year of Qo i 't dopted at that time the
if it had succeeded in getting adop . ‘

specuiators, 1t 1 i ifestly essential. This

j ' hich were manifestly '

simultaneons adjustments w " h s
' hati in compelling a #n.

tinarion has mercly resulte . ‘ . ;
year of procris h f i ting the difficulties o
i anc, in aggravating . ;

devaluation of the French franc, in ag ‘ of

other countries (especially Great Br1tal‘n) ;;nd ?n zlllcclcnt;a;znl;glake

Germany itself an inflationary “ overheatmg which helpe

a disordered rise of wages and prices 1n.ev1tablc. e

The lesson of these facts is too obvious not to serve as a g
for the future.

11. The determination by the Community _of exchange rates
withi_n- the Community should have a twofold aim:

a) to accelerate, in the immediate future, the ri‘:ad]ustrilcrrlrtls
. ma i : 1 er
which may still be made ind1spensabl_e — and in .thcla onger ,
inevitable — by failure to harmonise internal policies;

(b) to intensify efforts to harmonise thcsckpohm.es, unt;élzhiz
instituti i i it poss
titutionalised, thus making P
succeed and become ins ion , s o e o
maintain i institutionalise in law,
intain in fact and to ins : . > : =
change rates between Community countries and ul.tlmately D}s go
ies i i rency,
to merge national currencies in a single Community cur y

The restoration of order among mter—(}g{nmuirtlllltyonixc(iariﬁz

rates should also do away as quickly as possible w b one of (b
ling and absurd paradoxes of tl*{e present exchang Ycomj

nam IStartfhe gmaintenancc of margins of intervention between Cot -
nam?ty,currencics authorising fluctuations among themselx}rles m;fd
{erulr)lilgy as the fluctuation permitted between any‘orée é)tf tt; Ser(riloﬂar.
;:hc currency of a non-member group, theb Umotﬁntricj o
Fluctuations between the currencies of mcrr;E e; C s b
i el delaytchto cgk;(lalal: Vzlng silciﬂrcllfl subsequently be
i i to the ,
tlonlsl allﬁi?ﬁai?driag;}iﬂel with the institut_ional r;inforccrriférizsantg
tit:ct?c('fl success of the efforts to harmonise national P(j)f 1cR0mc'
\Pivhich the six counttries aI'C'COI.‘I:Imltth !:)y 'chf::E tzzcgzntral e
This means that the stabilisation interventions o g st
on the exchange markets should be made at parity o
among the currencies of member countries,
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12. Intervention by the Central Banks on the exchy
at present makes almost exclusive yse of the
intervention., 7This roundabout method is
the stabilisation of the European curren
which should be done direct — and
to the strongest European countries

The European Reserve F

ange market
dollar as currency of
1o way necessary to
cles among themselves,
more economically — by selling
and buying in the weakest.
und would facilitate these operations
by cnabling its members to draw on their deposits with the Fund
to obtain the cutrency or currencies to be sold on the market and
to credit to their accounts the currency or currencies they had to
buy in on the market for the purpose of keeping exchange fluctua-
tions within the limits temporarily permitted and ultimately to do
away with them altogether,
The debits and credits with th
operations would autom
guarantee of the Fund
graphs 3 and 6 above,

¢ Fund resulting from these
atically be entitled to the * unit of account »

and the repayment clauses specified in para-

13- It would be presumptuous and vain to profess to dictate to
governments and their negotiators the exact distribution of com-
petence and voting procedure in the institutional mechanism of the
European Reserve Fund they are being asked to set up. We may
confine ourselves to suggesting that

(a) the operations of the Fund could be effected by the Bank
of International Settlements as Agent for the Fund along the same
lines as those which it formerly effected, impeccably and to the
general satisfaction, as Agent for the European Payments Union;

(b) the current management of these operations — including
“short term monetary support ” — should be assigned to a Board of
Management designated jointly by the Council of Ministers, on the

proposal of the Commission and reporting every month to the
Council of Governors of Central Banks:

() a joint meeting of Ministers of Finance and Governors of
Central Banks would decide periodically -— two or three times a
year — the limits within which the Council of Governors and the
Board of Management would he competent to make decisions, would
St guidelines for the general policy of the Fund in the light of
EXperience gained, and would also intervenc in all decisions which

might have to be made on “medium term financial support 7;
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(d) the Chairman of the Commission of the Conflmumuzs,
and the Vice-Chairman in charge of the monctary aﬂalrscof t '?
Community would attend the monthly meetings of the o.unc1d
of Governors of Central Banks and the ]om,t meetings mef'lt}llorii
under (c) above, in order to link the Fu{lds operations witl ic
coordination of cyclical policies for which the Community 1s
responsible;
’ (¢) the voting rights specified in the Treaty of R(mel‘SkE)uk}
be modified, in matters connected with the Fuqd, in t z 1§ tno
the proportionate contribution of members countries towards financ-

ing its operations.

