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UEM-T A-1

What does an economic and monetary union include?

The monetary aspect of an economic and monetary union can be

more easily defined than the economlc aspect. According to the Werner-
a monetary union implies full and irrevocable internal con- Tfepport
vertibility of the currencies at fixed definite rates of ex-
change and full liberalization of capital movements. Because

the money-supply or the liguidity of a member-state can in that
situation no longer be controlled by the national central banks,
monetary policy at least in its main decisions must shift from
these authorities to authorities at the community level. What
monetary policy implies is also clear: discount policy, open-
market-policy, liquidity ratios, ceilings to bank lending,
exchange-rate-policy (of the community towards the outer world) .
Not only the final situation is rather clear, it is also pos-
cible to suggest stages in which co- ordlnatlon between central
banks will be gradually replaced by a common system of central
banks, which could be based on the European Fund of Monetary
Co-operation. The narrowing of the margins of fluctuation of

the European currencies also follows logically from the de-
finition.

The authorities who should comblne their efforts and ultima-
tely must form a new body, are also clearly to define. Tney

are the central banks under a certain general authority from
the Government. The uitimate relation between the Federal
Reserve System of the Community and the Political Authority

of that Community will not be easy to find as this relation

now changes from country to country but the negotiations on

this point will not differ fundamentally from the negotiatlions
concerning the political organs of the Community such as a
Government and a Parliament. |

That the monetary aspect is in more prec1se terms to dei Ir»

is proven by the Werner-report and also by the report "European
Economic Integration and Monetary -Unification"of the Study
Group on Economic and Monetary Union.

Though the ultimate transfer of power in the monetary field

to a supra-natural organ will be a very decisive but also



difficult step in the process towards a European union, from
the technical point of view the obstacles will be smaller than
in the fields of social and economic policy. The authorities
fcentral bank people and ministry of finance people) know each
other and often meet. They have a great expertise that is shared
only by a few people outside their offices. The only important
economic group that is directly influencedwby“the decisions

of the monetary authorities is the banking system that is ge-
nerally well organized and with which contacts are relatively
easy. There also seems to be a general tendency that the banking
system as a rule followsrecommendations of central banks. Of
course the structure of the banking systems is rather different
in the various member-states, but that points to the conclusion
that theimplementation of the broad decisions of the BEuropean mone-
tary authority should be decentralized and for the time being
remain in the hands of the central banks.

In the broad field of economic and social policy far more pres-
sure groups are involved and parliamentary control is much
stricter than in the case of monetary policy. These issues are
more debated in press, t.v. and radio than in the case of mone-
‘tary policy. Wage policy for instance has a direct bearing on
the income and welfare of the people; the same applies to tax
policy. A budget policy that is restrictive for macro-economic
reasons, will always hurt some groups and interests and where-
as within the nation-state it is already difficult to formulate
and implement a sound policy, e.g. to stabilise the business-
cycle, it will be far more difficult to harmonize those poli-
Cies between nation-states. Moreover to reach a certain objec-
tive there are many possible instruments.

Cne instrument can from an economic, social and political point
of view be better applied in country A and another instrument
in country B but implementing both in their respective couttrles may
threaten equilibrium . between these states. The same can happen
of course in the field of monetary policy but as pointed ou:
before, fewer and less broad interests are invelved and a com-
promise that prevents a conflict can be more easlily reached.
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The Werner-report rightly stresses that in the final stage two community
organs should be established : a "centre of decision for economic policy"
and a "community system for the central banks". When it comes to lay down
what should happen during the first stage the report, besides recommending
smaller margins between currencies than follows from the margin towards the
U.S. dollar, does not mention precise measures of economic policy but relies
on : consultations, meetings, big lines ofveconomic policy, recommendations,
harmonization. More precise is the idea of a survey at community level
before governments draw up their budgetary proposalse Most of these propo-
sals have been taken over by the Council of Ministers, but the experience

of the past few years taught us that these procedures have proved to be
failures. One can safely assert that these procedures and the deliberations
within the Council have never been effective in influencing national decisionse.
For that reason, some power should be given to0 Community authorities, even
if it were only a right of abproval or veto and it should be rather precisely
laid down in what fields this power may be executed and how detailed this
power will be.

In order to reach agreement betwéen the present member-states this power

can not be too detailed but it should be effective = not to harmonize eco~
nomic policy in all its aspects - but to prevent effectively tendencies

that would separate the development of the economies still more than is

now already the case. This could bring us to an action of the community
authorities to narrow the discrepancies that exist at present beiween

member—-states.
The report of the Study Group says (p. 4) @

"putonomy of national economic policy objectives and the lack of homogeneity
of attitudes in particular towards the trade—off between unemployment and
inflation are at the origin of the familiar adjustment problem which has been
plaguing the functioning of the international monetary system for more than
a decade nowe It is also the central issue in the process of creating a

monetary union".
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It should be the aim of the Community supra-national body of which the
Commission of the European Communities is the logical predecessor, to judge
whether measures propose@ by the national authorities would strengthen the
differences in attitudes towards the trade-off. In that case one could imagine
that e.g. a wagefreeze, or other measures of income policy,.proposals pointing
to a broadening of the budget deficit (according to national accounts follo-
wing the O.E.C.D. pattern), with more than say 10 %, tax measures which amount
to more than certain percentages, should be judged before by the Commission.
In case a right of approval or of veto whould be thought to go too far for

the moment, a right to postpone the measure or just the right to give the
"European" opinion would already be interesting. In the latter case the opinion
would have to be published in order to influence public opinion. The present
difficulty is that it is not known whether a concrete measure of economic
policy is against the broad community interest. Following my proposal the
European authority must gradually form a wealth of material and exercises on
which later to base an economic policy of their own. I have limited myself

to what could be done in the time to come and what should be the minimum
measures to‘be taken in the field of procedures. The efforts to reach fundamental
gsolutions for problems like a community budget, a European corporation, harmo-
nization of social security etc. should of course go on., We cannot, however,
wait for those issues to be solved to gain some experience in dealing with

a BEuropean social and economic policye.

JeWeJe Bosman
Tilburg, 4th March 1974
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UE - 38 B-1

G. BROUWERS

ANALYS @ CRITIQUE DU PASSE ET ENSEIGNEMENTS POUR L'AVENIR

Introduction
La crise actuelle
1) La crise que traverse actuellement la Communauté européenne est plus

grave et plus vaste que les précédentes. Par le passé, des obstacles spéci-
fiques on: maintes fois freiné le développement de la Comminauté, mais un
effort cc-jcint a le plus souvent permis de les surmonter. Cette fois-ci,
cependant . son unité encore inachevée est menacée par un malaise plus général
qui éprouve davantage sa force de résistance et partant sa cohésion. Ce

malaise trouve son origine dans un ensemble de causes,

‘ne cause récente et importante est la crise de l'énergie. Celle-ci
a provoqu: dans une série d'Etats membres un déficit de la balance des
paiements qui a profondément perturbé leur équilibre économique. En outre,
coincidar’ aves une pénurie exceptionnelle sur le marché des matiéres
premidres, elle a porté l'inflation en Europe, qui était déja vive, & un
niveau jansi:» atteint. Aussi grave soit-elle en elle-méme, la crise de
1'énergie n'a conme toute fait que mener & son apogée un mouvement en cours
depuis qu:ilques snnées. Par d'importants mouvements de capitaux spéculatifs,
le désord.s mondiaire international a non seulement rompu la stabilité rela-
tive qui caractérisait les rapports monétaires en Europe mais a également
contrecar & = tentatives timides visant & une politique conjoncturelle

s

communaut ¢ v gapé la résistance & l'inflation.

'ébauche encore fragile de 1'unité monétaire de la Communauté n'a
pas pu récizter & de telles pressions. Les pays de la Communauté connaissent
actuellemsnt une inflation démesurée et un chdmage accru qui affaiblissent
sa force 2 croieegance déja atténuée par des causes internes. Ces tensions
économiqus provequent des tensions politiques. Ensemble, elles conduisert

les gouvernements des Eta‘ts membres & se concentrer davaniage sur leurs

problémes strictement nationaux.

eoe/onn
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2) Il ne.s'agit pas seulement pour les Etats membres de sauvegarder a
court terme leurs intéréts personnels immédiats. L'impuissance de la Commu-
nauté d'influer sur le cours des événements accrédite de plus en plus la

thése que, en adoptant le rythme qui était le sien, la Communauté a surestimé
ses possibilités pratiques et que les disparités nationales sont encore

trop grandes pour &tre surmontées par des spéculations technocratiques.

Avant qu'on puisse songer & une relance de la Communauté, il conviendrait
d'abord de triompher des difficultés concrétes sur le plan national, fiit-ce
par la concertation ou la coopération. Dans une telle optique, la Commnauté
n'a de chances réelles de réussir que si le climat est favorable, c'est-a-dire,

si les problémes nationaux sont en bonne partie résolus.

Toutefois, "reculer pour mieux sauter" est un principe cui ne
convient pas dans la situation actuelle. Reculer n'a un sens que si l'on
dispose d'une assise solide sur laquelle on peut se repilier. Or, l'assise
nationale est aujourd'hui devenue trop étroite pour la solutioﬁ des problémes
auxquels les Etats membres de la Communauté sont confrontés, Afin de sortir
de l'impasse, il est donc indispensable de renforcer la Communauté plutdt
que'de la figer pour un temps dans l'immobilisme. Sur le plan national on
peut tout au plus encore essayer de se protéger tant bien que mal des effets
des influences perturbatrices. Tenter de se maintenir pendant longtemps sur
1l'assise trop étroite de 1'économie nationale serait retourner vers un passé
dont les legons nous__ ont amenés il.y a un quart de siécle & nous engager

résolument dans la voie d'une ,coopération nouvelle.

3) Il est d'ailleurs illusoire de vouloir revenir temporairement i des
solutions nationales. Non seulement parce que, en raison de 1'intégration

de ggigoggll'économie européenne, les problémes ne seront résolus que sur le
plan/et donc de maniére partielle seulement et que leur solution demandera
par conséquen% un temps de plus en plus long, mais aussi parce qu'on se heur-
tera sans cesse 3 de nouveaux problémes auxquels s'appliquera ce qui vient
d'8tre dit & propos des problémes actuels. Le monde ne s'arréte ni économi-
quement ni politiqhement. Dans les multiples discussions sur le choix de la

société de demain, c'est & peine si l'on mentionne encore l'idée de l'unité

N
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européenne, alors que tout ce que nous avons appris au cours de ce siécle
démontre que cette unité est bien le fondement indispensable & 1l'équilibre
politique et économique de notre continent. Si la Communauté marque le pas,

la société de demain gé fera sans elle.

Il serait évidemment foncidrement erroné de croire qu'une Communauté
mieux cimentée serait en mesure de surmonter & court terme les difficultés
dont souffrent actuellement les Etats européens. Cela vaut tout particulie-
rement pour l'inflation. La persistance et l'accélération croissante de celle~
ci, probléme économique & l'origine, en ont fait un probléme politique dont ‘
les données sont de plus en plus lides i la question, de politique éociale,
de la répartition des revenus. Il n'empédche que, grice & une action plus

a

efficace face 3 l'ensemble de nos problémes économiques, une Communauté
congolidée sera mieux en mesure qu'un Etat isolé d'apporter & ce probléme
crﬁpi@l une_fépqpseféconqmiquemeﬁﬁ_qf socialement justifiée, Il est évident
que les bases de/dépaft d'une Communauté plus solide devront &tre établies
d'un commn accdfd par des mesures préliminaires concernant les pfoblémes
qui se posent avec acuité, tels que les déficits particuliérs des balances
des paiements résultant de la crise de l'énergié, 1'hyper-inflation due en
partie'é cette méme crise et les rapports de rarités entre les Etats membres.
Mais les meilleures techniques sont voudes & 1'échec gi on s'avise une fois
de plus & vouloir les appliquer pér la voie qui s'est révélée tant de fois

infructueuse de la coordination non obligatoire,

4) Le marasme actuel de la Communauté ne vient pas de ce qu'elle aurait
surestimé son impoftance. La c;use profonde en est que les Etats membres

ont bien trop hésité & tirer les conséquences politiques concrétes des
principes politiques qui ont présidé i sa.création., C'est cette faiblesse
organique qui a emp@ché la Communauté de jouer un rdle positif face aux

problémes des dernidres années,

Alors qu'd 1'époque du plan Schuman, 1'aspect peliticque et l'aspect
économique de 1l'intégration européenne étaient équivalents, la valeur attachée

au premier n'a cessé de se déprécier au fil des ans.

Aujourd'hui, la Commnauté en est arrivée au point cue pour poursuivre
son intégration économique et éviter que les Etats membres ne reviennent a

des politiques exclusivement nationales, il faut des mesures concretes,

vee/ens



d'ordre politique, par-13 entendez également dfordre institutionnel, L'objet
de la présente introduction est d'illustrer briévemeni la thése développée
ci-dessus en prenant pour point de départ le développement politique et
économique de la Commnauté et de dégager ainsi l'orientation principale des
propositions précises, & court et & plus lgng terme, qui sont exposées dans

les chapitres suivants.

Les débuts de L'intégration européenne

N

5) La volonté d'écarter 3 tout jamais les divisions pelitiques et
économiques des années trente a été le point de départ de 1'intégration
européenne., Dans un premier temps, les efforts ont avant tout porté sur 1l'in-
tégration politique; les menaces de la guerre froide opposant irés rapidement
1'Est et 1'Cuest n'y étaient pas entiérement étrangéres., Ces efforts ont
abouti & une double initiative : la création de la Communauté du charbon et

de l'acier, d'une part, et de la Communauté européenne de défense, de 1tautre.
Dans les deux cas, l'objectif était de créer des garanties contre une renais-
sance de la rivalité franco-allemande, rivalité qui avait é%é si longtemps au

centre des divisions en Europe.

La premiére initiative avait pour but de dénationaliser l'assise
industrielle de la guerre en intégrant 1'industrie européenne du charbon et de
1'acier dans une Communauté supra-nationale. La seconde visait & dénationaliser
1'appareil militaire en 1l'intégrant dans une commnauté supra-nationale de
défense. La premidre fut couronnée de succés, la seconde échoua. Un systéme
militaire intégré apparaissait Prématnré et l'on chercha, dés lors, a mettre

sur pied une coopération militaire dans le cadre atlantique.

