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1. — The European Payments Union was.

conceived as a central institution to which the
members would grant, or from which they
would obtain multilateral credits sufficient to
finance surpluses or deficits in the payments
resulting from their transactions with other
member countries or their currency areas. The
question is whether the amount of the cre-
dits available in present conditions is large
enough to finance the surpluses and deficits.
And is there enough alternation between
surpluses and deficits in intra-European pay-
ments to allow credits to be repaid after a
certain time, so that the system shall work?
E.P.U. was also conceived as a clearing
house for settling balances in the payments aris-
ing out of intra-European transactions. Hence
a further question: is this clearing house
function still needed, or is it out of date
because other solutions have been found?

2. — The answer to the first question
can be seen from the way in which creditor
and debtor positions are distributed between
member countries (Table I). The figures in

this table show how the extreme positions were
concentrated in a few countries at the end of
1953. Those in Table II show how the extreme
positions of the creditor countries have tended
to become aggravated at increasing speed.

Practically all the persistent creditor coun-
tries have exhausted or nearly exhausted their
original quotas, plus the « rallonges » or addi-
tions agreed for 1953 and 1954, While the
persistent  debtor countries are not so near
the exhaustion of their quotas, they too
arc moving towards a complete utilization
of their available credit margins. Thus the
credit margins in the EP.U, are in process
of disappearing, and there is no likelihood
of their being reconstituted through .a re-
versal of positions. The extreme positions
which have to be settled outside the quotas
are increasing (Table 1I).

3. -— During 1953 several E.P.U. coun-
tries made agreements by which residents in
any one of them can make payments to resi-
dents in any of the other either in their own
currency, or in that of the creditor, or in that

CREDIT AND DEBIT POSITIONS OF E.P.U. COUNTRIES

{at Dec. 31, 1053)
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of a third country in the group taking part
in the arbitrage settlements. In this connec-
tion the countries in the group have under-
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balance to clear, There are of course im-
perfections which prevent this from happe-
ning; but still the amount of the balances
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taken to allow fluctuations up to 075 per cent
on either side of par value for their own cur-
rency and those of the others in the group en
the respective exchange markets. The object of
these fluctuations is to cause arbitrage to take
place where it is needed. Where for instance
any country is a debtor of a second and a
creditor of a third, arbitrage deals will cause
its debtor position to be settled in the currency
of the country of which it is a creditor.

4. — If this arbitrage system were per-
fect, then at the end of each month every
country taking part would have oanly one

TaeLe II1

MONTHLY SETTLEMENTS OF E.P.U. COUNTRIES
{millions of units of acct.)

presented for settlement at the month-ends
has been much reduced by the system

(Table 1II).

5. — To sum up so far:

(a) Exhaustion of the quotas and «ral-
longes » means that no margin is left for
credits to be granted to or by EP.U. As
a means of financing surpluses or deficits
EP.U. is tending to fade out; and settle-
ments are likely to have to be effected more
and more by drawing on foreign exchange
reserves.

(b) The tendency to « concentration »
of extreme creditor and debtor positions con-
tinues, and is aggravating the situation de-
scribed in paragraph (a) above.