14. The mechanisms so far described are, in any event, cssential
to the culmination and even the maintenance of the economic a§n1ty
of the six member countries. [n addition, they qulnddmb e hlt
enormously easier to solve the monctary problems raise | 31 t ;
entry into the Community of other countries, and parltlcu 1aryd0
one country — Great Britain — whose currency form.cr vy P ayel a
privileged role under the gold ‘exchangc stanc‘iard'Wh1'clr1bl:n.o\'7;r ags
it open to monctary crises which arc the price, ,111::3\!1’&}11 e lt‘l the
long run, which must be paid for the operation of such a system.

Il. The Entry of Great Britain Into the Community

15. One of the essential conditions_ of the entry of Qrcat Bnttall)l;
— or, indeed, any other country — into Fhe Commumty_ muli1 e
its full participation in the rights and duties of Com(rlnumtgfh o
bers as they result from the negotiations to be opened on the p

posals summarised in the first part of this report. e
Great Britain should be invited to associate itself with thes

negotiations as soon. as the general principlcs on which they WElltlli:
opened have received the agreement of the governments o
present Community,

16. 'The report discussed by the Action Committee on IStlE,l:;ds
16th July last indicates how the two essentially dlStlnCthf%)cultics
underlying Great Britain’s persistent balance-of-payments di
should be tackled and solved. _ ent

The first relates to the restoration of the‘balanccd on Ifll;lfway
account {exports and imports of goods and services) and In
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differs from the difficulties which every member country of the
Community will encounter occasionally in the future, as they have
done in the past, and which will have to be solved, together, by the
mutual assistance stipulated in the Treaty of Rome and organised
by the European Reserve Fund, but, above all, by the indispensable
progress in the institutional harmonisation of national demand and
costs policies. It is, however, obvious that the magnitude of Great
Britain’s deficits, and the readjustments required by its entry into

- the Community, will call for a transitional period, phasing, over a

longer or shorter time, the full application of the Treaty provisions,
especially with regard to the definitive and irrevocable fixing of
exchange rates between sterling and the currencies of the six present
members of the Community. The adjustments which may prove
necessary in this respect will flow almost automatically from the
extent to which the residual deficits to be financed are consistent or
not with the volume of mutual assistance and external support which
the surplus countries are prepared to accord to Great Britain in the
light of its own recovery. efforts.

It should, however, be noted that Great Britain’s entry into the
Community should set off a dramatic reversal of private capital
flows, considerably easing the transitional problems touched on ahove,

17. The second problem, which is special to Great Britain, is
precisely the volatility and magnitude of the capital movements
resulting from the excessive short term indebtedness bequeathed to
the country by the previous role of the pound as one of the two
international reserve currencies under what was called the gold
exchange standard.

The interventions of the International Monetary Fund, and the
various Basle agreements made both with the Sterling Area countries
and with twelve other big countries, have already ensured the
consolidation or medium term refinancing of this indebtedness.
These agreements cover almost the whole of the $9.4 billion sterling
balances held at the end of June, 1969, by foreign Central Banks,
and made up as follows: :

(a) about $4.6 billion — including about $0.6 in foreign
currency deposits — held by the United States, Canada and conti-
nental Europe and almost entirely covered by the Basle agreements;

(b) about $4.6 billion held by the Sterling Area countries and
covered by the agreements announced last September;
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(c) a fairly insignificant sum of $o.2 billion held by other

countries. ,

The net indebtedness of Great Britain to the I}lt.f:rnational
Monetary Fund, in addition, amounted to about $2.3 billion at the
end of last June (and August).

18. The problems raised by the Sterling .balances may F}}crcforg
be regarded as solved in the medium term, bgt the maturities aﬁ
repayments specified in these agreements are likely to crcatfé totahy
unnecessary and dangerous difficulties in futm_‘e,' bgth or the
international monetary system and for Great Britain itself. At a
moment when there is still anxiety al:fout a prospective future 1ns.uf-
ficiency of international lquiditics, it 1s absurd to make the situation
even worse by professing to clear off — and therefore to ficstroy —
over a period of four or five years, such a substan,tlal portion of tic
liquidities created in the course of half a century’s operation of the
gold exchange standard. . .