6) Si le succds rencontré par la CECA constituait une premiére épreuve
importante de la force des tendances & 1'intégration européenne, ce succes
restait limité & la "petite" BEurope des Six. Le reste de 1'Europe occidentale

ne semblait pas encore disposé & franchir le pas décisif de la supra-nationaliié
méme si celle-ci n'était présente dans la CECA qu'a un degré rélativement
modeste. Cette supra-nationalité apparaissait dans les pouvoirs de la Haute
Autorité qui lui permettaient a) moyennant un budget propre obtenu grice & des
prélévements mis & charge de l'industrie communautaire du charbon et de l'acier,
de promouvoir la modernisation des secteurs considérés et de faire face aux

dventuelles conséquences sociales d'une telle modernisation; b) d'empdcher

..0/..-
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la formation d'ententes et donc de positions dominantes dans ces industries.

La Haute Autorité était directement responsable devant 1'Assemblée pour tout
ce qui avait trait & ses compétences propres., Lorsque des problémes plus graves
se sont posés, comme la crise charbonnidre de 1957, il est apparu que les
pouvoirs de la Haute Autorité é&taient insuffisantes et elle a dii se soumetire
aux décisions du Conseil des ministres ou les intéréts nationaux étaient

encore prépondérants.

7 A l'origine, on oeuvrait avant tout dans le sens d'une intégration
"fonctionnelle" de la vie politique et économique, c'est-a~dire d'une intégra-
tion d'objectifs spécifiques tels qu'incarnés dans la CECA et la CED. Qutre
1'aspect trés important de la gécurité dans ces deux domaines, 1'idée qui
présidait 3 ces efforts était qu'une intégration de fait des économies des
Etats européens ne constituait pas une base suffisante pour appliquer & une
plus grande échelle le principe de la supra-nationalité. Aprés l'échec de

la CED en 1954 et la stagnation relative de 1'OECE, la force des tendances &
1'intégration européenne s'est cependant révélée suffisamment grande pour faire
accomplir & 1fEurope des progrés beaucoup plus consédérables dans le domaine

économique.

La Communauté &conomique européenne

8) En mettant en oeuvre le plan Marshall, 1'OECE - dont 1'éventail des
t8ches s'élargira ultérieurement - avait accompli pour l'Europe un travail
important dans le domaine de la'libération des échanges économiques. Elle avait‘
mis fin aux restrictions quantifatives a l'importation et & l'exportation et
miltilatéralisé les opérations de paiement enfre les Etats européens. Ces deux
mesures avaient favorisé au plus haut point le redressement et la croissance
de l'économie européenne. Il était apparu cependant impossible de poursuivre
dans le cadre de 1'OECE le processus de libéralisation et dtaboutir & un
démantelement systématique des tarifs douaniers. 11 fallait pour cela des
impulsions politiques plus fortes qui, en définitive, n'ont pu 8tre trouvées
qu'a 1l'intérieur de l'Europe des Six désireuse d'une intégration totale. Ainsi

est née la Commnauté économique européenne,

9) La CEE a été congue en tant qufunion économique 3 caractére supra-
national provisoirement limité. Si on excepte les compétences propres de la

Commission européenne en matiére de politique de concurrence et de politique
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commerciale, c'est au niveau du Conseil des ministres, composé des représentants
des gouvernements des Etats membres, que se situe le centre de décision concer—
nant la politique socio~économique. Sur la base des objectifs définis dans

le Traité, la Commission européenne a pour tdche de soumettre des propositions
au Conseil qui, dans certains cas, décide 3 la majorité qualifiée, Ces décisions
auraient dfi conduire, aprés une période de transition de 12 ans; & une union
compléte avec llbre circulation des marchandises, des personnes, des ervices

et des capitaux et/ﬁne politigque commune dans la mesure ou, d'aprés le Traits,
celle~ci était indispensable au bon fonctionnement de l'union considérée., Pour
cela, le budget communautaire, limité i l'origine, serait doté des moyens

nécessaires selon des modalités qui &taient également déterminées par le Traité,

La politique commune couvre également les cinq domaines suivants :
a) L'union douaniére et la politique commerciale commune qui s'y rattache;
b) la politique agricoiz commune;

¢) l'harmonisation des politiques économiques et la politique commune en matidre

ds concurrence en vue d’'assurer un marché totalement libre;

-

d) la politique structurelle, y compris la politique régionale, afin d'assurer &

la Communauté une structure économique équilibrée et efficace;
e) la politique conjoncturelle et monétaire.

10) Le succés des débuts. fut prometteur. L'union douanidre fut réalisée
pendant la période de transition prévue pour son achévement, Il en fut de

méme pour la politique agricole commune. Ltagriculture s'était vue attribuer
une place toute particuliére dans le Traité parce qu'a l'image de la politique
menée dans les différents Etats membres on la considérait comme un secteur

ot la formation des prix ne pouvait 8&tre gbandonnée au libre jeu de 1l'offre et
de la demande. Le fondement de 1la politique agricole fut la mise en place d'un
mécanisme de formation de prix aussi uniformes que possible et, s'y rattachant,
une politique d'importation et d'exportation vis-a-vis des pays tiers, qui
seule , pouvaient garantir une libre circulation des produits agricoles. Aussi,
cet élément de 1l'union économique était-il défini avec précision dans le Traité.
Cette définition précise et le fait que les Etats membres, flt-ce 3 des degrés
divers, avaient particulidrement intérdt & ce que la politique agricole commune

se fasse ont grandement contribué & ce succés.

ceifeen
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11) En vue de réaliser la circulation totalement libre des marchandises,
des services, des personnes .et des capitaux, la Communauté a déployé pendant

la période de transition une trés grande activité pour harmoniser les dispo-
sitions législatives nationales et notamment les régimes fiscaux. Mais, les
progrés furent lents parce qu'on se heurtait 4 de nombreuses traditions et
particularités nationales auxcuelles les Etats membres se raccrochaient souvent
avec acharnement, parfois sous l'influence de groupes de pression. C'est

pourquoi ce chapitre l'union économique n'est pas encore achevé.

12) Cela vaut dans une plus forte mesure encore pour la politique struc-
turellie. Cette politique comporte deux aspects. Lé premier est l'harmonisation °
des mesures nationales destinées & venir en aide aux régions en retard et aux
secteurs défavorisés en vue, d'une part, d'éliminer les distorsions de concur-=
rence 3 l'intérieur de la Communauté, et, d'autre part, de renforcer la
strﬁcture économique de celle-ci. Une politique énergétique commune revétirait
ici une impdrtance particuliére. Le deuxiéme aspect est l'encouragement des
activités qui ne peuvent s'épanouir jdeinement que sur le plan communautaire.
L'utilisation de techniques modernes et la recherche nécessaire & cet effet

présentent sur ce point un intér@t exceptionnel.

Le développement de l'industrie nucléaire était considéré comme un
exemple particulier de ce type. C'est dans cette optique que, parallélement
4 la CEE et sur les traces’de la CECA, que fut créée une nouvelle Commnauté ¢
EURATOM. Cependant, les intérg&ts nationaux & court terme apparurent tellement
plus importants que ceux de la Commungpté dans son ensemble qu'EURATOM se

golda pratiquement par un échec,’

Bien que les pays de la Communauté aient manifesté pendant la
période de transition une croissance relativement forte et diversifiée,
on ne peut affirmer que la politique structurelle de la Communauté en fut un
facteur important. Les tentatives visant & coordonner les politiques nationales
des Etats membres se sont encore trop heurtées & des conflits souvent imaginai-
res d'intéréts nationaux. Cette coordination a notamment failli sur le plan
important de la politique régionale; la Communauté devait payer chérement cette
carence lorsqu'd la fin des anndes soixante, sa croissance et sa stabilité
furent ébranlées par 1'inflation et par le déreglement du systéme monétaire

mondial,
ceifees
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Stagnation dans la CRE

13) La gravité de ces difficultés est imputable dans une large mesure

& la carence de la partie de la politique de la Communauté qui aurait précisé-
ment dli en &tre 1'élément central, & savoir la politique conjoncturelle et
monétaire. Contrairement & la politique commune qu'il prévoyait dans de
nombreux autres secteurs, le Traité préconisait dans ce domaine la coordina-
tion des politiques nationales des Etats membres., Il posait donc en principe que
ceux-ci, en premier lieu responsables de leur croissance et de leur équilibre.
propre, assureraient la croissance et 1'équilibre de la Communauté dans son
ensemble en coordonnant leurs politiques, tout en acceptant d'éventuelles
différences d'orientation imposées par des circonstances divergentes, Il sous-~
estimait donc les limites que la. dépendance réciproque et l'interpénétration
croissante des économies allaient imposer aux politiques conjoncturelles
nationales. I1 méconnaissait la nécessité d'une politigque conjoncturelle et
monétaire commune rendue indispensable par 1'intégration elle-méme. En consé—
quence, les institutions de la Communauté n'y étaient pas préparées. A mesure
que les tensions internationales s'aggravérent, cette carence organique se fit

de plus en plus sentir.

14) La Commission européenne, conscientede la nécessité d'une coordi-
nation aussi effective que possible, déploya dés le début une grande activité
dans ce domaine. Cing comités consultatifs compétents dans les différents
secteurs de la politicue économique et financidre prépardrent les débats
périodiques du Conseil des Ministres au cours desquels les directives élaborées
par la Commission européenne en matidre de politique conjoncturelle étaient
examinées. Ces débats portérent bien vite également sur des programmes & moyen
terme et permirent de recueillir de précicuses informations sur la politicue
suivie par chacun des pays membres. Toutefois, ils ne débouchérent pas sur

de réelles confrontations et n'influencérent donc pas concritement la politique
des gouvernements nationaux. Sur ces points essentiels, ceux-ci étaient trop
préoccupés par la situation économique et politique dans leurs pays respectifs

pour accepter 1'idée d'en débattre encore au sein du Conseil des Ministres.

15) Au début, il-n'y avait pas lieu de s'en inquiéter,icompte tenu de la
forte expansion économique et de la progression du taux d'inflation encore

assez lente & cette époque. Avec un peu d'optimisme, on pouvait considérer
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qu'il s'agissait du démarrageid'une procédure qui, & la longue, deviendrait plus
efficace. Toutefois, & mesure que 1'inflation s'accélérait, le contraste entre
la gravité des problimes et l'inefficacité de la coordination au sein du
Conseil devint plus manifeste. Les rapports et les recommandations de la
Commission européenne se firent plus pressants, surtout lorsque les symptdmes
de orise monétaire internationale s'aggravérent dans la seconde moitié des
années soixante. La nécessité de faire front en commn contre les dangers qui
menagaient la stabilité de la Communauté de l'extérieur apparut de fagon
évidente. Toutefois, il &tait tout aussi évident qu'une action communautaire
plus vigoureuse sur le plan extérieur resterait théorique en l'absence d'une
politique économique et financidre commune sur le plan intérieur. L'insistance
de la Commission afin qu'il soit tenu compte des intéréts de la- Communauté
dans la définition des politiques nationales apparaissait comme un exigence

4 laquelle il était impossible de satisfaire dans la pratique.

16) L'échec de la coordination dans le domaine de la politique macro-
économique a coIncidé avec le moment oﬁ_l'idée d'ériger la supra-nationalité
en principe directeur de la politique étrangére était la plus discréditée.
Dans la Communauté, les oppositions qui se manifestérent & ce sujet eurent
pour effet d'entrainer 1l'abandon provisoire dans la pratique de la régle des
délibérations & la majorité au sein du Conseil de Ministres, qui n'avait
d'ailleufs jamais été appliquée. Les dissensions au sujet de 1'élargissement
achevérent de plonger la Communauté dans 1'impasse. Il fallut attendre la
conférence au sommet de La Haye de dégembre 1969 et les deux décisions de
principe qui y furent prises concernant 1'élargissement de la Communauté et
son renforcement interne par la création d'une union économique et monétaire

pour débloquer la situation.

L'Union économicque et monétaire

17) Le groupé Werner, Chargé de présenter un rapport sur 1l'élaboration

de cette Union, résume de la maniére suivante le contenu de celle-ci :

- les monnaies commwautaires sont assurées d'une convertibilité réciproque
totale et irréversible, sans flucturation de cours et avec des rapports de
parités immuables ou, de préférence, sont remplacées par une monnaie commu-

nautaire unique;

coefoes
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-~ la création de liquidités dans l'ensemble de la zone et la politique monétaire

et du crédit sont centralisées;

- la politique monétaire & 1l'égard du monde extérieur est du ressort communau-~
taire;
- les politiques des Etats membres & 1'égard du marché des capitaux sont unifiées;

- les données essentielles de l'ensemble du budget public, et en particulier
la variation de leur volume, l'ampleur des soldes et les modes de financement

ou d'utilisation de ces derniers sont décidés au niveau commnautaire;

- les politiques régionales et structurelles ne sont plus exclusivement du

ressort des pays membres;

- une consultation systématique et continue des partenaires sociaux est asgsurée

au niveau communautaire.

18) Le rapport Werner estimait que l'exercice de ces compétences nécessi-
tait l'institution de deux organes communautaires : un centre de décision pour
la politique économique et un systéme communauntaire de banques centrales. Alors
que ce dernier serait responsable de la politique monétaire interne et externe,
& l'exclusion de la fixation de la parité de la monnaie communautaire, le
premier exercerait de fagoh indépendante une influence décisive sur la politique

0y

économique générale & 1'égard des autres points cités plus haut.

En ce qui concerne notamment la politique régionale et structurelle,
le budget de la Communauté devrait &tre majoré de fagon adéquate. Une autre
conséquence de ce transfert de compétehces serait le transfert d'une respon-
sabilité parlementaire correspondante eu parlement de la Communauté. Le
statut de ce dernier devrait refléter ce transfert de responsabilités, non
seulement du point de wvue de l'ampleur delses attributions, mais aussi eu

égard au mode d'élection de ses membres.

19) Une période de 10 ans &tait jugée nécessaire pour la réalisation
compléte de 1'Union. Elle pourrait 8tre accomplie en deux étapes, éventuelle~
ment davantage. La premiére étape de trois ans était décrite de fagon détaillée.
Elle devrait, gréce & une coordination intensive de la politique monétaire et
budgétaire et & l'harmonisation des instruments monétaires suivant un calendrier
précis et sous le  contrdle du Conseil des Ministres, mettre en oeuvre une
harmonisation telle que le transfert de compétences 4 la Communauté et la
création d'organes communautaire puissent 8tre entamds au cours de la deuxiéme

étape.
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Un rapport sur les réformes institutionnelles sera élaboré en
temps utile avant la fin de la premiére étape, afin que les propositions en

la matidre puissent &tre soumises 4 une conférence intergouvernementale

qui sera convoquée conformément aux dispositions de lfarticle 236 du Traité.