' “An i i { bilateral
Crediter Countrics Debtor Gountrics tg51 1952 1953 (c) "An_increasing amount o !
surpluses and deficits is being settled outside
Credi C ; P ¢ :Jnusedf Marginfs (mi)l- . f Il.Inuscdf Marginfs (mil)— Debior G January 2361 417.8 18g.7 E.P.U. The arbitrage system bY which they
reditor Countries crcentage of | lions of units of acct. ercentage of ; lons of units of acet. cbtor Countries L . . . s
Credit Quota Debit Quota February i 27340 3686 2012 are settled during the montfh destroys the
Utilized | within the | outtide the|  Utllized | within the | outside the Mach . . . . .| 2165 | 2853 | 2407 function of E.P.U. as a clearing house.
quota quota quota duota r Aprit . . . . . 22447 262,z 2254
Austria. .. oL 137.3 — — 40u1 116.g — Denmark i May . . . . .« 2698 25603 ‘33-4 6. — In rclatmx_l to 1949, the base year
Belgiom ... 1211 - 5e4 160.0 — — | France R R o e I used for the determination of the quotas, the
Germany . « « . . . . (64.2 — -~ _ — - Greece I:V oo 3;3'4 335'9 l;’;g volume of visible trade between the currency
ugust . . . . . . . B . , .
;Iolianc; e e e e 104.; - 84.8 26,8 Lo — Iceland Scpgtcmbcr :’79; 233.8 169.5 arcas associated with the E.P.U. is up by
ortugal -, . . . . . . . R , . — Ital Lo e . B . A \ ‘ . -
chdfn. e e ;: : ;Z; > :;Z 3;2 - Nzr):vay October . . . . . | 5323 235.0 16501 48.2 per cent, if measured in terms of imports
Switzerland . . . . . . 1260 | - 60.0 318.2 — - Turkey | November . . . | 395.2 154-3 120-? and by 52.1 per cent if measured in terms of
7705 238.0 — | United States December .. .. | 3615 270 199-2 exports. In the case of Italy the imports




230 Banca Nazienale del Lavora

have risen by 153 per cent and the exports
by 3157 per cent (Table 1V). But no adjust-
ments have been made in the quotas, apart
from exceptional cases. If it is assumed that
the size of the surpluses and deficits will be
proportionate to the volume of visible trade,

always one way the quotas would have to
be increased to infinity.

7. — In any case there are objections to
making E.P.U. a system for providing unli-
mited credit:

TRADE BETWEEN THE MONETARY AREAS ASSOCIATED WITH E.P.U, ‘TasLz IV
Imports Cif Exports Fob Total « Visible » Trade

Country 1949 |07 33 | xosa-53 | agge | 99753 | ugsamsz | rgye | I9925F | 1ggans
Sept-Aug. as % of Sept,-Aug. as ¢ of Sept.-Aug. as 9 of

~millions of § 1949 millions of § 1949 millions of § 1949 )
Austria . . 256.5 352,1 137.3 | 168.3 369.0 210.3 424.8 721.1 160.8

Belgian Franc Area 1,971.0 | 1,693.2 1581 1,29%.3 1,644.1 1267 | 23683 | 2,333 140.9
Denmark . 5183 |  Bong 154,60 547.0 69 2.4 126,68 1,065.3 1,49347 140.2
French Pranc Area 1,39244 | 2,335.8 1678 | 12872 ! 19501 1555 | 26796 | 4,285.9 150,
Germany . . 1,861.5 | 2,531.3 13600 | 1,495.1 | 2,990.7 200,¢ | 3:356,6 | 552200 164.5
Greecce . . 186.4 2081 111.6 764 B3.3 109.0 262.8 29L.4 116,58
leeland . 30,8 29.5 4ol 33,0 22,9 67.6 737 52.4 BT
Lira Area . 500.3 | 1,516.0 253.0 688.6 gbo.sy 1317 | 52870 | 2,422.7 188,1
Florin Area . . 1,142.3 | 1,654.7 14440 1,214, 1,790.4 1475 | 2,356.4 314451 146,2
Norway . 527.6 6692 126.8 271,3 355.2 130.9 798:9 | 1,02444 128,2

Escudo Area 230.8 26649 115.6 121,6 I55.5 127,9 35244 422.4 11,9 |
Sweden . . . 728.2 | 11472 1575 75 4e7 1,060.4 1417 | 1,482.9 | 2,216.6 149.5
Switzerland 492.3 76449 155.4 468.7 11,4 151.8 9610 | 1,476.6 1537
Turkey . . . 156.0 39247 251,57 145.0 238.3 1643 jono 631.0 200.6
Sterling Area . 2,816, | 3,450.8 122,5 | 2,779.9 | 4,286.0 1542 | 55968 | %,936,8 38,2
Total . . . 12,019.3 | 17,8137 1482 | 11,3492 | 17,2657 i52.1 23,368.4 35,0794 15041

the failure to adjust the quotas has greatly
reduced the capacity of the latter to finance
the surpluses and deficits in intra-European
trade. To restore the same proportions as
existed when E.P.U. was set up, the quotas
would have to be raised all round by s0.1
per cent, and in Italy’s case by 88.r per cent.