The International Monetary Fund, reinforced by the introduc-
tion of the system of Special Drawing Rights, and by an agrecment
— still to be negotiated — on the creation of an International Con-
version Account, should assume a major role in transforming the
sterling — and dollar — reserves of the gold exchange stanclilz}rd 1nt?1
genuinely international reserves immune from the instability an
the financial and political risks which finally made the functioning
of the old system unacceptable. '

The O.E.C.D). Economic Policy Committee and working Part,y
No. 3 should, moreover, facilitate the co_opcration of tl:le world’s
leading industrialised countries — an§1 paru.cularly the Umte(.i Statti:ls,
Canada, Japan and European countries which do not enter mtobt e
futare Community — in the responsibilities which are incumbent

on them in this respect. '
P Finally, the crcatiolil of the European Reserve Fund wouf eqm}:é
the Buropean Community with a suitable .lﬂstrgm§nt‘f0r t ]il mo:‘
effective organisation of its participation in this indispensable rit
ordering of the international monetary system, aqd Woulc_] ESS}irch x
of the political role appropriate to t_he contributions which 1
unceasingly made towards solving this problem,

. . e
1. The European Community, enlarged, m.the' near .futdul‘tc:
by the accession of Great Britain and other countries, 13 destine
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become one of the world’s two leading financial centers. The
surpluses on current account (after deducting unilateral transfers
abroad) of the present Community of the Six approached $4.4 billion
in 1967, and — in spite of a deficit on the part of France as abnor-
mal as it was considerable — $4.2 billion in 1968. These figures
have only once been exceeded by the United States in the last twenty-
five years ($5.9 billion in 1964), the American surpluses falling to
$2.2 billion in 1967 and giving place to a deficit — certainly also
abnormal — of $0.3 billion in 1968,

The European Reserve Fuynd would provide the Community
with the indispensable instrument for the direction of such a market
and for an intelligent and concerted utilisation of external resources,
excessively absorbed in recent years by financing the deficits and
capital exports of Great Britain and the United States (see the Triffin
Report presented at the session of 15th and 16th July last at Brussels),

The entry of Great Britain into the Community would,
moreover, enable the Community to revivify and to use for this
purpose the vast network of world-wide financial relations develop-
ed over the centuries by the City of London, but which British
savings have been unable, for many years past, to sustain,

20. A first step in this direction could be the definitive consolida-
tion, by the European Fund itself, of the sterling rescrves still
precariously held by Central Banks other than those of Europe and
the United States in excess of their revolving funds, The total
amounts held by these countries were estimated at about $4.8 billion
at 31st June last, of which the $4.6 billion held by the Sterling Area
couniries have already been the subject of the medium term con-
solidation agreements announced at Basle in September, 1968. In
view of the very close relations traditionally maintained between
these countries and the City of Londen, the revolving funds which
they would wish to keep in sterling may be roughly estimated at
about $2.5 billion (10%, of their imports of merchandise and net
invisible payments). This would leave about $2 billion exposed to
withdrawals, which is, moreaver, the figure which twelve large
industrial countries have also agreed, by the Basle agreements, to
refinance in this event, The Community countries have certainly
already taken a very large share in these commitments.

In order to stave off the threats of speculation which still hang
over the pound, an carlier and less precarious consolidation of
these commitments would be highly desirable, The Overseas Sterl-
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ing Area countries would be invited to deposit with the European
Reserve Fund the sterling balances which they deemed surplus, or
about $2 billion. They would reccive in exchange a deposit account,
frecly usable to finance their deficits (but not to accumulate gold or
third currencies) and benefiting from an exchange guarantee by
reason of the fact that these assets would be expressed in the Com-
munity unit of account.

Great Britain would deliver to the Furopean Fund very long
term bonds — or even “ Consols ” with no fixed maturicy — also
expressed in units of account for the equivalent amount.

These two sets of transactions would initially be reflected in a
simultaneous and equal increase in the assets ($2 billion) and the
liabilities (from $7 billion to $9 billion) of the European Fund.
What would happen next? '

21, The disequilibrium of payments among the Community
countries themselves would obviously leave unchanged the total
assets — and labilities — of the European Fund resulting from the
payments described in the previous paragraph,

The deposits with the Fund would, moreover, fall if the sterling
depositors drew on their accounts to finance subsequent deficits, or
would increase if they deposited with the Fund convertible cur-
rencies acquired by them in settlement of their surpluses.