20) Dans sa résolution du 20 mars l97l,~ie Conseil des Minisires a
adopté pratiquement toutes les propositions du Groupe Werner quant au fond.
Toutefois, il ne s'est pas prononcé sur la question essentielle des organes
communautaires qui seraient chargés d'exercer les compétences nationales qui
devraient étre transférées a4 la Communauté. Il s'est borné provisoirement

a4 affirmer que les institutions de la Communauté, 3 savoir le Conseil, la
Commission et le Parlemeﬁt, seraient mises en mesure d'exercer leurs respon-
sabilités en matiere économique et monétaire avec efficacité et rapidité. De plus,
il a déclaré expressément que les politiques communautaires mises en oeuvre
dans le cadre de l'Union économique et monétaire seraient soumises aux

délibérations et au contrdle du Parlement européen,

' La résolution exigeait certes le dépdt, avant la fin de la premiére
étape, d'un rapport sur les modifications institutionnelles nécessaires, mais
ellé restait muette sur la nature des/podifications & apporter au Traité. En
effet, le transfert de compétences pourrait s'opérer soit sur la base des
dispositions existantes du Traité, soit sur la bése de dispositions non prévues
au Traité, arrétées conformément & 1ltarticle 235, soit sur la base d'une
révision du Traité conformément & l'article 236. L'avis favorable d'une
conférence intergouvernementale ne serait requis que dans le dernier'cas.
L'incertitude sur ce point fondaﬁental n'a pas mancgué d'affecter le dynamisme

de l'harmonisation,

21) Aprés une période au cours de laquelle peu de progrés sensibles
furent enregistrés, la conférence,auAsommet de Paris d'octobre 1972 confirma
expressément la résolution dans tous ses éléments. Elle décida également, pour
permettre officiellement le passage 3 la deuxitme étape conformément au texte
de la résolution de février 1972, d'instituer un Fonds monétaire européen,
doté provisoirement de compétences encore trés limitées, et un Fonds de déve-

loppement régional, financé par des ressources propres de la Commmnauté. Enfin,

R
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les chefs d'Etat ou de gouvernement participant & la conférence se donnérent
comme objectif majeur de transformer l'ensemble des relations des Etats membres
en une Union européenne. Ils pridrent les institutions de la Communauté
d'élaborer un rapport sur ce sujet avant la fin de 1975, retardant ainsi
jusqu'da cette date le dépdt du rapport institutionnel qui, en vertu de la
résolution de 1971, devait &tre prét pour la fin de 1973.

Le faux départ de 1l'Union européenne

22) La Commigsion européenne et le Conseil de Ministres de la CEE
durent constater 3 la fin de 1973 que, pratiquement, aucun‘rééultgt important
n'avait été atteint en ce qui concerne l'ensemble du programme prévu pour la
premidre étape. Pour ce qui est de la coordination des politiques économiques
a4 court terme, les procédures et les instruments prévus ont été respectés. Les
consultations préalables et obligatoires a toute mesure importante n'ont
réellement jamais eu lieu. Les réunions du Consgeil des Ministres ont eu un
intérét surtout académicue. Les Comités ont certes permis un échange fructueux
d'informations, mais ils n'ont pu guére aller au-deld. Les recommandations de
politique économique et notamment de politique budgétaire adoptées par le
Congeil étaient de caractére conventionﬁel, mais sans grande portée pratique.
La convergence des politiques économiques n'a été cue trés imparfaitement
réalisée. Méme avant l'impact de la crise de l'énergie, des divergenceé impor-
tantes se manifestaient dans le rythme de l'inflation et la balance des paie-

ments,

23)’ En matiére de politi&ue monétaire, certains progrés réels ont

pu 8tre réalisés, mais ils se sont avéré précaires. La Résolution de 1971
prévoyait que les monnaies communautaires fluctueraient & 1l'intérieur de
marges plus étroites, Ceci devait se faire d'abord 3 titre expérimental, avec
comme monnaie d'intervention le dollar. En cas de succés de l'expérience, on
devait passer d'un régime de fait 4 un régime de droit, puis & des interven-

tions en monnaies communautaires et & de nouveaux rétrécissements des marges.

.Dans le méme temps, la coordination des politiques monétaires
devait &tre intensifiée entre les banques centrales, un fonds européen de
coopération monétaire créé et, enfin, la libre circulation des capitaux

progressivement instaurée & l'intérieur de la Commnauté.

coefoen
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24) L& suspension de la convertibilité du dollar nc permit pas la
mise en place du mécanisme prévu; néanmoins aprés une période d'incertitude
ol le Mark et le Florin devinrent "flottants", un systéme d'interventions
coofdonnées fut mis en place au printemps 1972. Les marges de fluctuation
admises étaient trés supérieures 3 celles initialement retenues et par 13 la
résolution de 1971 n'était pas respectée formellement, mais elles restaient
inférieures de moitié & celles qui auraient pu 8tre obtenues sans un tel
systéme. Les marges vis-a-vis du dollar furent d'abord respectées ("serpent
dans le tunnel”) puis abandonnées ("serpent seul"). Ainsi les monnaies de la
Communauté conservaient entre elles des écarts relativement réduits; les inter-
ventions avaient lieu en principe en monnaies communautaires; un mécanisme
de crédit & trés court terme relayé par un sovtien & court terme devait
permettre un fonctionnemént sans heurt. En juin 1972, le Royaume-Uni et
1'Irlande se sont provisoirement retirés de ce systéme, suivis par 1l'Italie

en mars 1973 et par la France en janvier 1974.

25) En matiére de coordination des politiques monétaires, aucun
résultat spectaculaire n'a été obtenu. Les consultations préalables, notamment
en matidre de manipulation de taux ou de systéme de change, n'ont pas été

respectées,

Le fonds européen de coopération monétaire a été créé par un "acte
solennel" en avril 1973. Il s'agit d'un organisme doté de trés peu de pouvoirs
et de moyens. Le soutien monétaire & court terme qui vient d'8tre élargi est
en théorie incorporé au Fonds. C'est ur mécanisme lourd qui n'a été utilisé

jusqu'd présent qu'une seule fois. Ses ressources sont d'ailleurs trés limitées.

En ce qui concerne la libre circulation des capitaux, il y a eu
recul. Des dérogations nombreuses au Traité ont ét& accordées. Aucune philo-
sophie commune n'a pu étre dégagée sur la stratégie 3 adopter vis-a-vis des

capitaux extérieurs,

26) Dans le domaine de la politique régionale, aucun progrés n'a

- 6té accompli au cours de la premiére 4tape. Les discussions continuent sur le
Fonds régional ou plutdt sur les montants dont il pourra &tre doté. Mais on
peut se demander si les orientations suivies reflétent un début de conception

d'une véritable politique régionale dans la Communauté.
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Il apparait alors bien que la premidre étape de 1'Union économique
et monétaire n'a pas offert ce cque lon pouvait espérer. Le passage morose 3

une deuxiéme étape sans relief ni grende signification renforce ce sentiment.

27) Il faut admettre que, congue & un momeﬁt ou le systéme monétaire
international restait fondé sur des‘parités fixes et la convertibilité, au
moins de principe, du dollér en or, 1'Union économique et monétaire ne pouvait
qu'8tre gravement affectée par les désordres multiplés survenus depuis trois
ang dans le fonctionnement des mécanismes monétaires du monde. Et il est
indéniable que les différences de mentalités,de structures, de niveaux devvie,
etc, étaient de nature & rendre difficile l'approche initialement retenue

d'une réduction rapide des marges de fluctuation entre les monnaies, en
1'absence d'un rapprochement suffisant des structures et d'une redistribution
importante des revenus. D'autre part, le bloc communautaire_représente par rap-
port 4 l'extérieur un ensemble relativement homogdne, si l'on tient compte

du rapprochement géographique et d'une intégration dé fait des économies
notamment entre les six pays fondateurs, & la faveur de plus de dix ans d'union
douaniére compléte., Une plus grande flexibilité dans l'approche monétaire

et financiére et un effort plus grand pour réduire les disparités structurelles

-

devaient avoir été a4 la mesure des difficultés & résoudre.

28) Au contraire, la CEE n'est jamais parvenue & définir une position
commne claire sur la réforme du systéme monétaire international et par
conséquent sur la place qufune organisation monétaire propre a 1'Europe pourrait
occuper dans le schéma d'ensemble des relations monétaires mondiales. Cette
situation de fait, ne pouvait manquer d'affecter la crédibilité du mécanisme
monétaire européen et sa capacité de résister au moindre trouble dans le

fonctionnement du systéme des paiements mondiaux.

Le mécanisme des réglements‘intraoommunautaires s'est alors avéré
inadapté & son objet. Il n'a pas été possible en pratique de faire fonctionner
un dispositif de crédits réciproques entre les pays européens, et ceci surtout
du fait de l'absence d'un accord satisfaisant sur les modalités de remboursement

de ces crédits. A partir du moment, en effet, oll ni l'or au prix officiel, ni
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le dollar inconvertible ne constituaient plus des instruments mutuellement
acceptables pour le réglement.de déficits ou d'excédents intra—européens, il
devenait trés difficile de maintenir un régime de parités fixes impliquant

des transferts de réserves. Dans ces conditions,bleA"serpent" commnautaire

ne pouﬁait étre maintenu intégralement que dans‘trois hypothéses : une parfaite
coordination des poiitiques_conjoncturelles éliminant par avance toute possi-
bilité de déséquilibre durable dans les paiements intra-européens, 1l'accepta-
tion par les partenaires européens d'un financement réciproque illimité en
montant comme en durée, la définition d'un instrument de réserves adapté

aux réglements intra-européens et servant de base aux réglements des soldes

ou des concours intra-commuinautaires.

29) A partir de mars 1973, le mécanisme du rétrécissement des marges

a changé de nature 3 la:suite de l'abrogation devl'accord de Washington et

de l'entrée dans une &re de flottement généralisé des monnaies. A ce moment-13
les pays pafticipant'au "serpent" ont cessé d'exclure 1'idée d'intervenir

sur le dollar des Etats-Unis, mais ils n'ont cependant prévu aucune régle

pour la fixation d'un cours communautaire du dollar. Les interventions en
monnaies communautaires ont alors pris une ampleur trés grande et les pays

4 monnaie faible ont dfi supporter non seulement, comme cela était le cas
auparavant, les conséquences de leur faiblesse relative par rapport aux

autres monnaies européennes, mais également celles de tout mouvement de spécula-
tion contre le dollar, créant ainsi une tendance 3 la réévaluation des monnaies
européennes les plus appréciées. Faute d'avoir défini des régles permettant
dlagir, en fonction’des circonstances, sur l'ampleur des fluctuations du

dollar par rapport & l'ensemble des monnaies européennes, la Communauté a

exposé certains de ses membres au risque de tensions insupportables. Certes, les
instituts»d'émission étaient capables de s'informer de leurs actions, et éventuel-
lement de leurs intentions, mais ils n'étaient pas en mesure de négocier, au
jour le jour, l'attitude commune & 1'égard dﬁ dollar qui seule elit pu permettre
de parler d'un flottement concerté et qui aurait, en les égalisant, rendu

plus acceptables les tensions imposées par l'accord sur le rétrécissement des

marges.

YA
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La cause fondamentale

30) I1 faut en résumé conclure que les éléments externes ont

joué un rdle dans 1'échec du début d'union économique et monétaire europé-
enne, mais ce role n'était pas fondamental. Si ces éléments n'avaient pas
joué, 1'Union économique et monétaire européenné aurait peut-&tre enregistré
des débuts moins heurtés. Mais sauf les conditions qui viennent dt'étre
mentionnées ci~dessus, la construction ébauchée serait restée fragile et
surtout les limites & son développement seraient bien vite apparues
évidentes. Cela tient & la nature méme des mécanismes mis en place, 3 leur
incapacité & s'adapter rapidement & des situations éminemment changeantes,

3 leur impuissance i distinguer-l'intérét de la Communauté de la somme des

intéréts nationaux.

_I1 en aurait été autrement si certaines dispdsitions,institu-

tionnelles nouvelles avaient été prises.

31) a) On aurait pu créer un organe, investi de pouvoirs propres
et agissant en fonction des intérdts d'un systéme européen de paiements,

chargé notamment de :

-~ fixer le cours communautaire du dollar;

[y

- veiller & la coordination véritable (c'est-a-dire consultation préalable

et non gimple information a posteriori) des interventions des banques

centrales;

.

3
- autoriser les aménagements nécessaires temporairement;

- proposer un dispositif de contrlle des mouvements de capitaux i court

terme entre 1'Europe et les pays tiers et surveiller sa mise en oeuvre.

32) b) Mais le: progrds sur cette voie est conditionné par une
réforme profonde des mesures prises depuis 1972 pour assurer la coordina-
tion des politiques économiques internes, notamment de la politigue du
crédit et de la politique budgétaire. Une conjoncture plus homogéne ainsi
que la politique conjoncturelle qui doit permettre de la réaliser exigent

une double coordination celle du développement et du financement des

coefeen
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dépenses publiques et celle du développement et du financement des dépenses

privées., La liberté des mouvements de capitaux dépend des mémes conditions.

Le rapport Werner avait mis l'accent sur une conception
claire des politiques & suivre dans la bhase finale de 1'Union économique
et monétaire et des organes communautaires chargés de les mettre en oeuvre.
La Résolution du Conseil des Ministres de 1971, comme indiqué ci-dessus,
n'a pas repris ce point., L3a se trouve une raison principale d'échec de
l'harmonisation des politiques économiques et de la lutte commune contre

1'inflation.

Les procédures de consultation devraient,

pour &tre efficaces, déboucher sur une instance de décision capable
d'infléchir, dans 1'intérét général, la conduite de la politicque économique
de chaque Etat membre. Cela n'est possible qu'au prix d'une modification
du contenu actuel des traités. L'expérience montre qu'il ne serait pas
suffisant, & cet effet, d'introduire la régle de vote majoritaire au
niveau du Conseil., Pour que des décisions majoritaires puissent &ire
imposées aux Etats minoritaires, il faudrait encore que ceux-ci puissent

compter sur une large solidarité financiére & 1'échelle de la Communauté.