But even supposing that the quotas were
thus raised, could E.P.U. do its job of finan-
cing surpluses and deficits in trade within
Europe?

The answer is that it could do so if the
surpluses alternated with the deficits. Recent
experience however shows that this does not
happen: that on the contrary there is a ten-
dency for persistent creditor and debtor posi-
tions to arise. Hence to raise the quotas to
the extent mentioned above would still not
afford enough margin to cover the surpluses
and deficits, To finance positions which are

(a) Such a system would destroy the
inducement for countries with a balance of
payments deficit to restore equilibrium. Coun-
tries following inflationary policies would be
encouraged to continue them, with the ine-
vitable effect on their balance of payments.

(b} Forces of inflation would tend to
spread. Countries with inflationary pressures,
having no incentive to remedy them for the
sake of their balance of payments, would
tend to export them without limit.

- (¢) The system would become a closed
one. The E.P.U. currency area might be
privileged, but it would become more and
more divorced from the rest of the world.

8. — The E.P.U. Statutes provide a com-
promise solution for the problems outlined
in paragraph 7. Article 13, paragraph (b) of
the Statutes says that any surpluses excee-

L
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ding a member’s quota are to be settled
according to ad hoc decisions of O.E.E.C.,
while under Article 13, paragraph (a) any
deficits are to be fully covered by gold pay-
ments. The object is to induce creditor coun-
tries to follow a policy of economic expan-
sion so as to get rid of surpluses which are
not certain to be scttled, while obliging deb-
tor countries to amend their policies so as
to restore balance of payments equilibrium,
The inducement for debtor countries to do
this might be effective if they were not allo-
wed the benefit of Article 3, paragraph (c)
of the Liberalisation Code; this allows coun-
tries having a balance of payments deficit
with E.P.U. to restore import quotas.

g. — As will be seen from Table V,
the extent of liberalisation among O.E.E.C.
member countries on 31st December, 1953
was considerable except for farm products.

zerland, 60.8 per cent in Belgium and %9.4
per cent in Germany. France was an excep-
tion to the rule as to a high degree of libe-
ralisation, having a general ratio of only 18.2
per cent and one of no more than 7.6 per
cent for farm products. Relying on Article
3 (c) France had long since imposed import
quotas, and kept them on even when its
balance of payments was again in general
equilibrium, because it still had a deficit with
E.P.U. Moreover, although the French quo-
tas were originally imposed for balance of
payments reasons, they called forth protec-
tionist forces which even now make it highly
unlikely that they will be removed.

10. — Article 3 (c) of the Liberalisation
Code allows any E.P.U. member to revoke
liberalisation if the deficit on its balance of
payments with E.P.U. is growing at a rate
that is thought to be dangerous in view of its

DEGREE OF TKADE LIBERALISATION AT DECEMBER 3x, 1953
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de in |Amount s products raw materials goods
1932 Amount | 9 | Amount| % | Amount| ¢ | Amount| %
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Holland . « . + . . . go8 10 | 1sx 537 | 854 [ 315.6 90,5 | 4624 | 89.2 [ B3rey | 92,6
Denmark » + + . .+ . 445 2 0.4 4644 80 156.5 96 133.6 60 336.5 | 76
France ¢ o &+ o 4« . . 853 187 | 21.9 — 7.6 — 30.8 — 10.5 — 18,2
Italy o ¢ &« & v o v 331 14 a2 86,1 | 998 | 1509 | 100 68.6 | 99 3157 | 997
Ireland . . . + . . . 348 1 ©43 35 72.2 69.9 94 155.5 | 69.4 | 260.4 | 750
Iegland o + &« & . . 43 10 |23 e — —_ e — — — —
GIreece v v o o o 4 120 26 | 21,6 —_ — e — —_ — — —_
Norway o ¢« v v 5 o 457 | 26 5.6 16,7 79 92.6 88.1 | 2143 q0u4 | 3236 | 75.1
Portugal . . + + . . 207 — — 7.8 1 7345 6045 98.9 | 123.4 | 01.6 | 1948 | 92.8
Switzerland . . . . . 586 31 5.2 642y 62.2 | 204 100 239:5 972 | 504 914
Sweden o 4 o 4 4 . . 266 54 7 357 | 72.3 | 239.6 99.x | 375 8g.2 | 650,3 | 9144
Turtkey . « « « + . . 142 7 449 - —_ — — — — — —
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For these, even countries with balance of
payments surpluses continued to maintain
high protection, the liberalisation ratios for
those products being 62.2 per cent in Swit-