It is practically inevitable that this second possibility should
prevail over the first, in the long, or cven in the medium term.
The monetary reserves of such a vast group. of countries as the
Sterling Area cannot fail to grow in future, as they have always
done in the past, with the growth of their production and of their
international trade. During the ten years from 1958 to 1967, for
example, the monetary reserves of the overseas Sterling Area coun-
tries (including their assets or net claims on the International
Monetary Fund) increased by nearly f1.2 billion, rising by f1.5
billion in seven out of the ten years and falling only by Lo.3 billion
during the remaining three years (1958, 1960 and 1965) (1),

(1) The stmultancous fall in their sterling reserves is all the more striking and reflects
the conversion of sterling inte other currencies — mainly the dellar — and inwo gold. Such
conversions would be ruled cut, both by the agreement suggested above and by the agree
ments negotiated last year between the United Kingdom and the overseas countries of the

Sterling Area,
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‘ It is therefore highly probable that the deficits occasionall
incurred by the Area will be modest in amount and more thag
offset by thc_: surpluses of the Area over a period of time, Their
momentary incidence on the operations of the European Fund will
dlf?et: according as the deficits are towards the Community, Great
Britain or the rest of the world. :

(@ Deficits towards the rest of the wotld would be settled
mainly in dollars. The few hundred million dollars, at most, which
the Fund might be required to disburse in this event would be
offset by the decline in its indebtedness towards the St::rling Area
countries, while its claim against Great Britain — accom nied b

4@ . b Panlc Y
a “unit of account” guarantee — would remain unchanged, In
fact, l‘hf‘: Community countries would have diversified their E:lSSCtS
by substituting claims in units of account for a modest part - Jargel
unguaraniced — of their claims in dollars. ' =

(b} Deposit withdrawals by the Sterling Area to finance deficits
towa_rds Great Britain would be offset by a simultaneous and equal
fall in the indebtedness of Great Britain to the Fund. Such a turn
of events could only be welcomed, as Great Britain would be paying
off, thanks to its cusrrent surpluses, part of the excessive indcbtednes?s

incurred by it in the past towards the Sterli '
; : terling Area, and tran
to the Fund. i ’ rensieseed

(c) Finally, any deposit withdrawals to finance deficits of the
Sterling Area to the Community itself would be offset by the fall
in t:he assets of the Fund, in national currencies of the Community
3ga1nit its own members. These countries would thus find their

net” rescrves growing in consequence of their surpluses against
.the S‘ter.lmg Area, Such a result would be welcome to them, unless
it coincided with a period of overheating of their economies, and
thus increased the inflationary pressures exerted on them. But this
danger would be no greater than it is at present, when all sterlin
Wlthdljawals by countries of the Area are in fact financed by salva %
operations, either after the event, in the past, or pursuant to tﬁe
Basle agreements of last year, and threaten each time to set off
speculative movements which will further worsen the British deficits

?Bnd kmcreasc the amount of finance to be accorded by the Central
anks,

e 22. There can therefore scarcely be any doubt that the arrange-
ut proposed above would serve the interests of all countries
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concerned and would help to redress the international monetary
system,

(2) It would do away with one of the main sources of Great
Britain’s balance-of-payments instability and with speculative attacks
on the pound.

(b) It would offer new outlets for the savings of the Continent
by associating them with the reconstruction of a vast European
international finance market which could be harnessed to the service
of a common policy. '

(c) It would contribute to the improvement of the international
monetary system by organising in a concerted and less precarious
manner, the use of the Community reserves, formerly excessively
absorbed by the hoarding of sterile gold, and powadays, by direct
or indirect — through the Eurodollar market — credits to the richest
and most highly capitalised country in the world.

Every policy certainly has its risks, but those which might flow
from the reforms proposed above would certainly be Jess than those
boldly faced, with a success which is now unanimously recognised,
by the signatory countries of the European Payments Union in a
Europe and in a world whose monetary, economic, social and political
equilibrium had been profoundly shaken by the sequels of the Second
World War and the opening of the Cold War, As to the risks
involved by the refusal or inability of Europe to choose a policy,
they are clearly highlighted by the events of recent years and recent
months; the accelerated rush to a Dollar Area, itself weakened by
the monetary, financial, economic and social chaos of a chain reac-
¢ion of restrictions and devaluations, and towards a monetary system
which the former Governor of the Bank of Greece characterised, in
. recent book, as the system of ¢ speculatocracy "

RoserT TRIFFIN