-

33) c) Il n'est en effet pas possible d'imposer & 1'un des membres
de la CEE des décisions contraires & ses intér&ts économiques immédiats

ou susceptibles de l'exposer 3 des difficultés politiques internes, si

cet Etat ne peut compter éur une splidarité financiére effective de ses
partenaires, permettant de répartir, de fagon équitable, entre tous les
membres de la Communauté, les sacrifices imposés par 1'intérét général. Pour
que les pays de la CEE puissent suivre une ligne commune en matiére
économique et monétaire, il est indispensable de pouvoir procéder, par
1'intermédiaire du budget de la CEE, 4 des transferts importants de

ressources réelles,

C'est en définitive, une mutation de caractére politique et

ingtitutionnel qui aurait été nécessaire pour surmonter les difficultés

ceefonn
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rencontrées par 1l'Union économique et monétaire depuis 1971. Les chefs
d'Etat ont pris conscience de cette nécessité lorsqu'ils ont évoqué la
création d'une véritable Union européenne. Mais ils n'en ont pas précisé

le contenu et en ont renvoyé 1'étude & une date ultérieure.

34) Cependant, si l'on veut éviter que 1'Union économique, et
peut-8tre méme la politique agricole commne et 1'Union douaniére, ne
régressent 4 l'avenir, il est probable que le saut doit 8tre effectué dés _
maintenaht. Il pourrait &tre limité & trois secteurs bien déterminés qui

n'exigent en aucune fagon une union politique compléte.

- Le premier concerne les responsabilités des banques centrales qui, tant
dans le domaine des changes que dans celui des taux d'intérét, devraient
étre soumises par le moyen d'une banque centrale européenne & une

supervision communautaire dansg la mesure nécessaire & la réalisation

des objectifs de 1l'Union économique et monétaire.

- Le deuxiéme concerne surtout les politiques budgétaires qui, au double
point de vue de l'importance des masses budgétaires et du mode de finan-
cement des soldes, devraient également €tre soumises & une supervision
communautaire par le moyen d'une instance de décision communautaire en
matiére de politique économique et qui sera nécessaire beaucoup plus

rapidement qu'on le pensait a4 l'origine.

-~ Le troisiéme concerne le budget de la CEE qui, doté de ressources

. . ,
propres élevées, devrait, sous le contrdle d'un Parlement européen,
8tre l'instrument d'une égalisation des charges que la réalisation de

cette union impose aux Etats membres.

35) Ces mesures:semblent néanmoins nécessaires pour relancer non
seulement 1'Union>économique et monétaire, mais par l'intermédiaire de celle-.
ci, également le Communauté dans son ensemble, La stagnation, qui a

commencé vers la fin de la période de transition, était due avant tout

3 la carence de la coordination des politiques conjoncturelles et

monétaires. Toutefois, la réalisation d'un marché communautaire absolument
libre et 1'élaboration d'une politicue structurelle commune se sont

également heurtées & une résistance souvent opinifZtre, A mesure que

coifenn
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l'attention se concentrait sur les problémes économiques et financiers,
on enregistra méme de moins en moins de progrés dans ces deux secteurs. Rien
ne permet de penser qu'il en sera autrement & lfavenir si de meilleures

perspectives ne devaient pas s'ouvrir & 1'Union économique et monétaire.

Cette dépendance ést double., Si essentielles que soient les
réformes examinées plus haut pour la relance de 1'Union économique et
monétaire, son développement futur qui, sans aucun doute, n'en restera
pas moins parsemé d'embliches, sera également tributaire de 1l'activité qui o
sera déployée dans les autres secteurs de 1'Union économique. Enfin, il
est difficile d'imaginer une coopération européenne plus active dans le
domaine de la politique étrangére si des progrés sensibles ne sont pas
réaligés dans celui de l'intégration économique. Pour toutes ces raisons,
. un nouveau départ mieux‘préparé de 1'Union économicue et monétaire est le
seul moyen d'atteindre 1'objectif majeur que constitﬁe 1'Union européenne,
que les Chefs d'Etat ou:de gouvernement réunis & Paris en 1972 ont inscrit

au programme de la prochaine conférence au sommet prévue pour 1975,
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LA RECGHERCIE DYUNE UNITE DE COMPTE BURDPERNNTG

Louts Canu, Président
de la Ranauc de Bruxelles

L'abandon du régime des parités fixes, les fluctuations Jdésor-
donnéecs des cours des changes, ct en particulier le d#labremcnt
récent du dollar, ont considérablement accru les risgnes iifs
aux placcments en dewviscs 5trangéfcs, et donnent sinsi un regain
d'actualité aux tcchniqucs de couverturce contre les risques de

change.

Pour les opCrations commerciales, lcs méthodes ordinaires,
basécs sur lec recours aux marchdés i terme des devises suffisent
généralement., Mais pour‘les p?accmcnts ¢n ohlientions, i1 faut
recchercher d'autres formules, cn raison de la durde plus lonoue
de ces opérations, que ne pcuvent couvrir les marchis 3 terme
c'cst ainsi quec sont nées les difflrentes "Unitds de compte"
utilis?es dcpuis“1961 dans des Zmissions dcs secteurs public et
privé. Trouvaient-elles lcur place dans lcs cfforts d'intéeration
monétaire curopécnne, 4 1l'instar des unités de compte officiclle-
ment émployées dans le cadrc de la nelitique apricole communc,
ct constituaicnt-cllcs une réponse valablc des opiratenrs devant
1'&chcc des politiques curopéennes ? Peut-on y trouver, moyennant
lcs modifications approprices, l'esquissec d'unc solution au nyobld
actucl du placement ct du recyclage des pétrodollars, auc la mau-
vaisc tenue du dollar riscue de porter 3 s'investir en WM, en
francs suisscs ou en francs {rancais, éventuellenment contre le grh

des autorités mongtaires de ces nays ?

I.- Résultuts des tentatives d'intéyration monétaire

Ces rdsultats sont - dans les faits - ddcevants.

intre le premier plan d'unification nonitaive, Zcrit por
sy Raymond Barrc en 1962 ot 1a fin 1974, on a cureoistr” nplas de

changenents de parités officiclles déclaries (et de variations des

cours cntre monnaics de la C.E.U. plus annles) an'entre 1753 ¢t

1968.
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clest-i-dire pendant, les premi&res années de 1'existence du !larché
Commun., Le Mark allemand, lc florin, lc franc suisse ct le franc
beclge ont &té réévalutls, tandis que se dévaluaicnt la livre sterlii
la lirc et lec franc frangais. Ces trois dernidéres monnaics sont
recstées cn fait dans 1'orhite du dollar ct ont abandonni 1'apparte-
nance 3 Ja zonc monétairc curopéennc, rétrdécie 3 une zone Mark,

i laqucllc s'attachaicnt quelques mdnnaies_CXtra:communautaires.

En 1970, la Commission Werncr rédigeait un rapport comportant
un calendrier dont 1'aboutisscmcnt était prévu pour 10gn, Cec plan,
qui comportait notammcnt 1'abaissement progressif des marges de
fluctuation, dc¢ fagon "définitive et irrévocahle" fut adopté le
9 février 1971. I1 n'excluait pas la modification des parités ou
taux ccntraux dans certains cas graves. Ln mai de la mlme annéc,
la marge de fluctuation du DM., puis du florin, sautait comme un

verrou trop faible.

Ln avril 1972, un nouvel accord, toujours pour la r3duction des
marges dc fluctuatioh,‘et‘uﬁe concertation sur lcs .opdrations de
sccours mutuclles entre banques centrales, était conclu., En juin
de la mémc année déja, la livre décrochait, 1a'France renforcait

le contrdle des changes, la couronnc danoise prenait du chanp.

En 1974, lc'flottemcnt des trois monnaies parmi les plus
importantcs de la C.E.E. a détruit l'illusion de cohérence et de
stabhilité de 1'ensemble. Méme a 1'intdricur de la concertation
dénommée "scrpent", la possibilité de modification des taux cen-

traux cntreticent une inquiétude, qui rend le systime fragile.

La limitation déclarée des mouvements dc changc continus nfannn,
tc guére de¢ confiance ou de nérantic;lorsque 1'on sait ane des main
ments discontinus plus substanticls sont possihlecs. Au moindre
indice ou commentaire indiquant cette possibilitl, lc risauc de
change augmente et avec lui la-chance de voir sc réaliscr la

modification du taux priévuc.

Le scepticisme des opérateurs aurait pu &tre atténué par 1l'ecxis-
_tence d'un orgdnisme ccntral, lc '"Fond Luropécn de Coopfiration
Monétaire", (FLECOM), qui clit disposé de moyens suffisants pour
intervenir en monnaics de pays membres de la Communauté., Mais .cet
organisme est anémique, ct némec ses interventions utiles n'inspi-.
rcnt aucune confiance en raison de 1'étroitesse dec scs moyens., T1
en va de méme des concours 3 court tcrme entrc Banqucs Centrales,
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Aujourd'hui, lc¢ zonc monétaire du Nord - la zone DM. - ne
correspond plus i la C.L.G. ct sa monnaic dominantc cst trop forte

»

pour fairc croire i la stabilité.

Par aillcurs, 1la politique monétairc commune n'a apporté aucunc
amilioration 1 la liberté dc circulation des capitaux, ni mCme 3
la coordination des limitations imposdes i cette libertd. Aucunc
distinction ne fut faitc c¢n favcur de la libre circulation intra-
communautaire, ¢t les suspicions ou spéculations d'origine extra-
communautairc ont pu amplifier les sentiments d'instabilité déja
sulfisamment génantcs i-1'intérieur de la C.E.E. La misc cn ocuvr
d'activités financidres communautaircs (budgets, fonds divers,
gestion d'instruments communs) sur des bascs rationnelles, devient

elle-m8ue unc impossihilité depuis plusicurs annfes.

La conclusion cst #vidente ; les opératcurs estiment que 1'int”
gration monétaire de la zone C.E.E. =~ zonec optimalc pour toutcs
lcs raisons décrites par liundell - n'existe quc dans 1'Turope des

d;scours.

.II.- Les solutions pratiques trouvics par les oplrateurs

La remisec cn question du dollar - la monnaic la plus utilisZe
en matitre d'curo-émissions ct la clé de vofitc du systéme - ect
les 3chees des projets d'unification nondtaire curopéenne, ont
incité lcs banquiers -3 imaginer des formules susceptibles de,
procurer 3 1'investissement international unc protection coétre
les risques de change. Cectte protection a pris la forme d'unités
composites cnglobant les principalcs nonnaics curonécnncs, ou
d'aggrégats dc devises nationales de la Communautd.

L'unité de compte (U.C.), crédc en 1961 par la Krcdicthank,
aprés de longucs études au scin de 1'Institut International d'
Etudes Bancaires, constituc une adaptation originale au domaine
privé d'unités utilisécs dans les relations entre Etats, d'abord
dans le cadrc de 1'Union curonéenne des payements, puis au scin du
Marché Commun, ' La formule initiale utiliséc c¢n 1961 rcposait en
effet, sur les monnaics des 17 pays membres de 1'U.L.P. & présent
dissoutc. La formule modifiée, utilisdc depuis le déhut de 1973,
ct fort proche de la notion de 1'unité de compte agricole de la
Communauté, est fondéc sur lecs monnaies des 9 Titats membres de 1a
C.L.E., pour autant qu'cllcs rémplisscnt dcux conditions : a) avoi

_unc parité ; b) voir scs .ours sur les marchés des changes maintc-

e 1 1eng . . )
nus 1 l'intéricur des mar es de (luctuation établies par le Consci
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des Ministres de la C.E,R. (c'est-i=-dire 3 1'intdricur du scrpent).
Si ces monnaics sortent du scrpent ou n'ont plus de parité, clles

; pérdcnt automatiquement lc¢ statut dc wonnaic dec référence. La

- conséquence pratique, i 1l'hcure actuelic, c'est quec le franc
frangais, la lire, la livrc sterling ct la livre irlandaise ont
perdu ce statut, ct que 1'U.C., cst momentanément 1liée aux cinq
monnaics restantes. Ln cas de flottement de toutes les monnaies
(hypothése d'abandon du "petit serpent”) I'U.C. serait assimiléc

4 la plus stable d'entre clles, depuis la date d'émission jusqu'au

moment oud il y aurait 1 nouveau dcs monnaics de référence.

En dehors dc quelques différences dans l'application, 1lcs tech-
niques des deux formules d'U.C. sont identiques.

L'U.C. est égale i un boids de 0,888761 gramme d'or fin et peut
ainsi &trc exprimde dans'lcs_monnaics_participantes par lc. hiais
dcs définitions officiclles ou des taux centraux, Les relations
cntre U.C. et monnaies la composant, existantes au moment d'unc
émission c¢n unités dec compte, constitucnt lcs "parités de hasce' ¢
une modification'dc la définition-or de¢ 1'U.C. nc pcut intervenir
quc si dcux conditions sont simultanément remplies :. toutcs les
monnaies ont de¢ nouvelles définitions officiclles diffdrentes de
leurs parités dc basec, et unc majb%i%é de modifications (lecs deux-
ticrs dans la premnicre formule; la majorité des 5 monpaics restan-
tes dans la second¢) interviennent dans le¢ mérnic sens. Cl'est lc
plus petit changement constaté dans le groupe majoritaire qui scra

appliqué a 1'U.C.

L'application de¢ ces régles dans la pratique sieonific que 1'U.C.
¢st restée inchangée pour tous les emprunts, sanf les trois pre-
micrs (2 cemprunts SACOR ¢t un emprunt de la Danque Communale de

Norvige, qui dtaicnt soumis i des. réples spéciales de modifica-

tion).

La résistancc au changement de 1'U.C. c¢st donc telle que le
portcur d'obligations libcllécs cn unités de comnte n'y trouve unc
protection que dans des conditions bicn préciscs : c'est cssen-
tiellement 1'investisscur dont la monnaic nationale cst faihle qui
y trouve une protection (contrc la dévaluation de sa nroprc mon-
naic) ; ¢n rcvanche, pour un investisseur dont la monnaic cst

fortc, unc réévaluation sc traduit par unc diminution de¢ scs

revenus exprinmés dans sa nonnaie nationalc.
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L'investisscur dont la monnaic nationale a ¢té rédvaludc ou
dévaluée, se¢ trouve donc dans unc situation. identique 3 tout inves
tisscur en deviscs &tranglres . Par contre, lc risauc 1i% 3 une
modification dc parité d'une monnaic Ctrangdre se trouve limité,
¢talé en wrincipe sur les ncuf monnaics cufopﬁcnncs.

Le prétcur trouvait dans ;cttc‘fbrmulc.un avantage psycholo-
gique, ct l'enpruntcur-sophistiqué un avantage de taux : elle eut
donc un certain succds dans le domainc‘dcs‘émissions internatio-
nales, pﬁisqu'cllc fut employée, cntrc 1961 ct janvier 1975, dans
54 dmissions publiques totalisant 729 millions d'U.C. (Zquivalant
a 877 millfohs de dollars). Des entreprisés publiques et privées
de pays aussi diffdérents que le Danemark, 1'Afrique du Sud,
l'Nutrlchc, la Vorvégc 1'Irlande, 1'Italic, la France, lc Portuga
1'ont cmployde. Ce qui prouve 1'4tenduc gdographique du hesoin de
stabilité. Mais le total de ces Gmissions reste insignifiant
(3,2 % seulcment)ﬁar'rapport i ceclui des dmissions intcrnationales
cn curo-dpllars ou en curo-deviscs qui a atteint quelque 33 mil-

liards de dollars.