reserve position. This provision was agreed
when it was assumed that the overall balance
of payments of E.P.U. member countries,
and still more their balance of payments with
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the dollar area, would be in permanent di-
sequilibrium. In other words it was assumed
that no country would be able to finance
E.P.U. defiits out of surpluses earned from
other areas — and especially not from the
dollar area. At that time the dollar shortage
was assumed to be permanent. The position
now looks different. Under the effect of the

'TABLE V]

BALANCE OF CURRENT PAYMENTS OF SELECTED
COUNTRIES WITH THE DOLLAR AREA

(millicns of §)
_ 1952 1952 1953 1953
Countries 2nd st 2nd
sttt e | hale | half
Denmark. . . | +10 + 26| + 31
Pranc: . . . . -—75 + 49
Germany. . . . —108 | + 81 | +150
Italy . . . . . | —122 — 88 [ — 24
Holand . . . |, — 58 + 13 | 4+ 49
Sweden . . . , — 12 + 50+ 23] 4 30
United Kingdom . | —556 —223 | — 59
Franc Area ( ex-
cluding Francej . —87 — 46
Sterling Area { ex- K
cluding UK} . — g8 +20I | +133

heavy military spending by the United States
in Europe, some E.P.U. member countries
now have dollar surpluses (Table VI).

The balance of payments figures in Table
VI are not strictly comparable because each
country calculates them differently, but they
do give an indication. They vary in the
extent to. which they include dollar economic
aid and military aid. Inclusion of such aid,
of course, increases the apparent dollar surplus;
it 1s, however, an item which cannot be re-
lied upon and is largely subject to non-econo-
mic factors,

TasLe VII

U.8.A. FOREIGN DEFENCE EXPENDITURES
(Annual Rates - Milliards of §)

1951 1952 1953 | 1954
st znd 18t
half | half falf

E. P, U, countries | 0,31 | 652 | 0,93 | 147 | 3.8
E. Py U, countries | -
and monetary ateas | 0.40 0.67 | 1.03 | 1.62 | 334
All countries . . | 120§ 1.53 | 209 | 260 | qu22

Table VII shows the yearly amounts of
foreign military spending by the United States
from 1951 onwards.

1I. — To sum up once more, EP.U.
member countries with extreme creditor and
debtor positions are concentrated at the two
cnds of the scale. Some of these positions
show signs of being permanent., The volume
of intra-European trade has grown, while the
quotas of E,P.U. members have remained
unchanged; and yet, because the extreme po-
sittons persist, adjustment of the quotas would
not solve the problem of how fto restore a
revolving fund of credit. It will further be
scen that the dollar shortage of past years
is no longer present in so grave a form.
This, it is true, is due to non-economic fac-
tors which may or may not last; but it does
make it seem unreasonable to maintain the
rule under which countries with E.P.U. de-
ficits have the right to place quota restrictions
on imports.

12. — The following are some of the
suggestions put forward for remedying the
EP.U. crisis:

(@) To recast E.P.U., the members un-
dertaking to liquidate persistent debtor posi-
tions by paying over convertible currency.