Lonsc1cnts des limites de 1la protectlon offgr*c par 1'U.C.,
les bdnqulors imagin&rent ync autrc Unité Mondtairce Iuronoenne
1'5:.C.U. La diff3rence esscnticlle réside dans le fait que nour
un cmprunt 1ibel1lé en E.C.U., les parités de basc existant au
moment de 1'#mission restent valables pendant toute la durée de
1'emprunt, L'E.C.U. nec constitue rien d'autrc qu'unc application
spécifique de la formule classique d'option de¢ chansc, rattachéce
"3 unc nouvelle dénomination; "L'investisscur ne sc trouve plus
'sculement protévé'contrc unc dévaluation dec sa nroprec monnaic,
mais il profite ¢égalcement de toute réév 11uat10n d'unc des monnaices
de référence.

Les parités utilisdes dtaicent celles appliqudcs cntre lcs
6 mdnnaiqs de la C.E.L. et lc dollar au moment ot l'éméssion

avait licug
la C.E.L. nc comptait cncorc quc G mcmhres. Au cas

ot dc tels emprunts scraicnt émis aujourd'hui, les ncuf monnaics
de 1a C.E.E, devraicnt normalement dtre prises cn considération. .
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Lryr.C.u. fat utilisé quatrc‘fois, ¢t détail amusant, par le Brésil
¢t la C,IL.C.A., pour un total de 165 millions <de¢ dollars. Comme
lc libre choix de la monnaie e¢st donné au souscriptcur, tant nour
le paicment des intéréts aque lc rembourscnent du capital, il
s'tagissait d'unc formule coflitcusec pour le¢ déhitcur, qui devait
assumer, 3 plein, toute modification du taux de change d'unc monnai
de référence. A ce titrc, un cmprunt en L.C.,U. constituait de sa
part un acte dec foi dans la stahilité des parités & 1'intéricur dc
la C.E.L. C'est sans doute pourquoi cctte formule fut rapidement
abandonnée ; ct aussi longtemps que sera maintenu lc systime des
monnaics flottantcs, il n'y a pas lieu de s'attendre 1 de nouvelle
¢missions c¢n E.C.U.

Par contre, lcs titres libellés en E.C.U.,nézociés sur le
marché sccondairc, font largement prime : les cours ont déja
considérablcement devancé les événements nonétaires ; de ce fait,
l¢ gain de change pour un investisscur dps1rant aujourd'hui entrer

dans l¢ marché est fortcment limité.

Le Furopcan Composite Unit ou RURCO, €galcment fondl sur les
9 monnaics de ia Communauté, est composé d'un nombre fixe d'unités
de chacune d'entre elles. La valeur de 1'LURCO est calculde en
fonction des cours cffectifs du marché, ct se modifie par consé-

quent d'un jour & l'autre.

itant un cocktail .de 9 monnaics, son originalité&, comme dans
un cocktail, résidc dans lc desage. Dans sa comnosition, on a
cssayé de tenir compte du poids respectifl des pays dans 1'Cconomic
curopc¢enne (commerce extéricur ct PNB) tout cn‘augmcntant quelque
peu la part des monnaics "fortes" cn vue de renforcer 1l'attrait

de la formule.

o

- Pond¢ration du DM 29
du FF 20
de la & sterling 15
dc la lirec ital. 10
du florin néerl, 11
du FB 10

-

dec la couronnc D. 3

e® o® o® oo oo

oo

de la B irland. T %
du F,R., luxcmb, 14
00 ¢
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Cctte dernicre particularité a rendu 1'JEURCO difficilement ac-
ceptable politiquement par les autorités officiclles des ravs dont
la monnaic &était jugéc faible, ct imposait des changcments répétés
dec la pondération, déroutantes pour lc marché, chaque fois que les
spéculateurs modifiaicnt lcur attitude quant a la force ou i la
faiblcsse des monnaies de référence. FEn outre, dans cctte formulc
lcs conséquences de modifications de la parité d'une monnaic indi-
viduclle n'étaicnt pas &liminées. Les investisscurs des pays dont
les monnaics sont peu ou sous-repriéscntées courent presaue intéarn

lement 1lc¢ risque de révaluation de leur propre monnaic.

Les investisscurs importants (institutionncls) ont quecloue peu
houdd un cocktail dc monnaic qui lcur &tait  imposé
alors qu'ils &taicnt en mecsurc de¢ réaliser, cn diversifiant lecurs
placements o leur gré, un dosage de leurs investissements ripon-

~

dant 31 lcur propre jugement., . De plus, les difficultés posics au
marché sccondairc ont également conétitué un frein A la générali-
sation de 1'LEURCO (sa valcur varic chaque‘jour, sur hase dcs

cours pratiqués 3 la Boursc de Luxembourg ¢t la prévision d'évolu-
tion de cette "valcur abstraite" parce que comnosite, nécessite
un travail de réflexion &videmnent plus complion? que s'il s'agis-

sait d'unc prévision sur la valcur futurc d'unc scule monnaic).

L.es investisscurs ont donc accueilli cette formule avec des
scntiments partagés : trois émissions ont vu le jour = don
deux pour la Banque Lurop&cnnc'd'Investissements (B.I.I.) - pour

un montant total de 110 millions d'EURCO, équivalant 3 138 million

de dollars.

Au-dclid des formules d&ja appliquécs dans des 4missions inter-
nationales, d'autrcs propositions d'unités de compte sont dans
1'air, qui tentent de pallier les inconviénients des systémes exis-

tants.

-
by

Lc Professcur Triffin, de 1'Université Yalc, a lancd 1'iddc
de 1'EUROPA, qui combincrait lces avanthgcs de 1'U.C. scconde for-
nule ct de 1'EURCO, cn ¢vitant lcurs inconvénicnts : il la défini:
comme un cocktail de¢ monnaies, mais.avec une pondération perma-
nente. TBllec ne varicrait pas chaque fois qu'unc seulc monnaic
s'apprécicrait ou sc déprécierait, nais sa valcur courante rescte-

~

rait équivalente 3 cclle de la monnaic dont le cours cffectif de

43



C-1
marché scerait rosté stable ou aurait hougl le moins. Calculé de
cette maniére, 1'EUROPA maintiendrait, par définitior, lc maximum
de¢ stabilité vis-i-vis des monnaics dc la Communauté priscs dans
lcur cnscmble.

L'adoptidn d'unc unité de change communautairc parait parti-
culidrement opportunc au moment olt 1a Communauté cnvisage d'émettr
des emprunts internationaux, notamment pour rccycler les pétro-
dollars. On aurait le choix entre 17 formules différentes qui
ont été analysdes, cntrc autrcs, dans le rapport du Comité des
Onzc cxnerts auprés de la Communauté, réunis cn 1973, Parmi ces
différentes propositions, la préférence des théoriciens va d une
unité de coripte qui conscrverait un pouvoir d'achat constant.

Cette idée cst notamment avancée par ltionsicur Jacques Riboud,
qui proposc, sous lc vocablc d'EUROSTABLE, unc formule nouvellce,
consistant en un aggrégat des monnaies de la Comnunauté ct qui
posséderait la propriété de maintenir, d travers lc temps, la
constance du pouvoir d'achat des monnaies de référence. Techni-
quement, les taux de conversion des monnaies curonéennes en
EURADSTABLES sceraicnt calculés chaque jour, dec manicre i rcspecter
lcs rapports cntrc cux des taux de change de ces monnaics natio-
nales, tels qu'ils résultent des marchés, FEn méme tcemps, on ferad
en sorte que lc méme nombre d'EURDSTABLES permette de se procurer

un "pahicr" curopécn constant de bicns ¢t de scrvices.

Cette idée figure égalcment au n~ubre des propositions faites
récemment par lec Professcur Triffin, qyi cnvisape la possihilité
d'émettre des ohligatiddéninacxécs sur le cofit de la viec ou sur
un "panicr" de matilres premidres ou de produits manufacturés

importants.,

[TI.- Conclusions

Les cfforts des opératcurs ¢t des banquiers pour trouver des
solutions pratiques aux probl&mes posés par le retard d'intégratic
nmondtaire n'ont gutére étlé ratifiés par les marché, Lc dollar

dominc toujours par lecs volumes traités tant dans les #missions
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internationales i long terme que dans les erddits financicers 3

noyen terme, qui tendent aujourd'hui 3 en prendre le relais.

~éanmoins, le succds »articl de 1'U.C., de 1'E.C.U. et de
1'TURCO mérite d'@tre retenu, face au manque de souticn officiel
y ’
fgouvernemental ou communautaire. L'approbation du souverain a
fait défaut, ct lc support courageux de_deux grands vassaux - 1la
b4 1 ) >
C.E.C.A. ct la B.LE.I. - n'a pas suffi,dans un climat d'incertitud

monCtairce grandissant, & créer 1'adhésion du public.

-

La condition de rdussite d'une unité de compte curoplenne est
donc sa'consécration par la C,LE.L, clle-méme : une simple déclara-
tion 3 cet &gard est insuffisante | il est nécessaire qu'une
formule précisc¢ soit adoptde par la Communauté tant pour ses
oplrations intcrnes (budget, agriculturc (FECOM)) que pour ses
rclations financi&res ecxternes (emprunt communautaire, nar
cxemple). C'est la Communauté scule qui pcut cristalliser la

o~

définition de 1'unité de compte et cn généraliser 1'cmploi.

L'actuelle faiblessc du dollar, ou son instahilitd, ct
I'importance du problémc du reccyclage des pétrodollars ajoutent
aux chances de voir sc dégager unc unité de compte enropécnne.
Non sculement, elle sc substituerait 3 cet étalon-fantdme, ce quec
tout le monde souhaite, y compris les amdricains cux-mémes, mdis
“c¢lle transcenderait les monnaics crropéennes cxistantes, ces mon-
nais nationales ‘concurrentcs qui, par calcul ou par faihlcsse,
s'effacent lorsqu'il est question de leur faire jouer le réle
d'instruments de réscrve.

Quant i 1'opinion publique, elle accguecillerait micux qu'auj6u1
hui une Turopc dont la monnaic scrait plus stahlc, donc immunisée
¢n quelque sorte contre 1'inflation, cette maladie angoissante

qui n'épargne aucune monnaic.
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The Institutional and Lecal Problems in connection
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with an External Bor:rowing and an Gxchanga Stabilization

Fund for the Community

-

:
l
The creation of an Ecoqomic and Monetary Union as a part

of or in connection wiéh the EEC has been outlinecd in

the Werner-report baswé on the ocutlook possible at the

end of the 60es. The Werner-report includes a design

for the decision;makidg process mainly based on annual
surveys, and decisions made by the‘COUncil, the‘Commission
and the Committee of Governors of the Central Banks.
The Werner-report indicates new institutions but keeps

— | the power of the decision-making
institutions - at_ieast as far as the main suggestions

are concerned=inside the scope of the Treaty of Rome

On the other side thg suggestions made have not proven
véry effective, and the political backing and thereby
the will of the Council to make deéisions and to implemént
the ideas of the Werner-report has been lacking.

! /
This has created the wish alsb from a legal point of view
to try to suggest new designs for institutions with
power different of the:powér vested in.the existing organs
thereby to try to re-vitalize the notion of strengthening
the turopean cooperation in the economic and monetary
fiéld. By considering such a project it has to be born

in mind, however:
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that the political climate in Europe dces not scem

favourable to alterations in the Treaty of Rome,

that the political development in the member states
in connection with the major economic problems facing
these states today and in the foreseeable future

makes it unlikely that the governments will be ready

~or able to accept decisions on major political issues

made by organs completely outside the ordinary national
political establishments. Of course the political
development in the.international economic field also
act as a catalysator for the‘oppoSite approéch i.e. a

more European solution of the national economic and

- monetary problems. "However it is at>least doubtful

whether the neéessity of cooperation outweighs the

political resistance against such cooperation.

The problem of ,
overcoming™ the political doubts and hindrances necessitates

in any case a clear definition not oniy of the goals or the

objectives which should be achieved, but also a clear

definition of the decision-making process which may be a

condition for the achievements of the defined goals.

~

It may however be pertinent to make two observations:

1)

While the description of the necessary institutions
and the formulation of the proccdures they should
follow is a legal task, it goes without saying that

the technical (legal) frame for “uropean cocpuration
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might in a decisive way influence the outcome of the
cooperation. It is not only a QUestion of efficiency
or non-efficiency, it is mainly a question of the
substance of the decisions. This means that before

a legal frame can be suggested, the political and

econcric goal should be well-defined and agreed upon.
2) Even if the overriding political goal is well-defined,
the implementation of such a goai leaves a number of

options as to

{A) the subject-matter for the concrete decisions

(B) the organ which should make the decision

(C) the competonce or the power which - in the

decision-making process at laryge - should be

vested in the organ.

-Even if it is possible from an analytic point of view tc
make a distinction between (A) subject-matter, (B) organs
and (C) competence, there is a close and natural inter-
relation among (A), (B) and (C). If it is decided to
create a Balance-of-Payment Fund or an EBuropean Energy
Board or a new monetary system, a ~EUROPA, the choice in
the institufional and legal respect is of course.limited.
On the other hand if a European EMU has to respect the
widest self-determiniation of all the member states, then

the competence of the organs has to be rather modest and &
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nunber of subject-malicors is Ly this proviss excluded

from regqulation.

In the report of the Stﬁdy Group it is proposed that an
External Borrowing and an Exchange Stabilization Fund
for the Community shouldibe established. It is further
sugjested that the operations of the Fund sghould be
carried out by the European Monetary Cooperation Fund;
which has existed for the pasé two years. The TMCF, hcw-
ever, has had no'competence,to'make decisions on any

substantial operational functions.

In conducting the operations of the proposed Exchange

Stabilization Fund the following suggestions might be

appropriate:

1) An independent agency should be set up, consisting
of experts representing the central banks and/or

the member gtates governments. The agency should for
obvious reasons be small and Shouid be able to meet
reguiarly. It could be a new agency or a group of
members of the Monctary Committee or the Committee

of the Governors of Central Banks.

2) The agency should have competence to make binding
decisions. The decision should be taken with

majority vote.

3) A statute for the agency .shuuld be adopted, describing
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4)

5)
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the formal and substantial ccmpetence.

As the decisions taken by the agency are of‘great
importance to the member states, the Council of
Ministefs should give concrete and direct instructions .
to the agency. These instructions shouid be adopted
by the Council in accordance with the ordinary rules
of the Treaty as understood and appiied by the

Council.

The agency should nofmally only be entitled to act
within the:scopé of the instructions from the Courcil.
If, however, the Council does not adopt any concrete

instructions, the agency can make its decisions ac-

cording to the statutes for the agency describing in

general terms the substantial ccmpetence of the agency.

By this system of combined and shared competence between

the agency and the Couri¢il, it is secured that the Council

of Ministers has the decisive influence on the concrecte

decisions of the agency if the Council so wishes. On

the other hand, if the Council is not ready to act or is

not able to agree, it is secured that the agency can make

the necessary decisions.

IST FOIGHEL
Professor, dr. jui.
University of Copenhagon

March €, 1575
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A FISCAL FRAMEWORK FOR EH?OPEAN UNION

by Francesco Forte

- ) ~__ .
+ ‘ v
l. Considering the matter from a purély theoretical point of view, the most
" obvious public finance itém for a BEuropean Union (EU) is public expenditure

on defence or military expenditure and policy related thereto. Military
expenditure'is a "collective good" whose benefits (if any) accrue to the
generality of individuals without a plausible wiy of measuring the amount
obtained by a single person or business entity, and whose effects arise
in places distant from those where the services are supplied. Thus one
cannot argue about the correspondéncé between amount péid and benefits
enjoyed by a given area (as so often occurs with the EEC\agricultural pro-
gramme) _nor can one argﬁe about the fairness of the regional distribution
of the services (as occurs with aid to underdeveloped regions).'Military
expenditure implying public order is conditional to all other activities:
therefore it is appropriate that it be undertaken by the top tier of
administpétion, which establishes the framework for the lower tiers and for
any other power, public or private. In fairness, military expenditure is
also one of the most controversial kinds of public goods: some may consider .
as beneficial particular units of sérvice which others consider most
damaging. So that, even if, technically speaking, on the supply side this
could be considered a good with a very large area of diffusion, or the most
collective good of all, on the demand side one requires rather homogeneous
social groups to make this supply acceptable. We may argue that conflicts
of interestsbrﬁn across the countries rather than between them. But it
should be recognized that to sufrender autonomy in this area is a very
delicate thing in which national identity may be very important, to repre-
sent homogeneity. But if we assume that Burope wants to be united, we must
also assume a rather high degree of homogeneity from the point of view of
military public goods (or evils). It should be added that military expen-
diture implies power for the supplier more than any other public expenditure:
clearly it would enhance the power of the Buropean Union (EU) more than any

other public finance activity.
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- Procurement for it would allow Buropean industrial and technological

cooperation to develop.

But in proceeding from theory to practice in this case there are several

. obétacles, both historical and current. I do not need to list them here.

2.

I only want to stress that if military expenditure became European, a

solid foundation fox Buropean publiic finance would be built, and the

remaining issues would become much easier.

Assuming that this cannot be cdon:, we must adjust our reasoning to a second-

best world, where EU public finznce must rely on less cohesive matters,

In my opinion, there are, however, areas where it can find important elements
of cohesion: i.e. capital movements, investment, supply of labour. These

lead us to consider four topics:

a) jurisdiction of the EU in matters of profits f{axation and perhaps of
~ taxation of personal income derived from corporations;
b) fiscal benefits in less developed regions of the EU and taxation of

investments in congested industrial areas of it;

‘ c) public expenditure on unemployment and related contributions by

: 3.

- the EU;
d) direct investment by the EU of funds related to social insurance where

reserves are required, such as industrial injury insurance and additional

payments (perhaps of a voluntary kind) for old age and sickness insurance.

If jurisdiction is given to the EU in the field of capital investment, it

seems logical that the entire corporationvincome tax should become a

Buropean tax, administered by EU and used for its expenditure. This could
be the first "European Tax". Its revenue is now about 3 % of GNP and this

could also be the size of the tax 1levied by the EU.

It is true that corporations are a phenomenon more relevant in certain

nations and less in others. But in shaping the new European tax one may

" “take account of thisy at least to some extent, in defining the taxable

. Bubjects which do not need to be "corporations" in the narrow sense of the

word. Needless to say, rates should be uniform in the various areas of

the Union (except as indicated later under 4.). Uniformity of rules

) relating to the concept of income and to its assessment for this tax will
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have imporiant effects on accounting. laws regulating corporations other.
than fiscal law could also be mors easily unified; and mobility of corpo-
rations from one section of Eurorelto‘another4enhanced. The new European
monetary unit could be employed :n payring this té&. Inspectors of the EU
should check the asdessment in each region, assuring uniformity of criteria

and reliability of results. The entire matter of international aspects of

| corporation taxation will be d- 11t with by the EU vis-a-vis "domestic" (EU)

corporations with interests atvoad and foreign'(non-EU) corporations with

interests in EU territory.

I would like to stress that these proposals include EU jurisdiction over

the treatmeot of dividerus for tax'purposos: obviously since this matter

impinges on the basis of personal income tax, a dividing line must be found
between the tax yield on dividends attributable to national governments

(even if collected from the corporations) and the yield attributable to

. taxation of corporations i.e. to the EUs But in principle it is not diffi-

4.

cult to find a dividing line: that part of the tax on dividends céllected

from corporations which is equivalent to thai paid by undistributed profits
should be considered as Ycorporation tax",and the witholding on dividends
exceeding that rate should be censidered as "personal income taxation".
What is important here is that a unified regime should be adopted, whereby
the tax treatment of all European residents in receipt of dividends would
be identical while non-residents (of FU) would have to undergo another

4reatment (modifiable through internation tax agreements).

The whole discussion on regional policies, at the EU level, so far has
centred on the amounts of contributions to be paid and of benefits to be
received by the various countries: i.e. has been a discussion on public
finance as a weapon for income (or wealth) redistribution. As already
pointed out by Professor Giersch in his report on Monetary Unions, there
ijs another approach, which has to do with public finance as a weapon %o
promote efficiency, i.e. a better allocation of resources among areas,

correcting market failures as to externalities.
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Costs of investment in congested areas must be increased to

take account of the "“social costs" of these investments in terms
of congestion, while investments in less developed regions must be
encouraged by taking account of their "social returns" in terms of
positive externalities. Here there is an area for "fiscal jurisg~
diction" of the EU both ways: i.e. for fiscal incentives and
fiscal disincentives. And tiere is also an area for direct admini-
stration by the ' EU. Fiscal jurisdiction without direct admini-
stration may have superficial results and cause tension between
the VEU authorities and national authorities who have to follow
the rules set by th;/former. So that, as far as possible, it
appears wise to concentrate the regulatory power and the taxation/
public expenditure powers relating to it in the same hands. The
EU may discourage investment in congested areas through a licence
tax (or property tax) levied on plant-on-plant and other

installations set up there by business enterprises.

Whether this should be a franchise tax or a property tax is mo=-
stly a matter of terminology, since‘in both cases reference should '
be made to the physical impact of the real investment, graduating |
the tax according to the size and type of installation through
general predetermined rules. But obviosly here terminology has

also institutional implications, since matters like property
taxation might be thought to belong to other levels of government.
What is important, in the case of a franchise, is that it should
be a tax i.e. a price for social costs of congestion and not a

"yes or no" authority, which would appear to be against the
"Iphilosophy of the Rome treaty‘and too much of an interference

by the superior authority in local activities. Corporation income
tax rates could be reduced by the EU in respeét of investments

in underdeveloped regions. In addition, it could pay subsidies
administeréd éirectly by it, to projects which have its approval:
this would not wipe out the power of national g3vernments to add-
other incentives of their own, but these obviously should follow

cortain agreed rules. b°
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5. Social security contributians in principle should be entirely harmonized
in the BEZC area, not to distort the cost of labour within it. This
harmonization, in my opinion, is more'importaﬁt than further value-added
tax harmonization, because one may normally assume that value—added tax
is mostly shifted forward in prices to final consumers and -unlike payroll
taxes~ does not interfere with costs in the various regions and sectors
of activity. Some of the social seéurity benefits however enter into real

wages and may affect (in a downward direction) the price of labour.

it i= therefore inappropriate to try to harmonize social security contri-
butions without trying to harmonize also an important area of social
security benefits. In the limiting case, one might think that the entire
matier could be given to the EU, aé regards both jurisdiction and direct
administration: but this, while it may be a terminal objective, appears

too ambitious a plan as a starting point. Differences in national systems
here are very broad at present, particularly for health benefits, old age
schemes and family allowar.ces. What is even more important is that these
differences reflect different socio—economic conditions and different
historical trends in the labour movements. The areas left with which to
begin to build a European social security system, therefore, are unfortu-
nately marginal with respect to the massive and gr6Wing importance of this
phenomenon. However they are not trivial. A first area where unification
appears appropriate is that of unemployment charges and benefits: clearly
with labour mobility within the EU and with the growing interdependence

of the economies of the EEC, unemployment becomes a Buropean issue, both

as a structural and technological phenomenon and as a business fluctuations
phenomenon, and is more and more related to migration flows of manpowers
Raves of payroll taxation for unemployment social insurance are around 2 %
with the exception of France (less than 0,5%) and the Netherlands (where

it ranges from 1,2 up to 8%). Payments as a share of GNP are rather uniform
and represent a low percentage with the exception of Belgium and the Nether-
lands, where they are.more important. Systems are very different from country

to country,but a general Eurcpean sysfem could be set up, allowing for
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national or local supplements to it. In addition to.contributions
based on payrolls, money from the European Social Fund could be
used to expand this policy which, in fgct, would absorb some of"
the functions presently performed by that Fund, broadening and
making more systematic the entire area of action and relating it

to the policy for underdeveloped regions and for labour mobility.

The reasons for unification at the European level of industrial
injury social insurance are very different from those relating

to unemployment social imsurance and policies. They have to do

with the fact that ﬁere redistributional elements and sociological
factors have minor relevance, while there are reserves to be
invested, which may represent an interesting tool of European
public fihance and monetary attion. Payroll contributions schemes
here differ markedly: sometimes being uniform, sometimes differing
according to the risks involved. But a unification of schenes does
not appear too difficult: after all, where risks appear objectively
more uniform a differentiation according to the degree of risk,
does not change the distribution of the burden substantially.

What is important is that reserves could be invested in "Europa' and,

in any event, would increase the financial powers of the EU.

Another area of social insurance where unification may be deemed
appropriate in connection with reserves policies is that of

supplementary pensions schemes for old age and other causes of

retirement from activity.

Supplementary schemes but not the basic ones, for two reasons:

first of all because the basic schemes do not involve, in most

cases, reserves; and secondly because they are too different from
country to country (and from one category to another) and their
unification would imply an anormous amount of redistribution.
Obviously supplementary regimes exist already in the various
countries, but they need not be abolished. They might be partially
merged in the unified European system. And, very important to stiumu~

late this development, behefits could be paid in European currency.
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7. I would consider that the minimum quantitative basis for European
public finance should be 5% of GNP in direct sources.of revenue
levied and administered by the EU. Corporation taxation, licences,
social security payroll rates for industrial injuries and unemploy-
ment plus the exclusive right of Eﬁropa-issue may give a Yyield
reaching this 1lével, together with external custom duties. Social
security payments for supplementary pensions gnd the revenues
derived from reserégs related to thenm, plus‘revenues from other
social insurance reserves (industrial injury) may help to maintain
this percentage over time, compensating for falling receipts from'

custom duties.

To these "direct" sources of revenues, additional sources should

be added in the form of a percentage of the yield of the value-added
tax and, perhaps, direct contributions from the member countries.
Another area of expansion ofvEuropean pﬁblic finance in future should

be found in social security'finance, making it increasingly European.

8. Furthermore it should be emphasized that "jurisdiction" in given
fields of taxation (e.g. international agreements and the taxable
baéis of the main levies, such as those on business énterpriaea)
and of public expenditure criteria, may be more important than
specific administration of given taxes and expenditures. At present
the EEC operates in these areas through guidelines and suggestions.
In some areas, instead, it should have direct legislative powers;
it should also have a general power to repfesent the EEC countries
at the international level (not only custom unions, but also
international tax ag:eements). This obviously implies a true
European democratic legislative body, to which these powers should

be given.
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Industrial Injury Paymenis as % of Soc.Sec.Payments

1970 1965

Belgium _ 4,6 - 3,2
-Prance . 4,6 5,1
Germany 3,5 . 4,6
Italy ' » 3,45 ' 3,1
Luxembourg ‘ 7,0 | 7,6
Netherlands | ‘ | 1,6

Unemployment Payments as % of Soc.Sec.Payments

Belgium . 4,6 4,5
France 1,0 0,7
Germany 1,3 . 1,0
Italy 1,1 2,1
Luxembourg -0 0
Netherlands ' 4,5 3,5

Soc. Sec. Payments as % of GNP

Belgium - 16,3 15,2
France 17,2 16,9
Germany 18,8 17,2
Ttaly 17,1 16,4
Netherlands 19,9 16,2

Unemployment Payments as % of GNP

Belgium . 0,7 0,7

France " 0,2 0,1
Germany 0,2 0,2
Ttaly 0,2 0,3
Netherlands 0,9 0,6
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Belgium
Denmark
France
Germany
Italyl
Luxembourg
~ Netherlands

United Kingdom
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Corporation Tax Yield as a percentage of GNP -

1965

1,9
1,3
1,8
2y5

.
3,6
2,8
1,8

65/(0(9

1971

2,5
1,0
2,1
1,5
2,1
5,2
3,0
2,9
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Report by Francesco Forte

What will happen

It is very difficult to forecast now the possiblé developments
in the energy sector. Prices have not yet found their own stability
level, and could still fluctuate wildly in the near future, Figures as
those in the Memo on Medium Term Economic AsPécts of the Energy
Crisis for the community therefore should be considered provisional, So could
quantities produced in the Middle East: for some producers (1 e. Saudi
Arabia) the inducement to produce decreases with,the increase in
prices. Too much dépends now on the political decisions that will be
taken both by producer and consumer countries, and by the U. S,
However, it will be useful to put down some tentative points which

seem now to be the inevitable outcome of the present situation.