(b) To liquidate E.P.U. and replace it
by a system of partial convertibility,  confined
to settlement of current items due to persons
resident abroad. '

() To replace EP.U. by a system of
full convertibility, giving both residents and
non-residents the right to' convert each natio-
nal currency into gold or currencies that are

. equivalent to gold,

13 — The advocates of full convertibility

~say that it is the only method which will
. provide a sure basis for a free market eco-

nomy: Ropke calls it the «surest anchor »
for such an economy. This would permit
the removal of exchange control, which they
call the « nationalisation of bankruptey ». It
would release creditor countries from their
servitude to E.P.U., so that they would no
longer be forced to grant it further credits
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in addition to those outstanding. It would
end the see-saw between increasing and de-
creasing liberalisation. It would operate on
the basis of fixed pars of exchange; and with
the support of stabilisation funds, it would
exclude all controls over foreign payments,
including transfers of capital. It would imply
the re-establishment of an international ca-
pital market. The system would oblige coun-

tries which applied it to adopt orthodox -

nancial and credit policies.

Under partial convertibility on the other
hand there would be exchange control in
order to discriminate between current pay-
ments and capital movements. Only balances
arising from. current payments would be con-
vertible, not those originating from move-
ments of capital. Moreover, convertibility
would apply only to balances which had ac-
crued to foreign residents from recent transac-
tions. Under this system it is not supposed
that general measures of financial or credit
policy could be used to restore equilibrium in
the balance of payments whenever required.
Its advocates indeed assume that situations can
arise where such measures would not work,
or would not do so soon enough. Their way
of restoring the balance is to alter the ex-
change rate. They do not exclude quota
restrictions, but assume that these would be
applied without discrimination.

The essential difference between the ad-
vocates of partial and of full convertibility is
thus that the former accept, while the latter
reject, maintenance of exchange control. The
former say that exchange control must be
maintained in order to prevent capital move-
ments which could upset the balance of pay-
ments; the latter think that movements of
capital are essential to the working of their
system. The former are prepared to alter
exchange rates to restore the balance; the
latter demand fixed exchange rates, relying
on general measures to put the balance right.
Essentially the former group admit, while the
latter group firmly deny, that the economic
policy of Governments may be conducted on
lines of «dirigisme». Thus full convertibi-
lity entails complete acceptance of the free

market economy, while under partial con-
vertibility the economy may be managed in
varying degree.

14. — Under partial convertibility any
balances accruing to foreign residents from
current transactions may be converted into
gold. This right may be exercised at any time.
The foreign resident may opt to use the
convertible currency to buy goods in the
country issuing it, or to spend it anywhere
else including the dollar area. Hence, for
such a system to last, prices in the « convert-
ible » country must be in equilibrium with
those in other countries, including the dollar
arca. If they are not, everybody will tend
to spend the convertible currency where pri-
ces are lowest. This is what happencd in
mid-1947, when prices in the sterling area
were higher than in the dollar area, so that
holders of sterling spent it in the latter.

If everybody spent the convertible currency
where prices were low, this might use up
the gold and forcign exchange reserves of
the country which had proclaimed convert-
ibility, forcing it to reverse that step. It fol-
lows that one condition for convertibility to
work is that there shall be no price dispari-
tics which have led to the introduction of
special measures of protection against low-
price areas. That is why the partial convert-
ibility system rules out discrimination against
any currency area. Advocates of that system
do however admit that the supply of the
convertible currency may be regulated by
adjusting exchange rates, by applying import
quotas, or by both methods; but they require
any such measure to be applied without
discrimination.

15. — What then are the differences
between partial convertibility and the system
now in force? The existence of extreme cre-
ditor and debtor positions within the E.P.U.
now means that, at least on the part of the
debtors, balances must be settled in gold. In
this respect the EP.U. system has come close
to that of partial convertibility, the difference
being that the creditors still accept parz pay-
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ments in golds in settlement of their claims.
Moreover, the extreme position reached by
some E.P.U. debtors means, or ought to
mean, that they need not discriminate against
dollar area goods. Much the same applies to
the creditors, who are piling up reserves of
gold and convertible currency. The E.P.U.
system is in fact being transformed by forces
which are impelling it towards non-discrimi-
nation.

t6. — As already mentioned, the partial
convertibility system resembles the one now
in use in the principle that it excludes rea-
djustments of general policy as a means of
restoring balance of payments equilibrium.
It does require that the supply of a country’s
currency should in certain circumstances be
reduced by varying exchange rates, by apply-
ing import quotas, or by both these methods.
As such measures reduce the volume of trade,
it is necessary both under partial convert-
ibility and under the present system, to be
able to fall back on a revolving credit fund
of convertible currency, so as to remedy
balance of payments disequilibria. To that ex-
tent the partial convertibility system amounts
to extending the present one by bringing the
dollar area into E.P.U. and giving it a quota.