a) Energy will be dear in Europe, poséibly dearer in the
U.S. in spite of a tendency to some reduction of oil price possibly
in the next twelve months 011'{,}1':he next years. This will have consequences
of some importance on the ability of some European industries
(especially petrochemicals and heavy industry) to compete on the

world market, particularly with U.S. industries,

- b) Oil will continue to satisfy the largest part of Europe's
energy needs, although high prices will bring old sé)urces, like coal,
and, perhaps new ones, to the competitivé threshold. Nuclear energy
will certainly receiveia substantial boost but will not be able to change

the situation at least for the foreseeable future.

c) The Middle East will not be challenged in its r6le of
prime supplier of oil for European consumption. Notth Sea and other

possible developments will not change the basic dependence of Europe

upon Middle East oil.
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d) Europe will bé embarassed by balance of payments
problems for many years to come. The foreign accounts situation
will be tight even in the #lighties, when it is hoped that Europe
will balance its books. Eor this reason, Europe will have less
room for manoeuvre in its relations with po"Qre; countries and
with the U, S.; the dollar might enjoy. a long period of uﬁchallenged
supremacy.(See Memo on Medium Term Economic Aspects of
Energy Crisis, pag. 33-36).

e) It will not be easy to dispose of the producer countries'

money, both because of their limited "absorption capacity' and the
difficulty of giving them opportunities for guaranteed investment,
This will create monetary fluctuations and hot money runs, and

may add to Europe's embarassment,

f) The economies of the various European ‘countries
will adjiust differently to high prices, energy shortages and'!
balance of payments problems and will thereby be driven along

different and diverging paths,

Consequences for the European Economy

The tentative nature of these points should not dissuade
us from discussing some of the consequences of the new situation
on the European economy. We have already include& in point 1 a)
Europe's reduced competitivity, and our .éubsequeﬁt remarks Wwill

be of a general nature,

a) It will be more difficult to manage the economy, and
specially .to control inflation. The concept that the modern economy
can be "fine tuned" at the pleasure of governments will be increasingly

disprovéd. The high prices of energy and other imported raw materials
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will add to built-in inflation for a number of years. The prolbnged
balance of payments deficit will add some inflation particularly for
weak currency countries with flexible exchange rates (but also for
those affected by them:, who will have an easier life, in case of
prices increases); and fnone?a.ry disorder will provide additional

‘stimoulus or/and permissivity to it.

b) High energy pricés will influence the location of
industry, and broadly speaking, of economic activity. Investments
chosen on the ""cheaper energy' basis will lose this advantage, and
areas long considered unfavorable (i, e. some coal regions) will
regain a much better position. The retumm to coal - even if tb be
welcomed - will in fact create a lot of problems (transportation,
pollution, etc. ) \;‘rhich until now did not exist or were not very

relevant.

c) There will be an. effort to reduce the demand for energy
through more efficient consumption in industrf, in transport, and
in the home. New energy saving p.rocesses will require heavy |
investment, and a well planned effort on a very broad basis. The
ability to contain total enefgy derna'nd;without reducing production
will depend upon the success of this effort, both in the energy sector

(i. e. electricity production) and in industry. : '

d) In order to reduce or offset the weight of oil imports
on the balance of payments,. European countries will try to increase
exports, both in.genéral and to oil producing countries, with the
danger of ''beggar my ne_ighbour" policies such as cc:mpetitive

¢
devaluations and competitive deals with oil countries,

e) High energy prices will spur exploration for new
reserves ia European countries and off-shere, and may bring bac%

previously non-commercial deposits to production. This may coincide
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with a world-wide boom in exploration for new oil and coal reserves,
A new impetus will also be given to applied scientific research on

new energy sources or on new ways of using the old ones,
' i

Areas of possible European action

The ‘point.s listed in paragraph 2) define areas of European
action, They indicate possible lines of development of EEGC action
in new areas: which is particularly important, taking into account
the fact that it is easier to make the EEC responsible for new policies
than for old ones that have .alr“eady been pursued by national
ggavernments. Point 2a) covers very wide issues, which - in fairness -
were with us even before the energy crisis: they have been muéh
aggravated and made topical by it. The nature of the problems makes
it very difficult to give hints on what specific policies Europe should
follow (this would be any way outside tlie scope of this paper). Suffice
it to say that the need for European economic control will become
"stAronger and stronger, and that the very chance of avoiding a major

crisis may eventually depend on it,

“Point 2b) too deals with a problem that' is already here, The
geographical distribution of economic activity in Europe is ’far from
satisfactory, ‘with congested areas which keep on developing and
poorer areas which are not able to better their position. Left to the
free working of"the“i'narket, the adjustments required by dearer
energy will create new and more int;‘actable imbalances, There is '

a lot to be said in favour of European territbrial planning to correct

the present situation, and at least prevent it from getting worse.
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The return to coal will increase the spope of a European energy
policy. On the other hand it will also give fresh strenght to the
attraction of the tfaditional_ industrial areas of Northern Europe,
due to the fact that transport costs are higher for coal than for

oil. This may require & European transporé"poﬁk:y' with differential
rates for different area;s.. It may be difficult to give an indication
as to what policy to follow. It is enough for the moment to state

the issue.

Point 2c) and 2e) relating to the énergy sector p&oper,
are of extreme importance, and are a great challenge to the
European economy, The search for n‘ew‘ éource}s or new methods,
and the drive to greater efficien_cy in energy consumption, will
require large capital outlay which could help considerably to keep
global demand at a’satisfactory level. Great store should be set on
these programmes, as itis ho‘ped that they will not only reduce energy
demand, and so imports, in the short run, but also increase Europe's
independence in the long term. Obviously, it wouid be far-fetched
for the Europeanvs to speak, as the A‘mericans do (with some
a,dditional reason: ) of self sufficibency; but c‘e rtainly a coordinated
effort on the points. quoted may bring great rewards. In this field,
it is not only necessary to coordinate national programmes, if any;
there is a genuine need for a common approach and institutional
guidelines at the EEC, whereby Euroi)ean_ countries could pool their

efforts and achievements.

Point 2d) has been very much diséussed since the energy
crisis started., and 8Q we need not delve into it, It is obvious that
a common stand (as it .seems now beginning to develop) will greatly
increase Europe's politi;:al credibility in the producer countries'

eyes and immensely facilitate the difficult task of creating and

71



E-2

sustaining new flows of exports towards these countries. As the
bulk of the new exports will be in capital equipment, the pooling
of productive capacity, technical knowledge and organisational
experience will be necessary if projects of sufficient size are to
be launched, financed and realized. The finéhcing side, -with the
possibility of creating joint institutions with the European and
the producer countries, will be just as important a8 the ability
to gather the hecessary know-how. This point relates the energy
issues with the issues of European monetary policy and with

"Europa'' dealt with by others.

An EEC policy of exéhanging capital e_q\iipment for oii
would in due course lead to the. coordination of oil supplies, which
would in turn allow the European countries to share the resulting
benefits, But a common supply and industrial location policy requirés
a common oil price policy. EEC institutions to set this policy appear
necessary. The importance of energy prices has been so drammatically
stressed in the last year that there is no need to insist on it. -The
price of ehergy will certainly influence the cornpéting ability of
European industry; affect agricoltural costs; create new trends
in the location of industry through transport costs; and affect the
level of real welfare in the various region‘s of the continent. If
European countries have to develop tog.e‘\;her, they must have some
degree'of control over energy prices, énd be able to integrate
various energy sources with diffe renf production and transport
costs. The European Steel and Coal Community. did have . a prfcg
policy for coal; and it,is very well known that coal prices vary : «
considerably for different mines, diffe.rent ore grades, distance from

the consumption point, ecc. So the task of applying the European coal
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price policy was by no means easy. Nevertheless, it was discharged

honorably, and it played a useful part in the European energy policy.

Consequences for European Institutions
. pressure on public

The energy crisis is puttingyinstitutions all over the
world, and is inducing even the more ''laissez faire' governments
to intervene, This trend is already visible in the U.S. and many
countries in Europe and elsewhiere. The European institutions are
subject to the same preésure: avoidving intervention at the European
level may mean throwing away a very important chance, which may

not occur again,

The points we have outlined above give a basic idea of
the demands that are beeing made upon the European Community,

and the institutional innpvé.tions needed.

The first need is for planning, and not oniy at the sectoral
level, European institutions ére required to have a high degree
of contfol over the European economy, if they {as above outlined)
have to support global demand; launch or coordinate heavy investment
plans to adapt the European economy to the higher energy prices;
pool resources and research ventures in energy; correct possible
industrial location imbalances; deal with the producing countries
and control energy prices. Without a proper plénning mechanism,
there is no‘way of preventing the energ'y crisis from driving-the
economies of various European countries further and further apart,
Plabning at the EEC level - for the above outlined areas of action -
should cover the drafting of objectives, the choice of main instruments,

and the controi of their actual effect, It may be too early to spell
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out the form and structure of such a mechanism, but is must be
stated that there is a definite need for such instituti ons, if European

Government is to became a reality.

Second, the energy sector ‘requires“the“ speedy revamping
of existing coal and nuclear energy insﬁtutions, and the creation
of. ad hoc instruments, similar to those of the CECA, which will
deal specially with oil in addition to coal and nuclear energy. Their
task as for oil will be to coordinate relations with the producing
countries, to monitor crude and products prices, in a word, to
evolve a European oil supply policy. Crude oil prices will
increasingly come under public control due to the widening scopé
of direct producer-consumer agreements, which will be negotiated
by national governments, or-better still - by European institutions.
‘The integration of oil from th1s source with oil coming through
commercial channels should be done by a European institution,
which will also be responsible for controlling petroleum product
prices throughout Euraope. Wide divergencies of oil product pxlices
in European countries could, in fact, create serious imbalance,.
Europe will have to be divided into zones and prices fixed in

accordance with the Community's overall regional and territorial

policy,

Planning in the energy sector will have to take account
of the need for a reasonable degree of security, and indicate the
best way to reach this goal, through stocks, by keeﬁing on the
market energy s‘ources that are anly ma:l‘ginally competitive, and

by insuring a high degree of flexibility for European‘energy production,
~
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I. The Case for a Furopean Parallel

Currency

1. The case for creating a European Parallel Currency
is based on the case against the Werner-Plan.

2, The Werner-Plan aiméd at an exchange-rate union, i.e,
a system with irrevocably fixed exchange-rates. This
approach is bound to fail for the following reasons:

« An exchange-rate union resembles a price cartel. It
is viable only in combination with a quantity cartel,
i.e. an agreement to regulate supply. The quantities
to be regulated are the national money stocks. They
would have to increwse in approximately equal
proportion to the member countries! potential output
in order to prevent disturbances from differences in

. the rates of inflation. ‘

« An alternative and more direct support for an
exchange~rate union would be an agreement with regard

'to rates of inflation. Inflation rates would have to be
roughly the same with some leeway for differences in
productivity growth and for price rises due to abnormally
high income elasticities of demand for the exports of
a particular country.

« Lastly, the members of an exchange-rate union could
agree on a common paoq of wage inoreases with due
allowance for differences in productivity growth.

. The purpose would be to have roughly similar increases
in national cost levels,

The rules to support an oxohanjo-rutt union would have to

be laid down in advance, to be defined in an operational

vay and to be combined with effective sanctions. Sanctions
would require a supra~national authority. Exchange-rate
fixitiy that is not validated by the necessary policies

1s bound to break down or o lead to a retreat from 71
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convertibility. This is in accordance with the theory

of the Second Beét which teaches that an improvement in

_one respect may result in a general deterioration unless

it is accompanied by complementary improvements.

The promoters of the Wesrr.er-Plan thought that policy
coordination would come about automatically. (They thus
adhered to what in deve opment economics is called the
doctrine of untalanced growth;) Such automaticy, however,
cannot be expected unless there is support from the
general trend. In fact, the wind has been blowing in the

opposite direction; we have observed:

- an increasing need for demand management and growth
policy after the end of the postwar reconstruction

period,

- a strengthening o. cost push tecudencies due to a

slowdown of real growth in some countries,
- the failure of U.S. income policy in 1966,

- an intensified social unrest and a fiercer struggle
"with the income distribution after the events of May
1968,

- the flooding of the world with dollars in the second
half of the sixties, ’

- increasing permissiveness ol governments and central

banks vis-a-vis inflation in general.

With rates of inflation close to or above 10 per cent

the differences in inflatioh rates from country to

"country tend to become accentuated. Without 'a prior

return to conditions approaching price level stability
there is little chance for any return to .a system of
fixed exchange-ratea‘#ithouf restrictions on international
payments. We are going to live with floating rates
whether we like it or not.
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It would be good if two principles governmed the way

to Furopean Monetary Union: gradualism and automaticity.
The first has priﬁa facie advantages as has been
experienced in the removal of tarify, Automaticity can
take the form of a political commitment to a specific
time schedule or of a well-designed mechanism governed
by market forces. With all réspect for the achievements

of enlightened politicians and statesmen I am confident

. that a European money will either be the creature of

a European state or it will emerge hecause the need for
it expresses itself in the market. .

The market will decide what form the European Money may
take. Candidates are the dollar, the pound or any other

" member country currency - or a new unit which is launched

in competition with existing moneys. A new unit has many

.obvious advantages. Its drawback is that it has no

history from which confidence can be derived. And it needs

overwhelming confidence until it can claim to offer

similar scale economies as the dollar or the pound. The
confidence towards a new money must result from promises

attached to it, and the promise that matters is the

- promise of an interest which the holder can expect to

earn in terms of an appreciation vis~a-vis other moneys
and (possibly also) wvis-a-vis goods and services.
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Possible Definitions of a

Common European Unit of Account

1. One of the functions a gocd money has to perform is
to be a unit'of account. Jn this function it has to
facilitate (ex post) profit and loss accounting and
(ex ante) cost-benefit accounting in all decision

making units.

2. ¥Yhat a good unit of account means is revealed in
periods of inflation. When the value of money:
deteriorates the traditional use of historicai prices
in calculating depreciation allowahcesvleads to an
underassessment of costs and to an overassessment of
profits. Some economic activities which are socially
wasteful, appear to be profitable. The result will be
a misallocation bf resources, This is éartly*orhwholly
compensated to the éxtent that inflation raises the
level of erloyment and capacity utilization - as it

, happens as long as inflation is at least bartly

unanticipated by wage and price setters.

/

3. Sooner or later ,.if it is to remain unanticipated, inflation

‘must accelerate. This is the stage we have reached

now in most EC MGmbe; countries and elsewhere. A return
to less inflation becomes more and more urgent, but also
~more and more difiicult. One of the two solutions to the
problem of accelerating inflation‘is the introduction of
a new unit of account. Inflation can thus support the

-

case for a Common European Currency.
L, It will be assumed in the subsequent discussion

~ that a European Currency to be called the "Europa" is to

be issued parallel to national currencies,
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« that the "Europa" is to be attractive enough to
squeeze national currencies gradually out of the

market and

% that the “Europa"‘is attractive enough to become
a world currency in the sense that it can successfully
compete with the dollar in interocontinental trans-

actions.