17. — If all EP.U. members accepted
partial convertibility, E.P.U. might as well
be liquidated. There would be no balances
for it to settle, because any country having
a surplus of another’s currency could con-
vert it into gold or its equivalent. But what
happens if some E.P.U. members accept part-
ial convertibility while others do not? It
would seem that E.P.U. would still have to
be liquidated. Every country would put in
for E.P.U. settlement its balances in incon-
vertible but not in convertible currencies. Thus
there would again be extreme positions, with
the convertible currency countries as creditors
and the inconvertible currency countries as
debtors.

There is a further problem: how would
countries with inconvertible currencies settle
with those with partially convertible curren-
ctes? The countries with inconvertible cur-
rencies could still impose discriminatory im-

port quotas, and would probably discriminate
against imports from countries with conver-
tible currencies. If there were many countries
with inconvertible currencies, those with
partially convertible currencies might seck to
escape the effects of discrimination by making
bilateral agreements with the countries with
inconvertible currencies, possibly providing
« swing » credits through such agreements.
This would be bilateralism over again, with
bilaterally negotiated « swing» credits, and
the world market split into water-tight com-
partments. '

18, — One method that has been consi-
dered (see paragraph 12) for restorlng an
efficient payments systern is to require persi-
stent E.P.U. debtors to pay off their debts
with gold or convertible currency, while gi-
ving persistent creditors the right to claim
payment in the same way. The object is
twofold: to maintain in being a revolving
credit fund to finance temporary balance
of payments disequilibria, and not to force
the creditors to grant unlimited credit. The
revolving fund of credit would be provided
through the debtors’ paying off debt, and so
regaining the use of their ordinary credit
margins. They would have to pay gold or
convertible currency sufficient for the Union
to use in repaying credit obtained from the
creditor countries.

19. — These considerations lead to the
following conclusions:

E.P.U. has largely exhausted the revol-
ving fund of credit which it put at the dispo-
sal of member countries to finance surpluses
and deficits in intra-Furopean trade, Surplu-
ses and deficits of growing amount are having
to be settled outside the quotas with gold
and convertible currency.

In this respect the E.P.U. system has
come close to what we have called partial
convertibility. Under both systems there is
less need to descriminate, especially against
the dollar area.

A possible compromise solution would
be to estabhsh the principle that persistent
E.P.U. debtor®and creditor balances must be
repaid in gold or convertible currency. The
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E.P.U. system would then still differ from
partial convertibility in maintaining a revol-
ving credit fund.

Two main points must be borne in mind
when these considerations are applied to the
Italian case:

(2) Whether the solution adopted is to
continue the E.P.U. but with a plan for liqui-
dating persistent creditor and debtor positions;
and whether it is to introduce partial or total
converublhty, we shall probably see less discri-
mination agalnst goods commg from areas
where the power to compete is greater.

(b) For some time Italy will probably
continue to be an E.P.U. debtor, having to
settle by full payment in gold or its equivalent.
To that extent Italy can regard the E.P.U.
area and areas with convertible currencies as
one.

From this it follows that:

(@) In formulating her commercial po-
licy ITtaly need not discriminate between the
E.P.U. area and areas with convertible cur-
rencies. The object should be to maintain
overall balance of payments equilibrium with
all these areas taken together.

(b) The growing competition in these
areas confirms that measures to assist exports
are needed.

(c) It also confirms the need to increase
trade with areas not covered by paragraph (a).
Our forcign trade must in fact be freed from
the restraints which hamper it in regard to
such countries. A condition for the continua-
tion of the liberalisation of imports is the
« liberalisation of exports ».