Attractiveness will, thergfore, be decisive in choosing
among possible types of definitions for a Common

European Unit of Account.

Most appropriaté for ihdividual users in the Community

would be a unit of account

-w that had some relation to existing national currencies,

- that was stable in terms of those commodities which
could be taken to rspresent the inputs and outputs of

N’

firms,

< that was stable in terms of a representative basket of

consumer's goods,

An appropriate relasticnehipy metween the "Eﬁropa" and the

national currencies can be aestablished if'the former is defined

as a bag of the latter, An example is furnished by the

" denomination of the Eurco loans, where an Eurco is the

sum of DM 0.90 (weight 28,9 %), ffres 1.20 (weight 22.3 %),
£ 0.075 (weight 14.6 %), L 80 (weight 9.9 %), hfl 0.75
(weight 10.1 %), bfr 4.50 (weight 9.5 %), dkr 0.20 (weight
2.7 %), Irish £ 0,005 {weight 1 %) and Lux fres 0.50
(weight 1 %).

The rate between the numbers of units of any two currencies
in the bag is determined by the (cross) exchange-rate
prevailing in the market and the relative weights. The
higher a country's GihP the greater is the weight of 1ts

currency in the bag.
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7. The exchange-rates applied in calculating the number oflunits
of each currency can be fixed or adjustablc.
- A fixed system of rates - as implied in thc Furco definition -
.miglit soon become unrealistic. If market exchanire~-rates contimie
to vary under the impact of differences in rates of inflation,
te value of the Eurco in terms of goods and services will then

change according to the weighted average of the inflation rates

at artificial weights which will no longer reflect the relative

importance of the respective national GNPs in real terms.

+= If every currency revaluation ' vis-a-vis the'rest of the bag
were compensated by a corresponding reduction of the number
of units of the currency in the bag .and if - conversely - every
‘devaluation were matched by & corresponding increase in the
number of units of the currency in the'bag. the Europa
would reflect the inflation rate of the member currencies whose

parity had not been changed.

- The Europa would have a:stable external value (1n terms of

gold, SDRs or any third currency) if the previous formula
were applied with the modification that ‘appreciations and
depreciations were measured with reference to gold, SDRs or

any third currency. !

= The Furopa would be tied to the strongest currency in the

bag, if only devaluations were permitted vis-a-vis the rest
of the bag, if devaluations were compensated by a corres-
ponding increase in the number of units in the bag and if’

one currency (the strongest) would never depreciate.

- The Eurcpa'ﬁould also be tied to the strongest currency

in the bag, if, in case fevaluafions were permitted, they

would be treated as devaluations of the other currencies
in the bag.
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- The Eur«pa would appreciate vis-d-vis any currency

in the pag, if: during the period of feference,
every currency would depreciate at least once
vis-a=-vis the others so that the number of units
of every currency would increasé due to the

compensation formula.

« The Europa would appreciate vis-3-vis the strongest

currency independent of whether there were exchange-rate

changes and it could be made stronger than the dollar,

if the number of units of each currency in the bag
would be increased by X - % per ceht, whenever the
weighted average of the national consumer price indices
had increased by x percent; x could be of the order

of magnitude of 5. z;may be zero; but if anybody saw
advantages in an inflation which could be fully
anticipated, he could argue in favour of a z of

one or two ~'and a correspondingly higher interest

on claims denominated in Europas.



B

Document rédigé par P, LYNCH

Document written by P. LYNCH

1. Monetary integration - A note on the Irish experience

85 (30



MONETARY INTEGRATION

A note on the Irish experience

by
Patrick Lynoh,

"il est permis q? se demander si lgs urisulations suivies
ref1dtsnt de pres ou de loin un debut ds conczption dtune
véritable politique régionale dans la Communsute" I

Today the Republic of Ireland is & small peripheral
BEuropean economy, but by & mradox of history its experience sheds
some light on the problems of achieving economic and monetary union
in a very much greater geographioal area such as the European Economic

Community,

Prior to the Union of the British and Irish
parlisments in 1801 each country had a separate currency and retained
it until 1826 when both currencies were assimilated. (Incidentally,
dne member of the British parliament suggested that it should be a
décimal currency!). This ended a controversy over Irish monetary
poliby which had gone on for nesrly & quarter of a century. And, to

quote Frank W. Fetter?

, "For more than & century 2nd & quarter Ireland,
as part of the United Kingdom, as a member of the British Commomwsalth
of Nations, and as an independent Republic,bhas moinbained its currency
at par with the British pound through redemption in L&ndon exchange

and sale of London exchange, in line with the recommendations of the

Committee of 1804",

The 1804 Committee to which Fetter refers produced a
report by a United Kingdom Parliamentary Committee on "The Circulating

Papér, the Specie, and the Current Coin of Ireland", It contained,

I. UEM - 18 ©Papier de MM Clappier et Brouwers : Analyse critique
de la premiere etape de 1'Union economique et monetaire
européenne® p,3

2, The Irish Pound (Allen and Unwin, London 1955) p. 62
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eccording to Fetter, “a large part of the doctrine later incorporated
in the Bullion Report on the relation between ﬁonetary and banking
policy, prices, international paymen.s, gpecie premiim, and exchange
rate®s ..... - the exchange situation between independent monetery

-"3. The Bullion Report

systems in the sax;ne political sovereignty ...

of the United Kingdom Parlismentary Committee was published in 1810;

it achieved poéular.fame in the English speaking world and had an

influence on economic policy unequalled by any dther public dooumsnt

on monetary problems.‘ pavid Rioardo's name hed been associeted with

it pe.rtly for legendary reasons., In any event, the Bullion Report

became the orthodoxy of.nineteen’ch century British economlcs. Its

main principle was that the monetary authority in an area can meintein

a stable exchange rate dhrough the use of its external reserves and
changes in credit pelicy. This was the doctrine 'acoepﬁed by

two directors of the Bank of Ireland, Arthur Guinness (the great brewer)

and William Peter Lunell in their evidence to the Parliamentary Committee

whose recommendations led to the assimilation of the Brijish and Irish

currencies in 1826,

This policy of ascimilation had immediate deflationary
effects for the Irish monetary economy. "It is ironical that the policy
with whigh.Arthur Guinness was asgociated ap & banker wagz =ii¢ cf the
gauses of his ten bad years as & brewer"4, The assimilation of %hs
two ourrencies in 1826 consolidated the progrescive révaluétion of the
Irish pound which had been depressing irish exports since 181£, The
year 1826 marked for Ireland the beginning of an econonus malaise
corresponding to ﬁhat Great Britain was to experiencs ia She twentioth
century after the return to the gold standard in 1925. Until
comparatively ﬂiﬁﬁﬂaéy the economic stagnation ¢f Irelend, including

the great famine/;for most of the nineteenth centur; has been explained

3., Ibid p.5
4, Guinness's Erewery in the Irish Economy 1783 - 7% by
Patrick Lynoh and Jokn Veizey (Cembricza 1950 - ‘o
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largely in political and social terms - and, in my opinion,
incorrectly. The adoption of Keynesian technigues and post-
Keynesian national income accounting conoepts have, however,
helped greatly in treating problems of economio development,

and the history of Ireland in the nineteenth century and alter is

5
no exception ,

The Irish experience strongly suggésts that
the introduction of economic and monetary union is feesible in
en EEC ocontext provided that the social and regional policies of
the Commmnity are already sufficisntly effective to prevent a

ons-wey movement of the factors of production, labour and capital

from the periphery towards the osntre and so destroying the whole
concept of an economically and socially balanced community. Between
1826 and the 1950's there was almost continuous one-way mobility

of the two factors labour and oapital wway from Ireland, The
result was emigration, unemployment and sconomic stagnation. There
is 1ittle doubt that monetary union with the United Kingdom arrested
economic growth until such time as these deterrents to growth were
jdentified and eventually off-set. 1In the 1930's & policy of
eoonomic proteotlion was adopted., It had limited success and

is now disappearing in line with the liberalisation of irade
internationally. After 1956 incentives for promoting export-
orientated industries were introduced. 1In any event, as has been
pointed outstariff protection and export subsidies have the same

effect as devaluation of the ourrensy.

The Irish experience would seem %o illustrate

many of the contentions of Sir Donald Mec Dougall in his paper on

B. See Ibid and Malcolm Gray The Highland Economy 1750-1850 (Edinburgh
1957)

6. See T.K, Whitaker "Monetary Integration i Reflectivas on
Irish Experiense™ Quarte-ly Bulletin, ?79
Centrel Bank of Ireland, Winter 1973,
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Leonumic and Monetary Union which he presented at the second
meeting of the Group UiM-8, in Particular, perhaps, in his views on
the harmonizetion of fiscal policies., It points further

50 the necessity for adequate emphasis on the role of factor
_nwbility in an integrated currency area, It also indicates that

8 ce{tain regional autonomy in monetary ahd economic matters is
possible and, indeed,.useful in the context of planned economic

and social development,

Starting from the basic point of'agfeement
with Sir Donsld MacDougall, thé Irish experience suggests:-
1. The distinctive feafure of a regional economy
as against & netional economy, is iﬁs opeﬁnqgs; it
cannot influence the terms of its "external™ trade

in relation to its "internal" product.

2, Any economy - household, regional or national - must
balance its external account. A national (autonoﬁous)
economy, however, hes a wide measure §f diséretion
(through impor%-control, fiscal and credit policy,
exchénge-rate policy) in relating the need for the
external balance to the desirable volume of domestio
employment and price trends, For a regional economy,
on the contrary, prices are fixed externally as are
export earnings and, to a ver& large extent, incomes
and sustainable employment. In short, a region is
dominated by exogenous detérminants unless there are

- counwarvailing forces consciously deployed to preserve

these elewents of the region worth preserving,
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In the case of congested regions the outwafd movement
ofi?ictors of production, especially of labour aﬁd
capital maey be considered an equilibrating one, This
movement is induced by the externally dominated level
of, and chénges in, economic activity. In the case of
the large Buropean peripheral regions, however, such
mobility in fact constitutes & destabilizing and a
gene;ally‘debilitating flight of capital and of active
population, leaving the region with a disproportionately
high per capita cost of sociel services and of infre-
structure while the teaxable capa city to meet the cost

ijs reduced. This is the lesson of the IriSh experience
up fo the 1950's. A soiid substructure of economic

integration is & pre-condition of monetary integration.

In the United Kihgdom the transferé of income through

the central govermment budget go & long way to offset

the sdcial apd infrastructural cost of a backward or
depressed région and are; of course, very relevant within
the context of a Community Regional Polioy. It should be
emphasized that the cese for these transfers in the EEC

may be considerably stronger than is at present generally
appreciated when such unreﬁunerated services aé preservetion
of énvi}onmental amenities ege brought into the reckoning.
Here again, the Irish experiencé provides evidence thet the
co-called economically depressed areas are, in foct, those
wrich nre of most relevance from the viewpoint of &n
environment whose Qalues must be assessed in aesthetic rather

tran in measursble economic terms.
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In’ regurd to the.exteni to which the»neneia:y—anﬂ econnnic
autonony of an EEC regien-in mnm m brpeniulo, the
Irish experieneecnn:alse be lOf.‘ﬂiTlUfiY”T‘l.Vlnt,

. particularly if the probable development in the

EEC is h devolution of the Present national

autonomiee downwards to regions as well as upwards

to Community institutions 7; Such concepts of
devolution as subsidiarity would be consistent with
recent thought about public administration on the means

of avoiding monolithic centralism - I have already

. suggested that thefe'is urgent need for'the EEC to devise

& modern syatem of public administration which makesg

use of delegation, devolution and the application of

the principle of subsidiarity if monolithic stultification
is to be aveided. In any event, after & postwar decade
of near stagnatien;'due largeiy te»the circumstances
described in peragraph 3 above, Ireland ventured into

planned Mautopomous” economic development which soon

‘brought relatively rapid expansion, an end of emigration,

a~reduction in unempleyment.and to the flight of capital

(there has, in fact, been o substantial net capitel

inflow) and a marked improvement in living and in social

standards genefally.

In the 1960's Ireland rejected the ides and practice of

“isolationist protectionism, It accepted the fact that a

amall sheltered home market could not provide employment

7. To complete the Pioture it would be useful to have

also a closer look at the regional exrerience of
Federal Germany,
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for its labour or capital, that an ability to compete

internationally was essential, The ecopomic growth of

the 1960's was promoted to a large extent by heavy infra-
structural investment which had taken Place in the 1950's,

In full recognition of the.openness of;£ha economy, the
.objective was éxporf-led grdwth In the Irish experience

the equlllbratlng movements of factors occur outside
&scertainable "margins of tolerance®™. Despite e rarticularly
closeé monetary interdependence with the V.EK., a domé;tic
interest rate patternxemerged in Iroland and the Central

Bank of Irelend has been able to attain é certain degree of autonomy
in credit polloy. An independent incomes policy is being
pursued whlch without being particularly sucoessful, is
certainly not less so than in other, much more autonomous

countries.

7. What thd Irish experience seems %o suggest is that on the
baéis of adequate‘external monetary réservesv(npt capital
inflow in@o the region) it may Be possible -~ within
quantifiable margins of tolerance as regards incomes and
owing td apcorteinable frictions in'cgpital movements -

‘ ﬁo attain a reasonable degree of autonomous, planned economic

development (outside fhe straight. jacket of dependehce on .
external factors) which may give the reéion an adequate
degree of self-relianoévto 'take off' into sustainable,
commerciall& motivated growth, (In this‘connexion it night
be ﬁseful to consider iﬂ some detail the statement in thé"

pﬁper by M) Clappier and Brouwers that I heve quoted as arn

| opigraph to this note).
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This means, however, that the EEC system of public
administration must be sudﬁ‘is to delegate to

~ regions a reasonable oapacity to di;ect their own
affairs with the ability to raise locally by tazation
the amounts supplemented by Community regional grants

necessary to sustain the cultural, sociel and economic

viability of the regioms.
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DISCUSSION PAPER SUBHITTED FOR THE SECOND MEETING OF THE GROUP ON
29/ 30 MARCH 1974

As requested by the Chairman, I expand below some of the main
points I made at our first meeting. I have deliberately been rather

provocative in order to stimulate discussion.

Political objectives and the types of economic and monetary cooperation

likely to achieve them.

As we are starting from scratch, we might consider first the political

objectives of the Community.

One fundamental objective is to make war virtually unthinkable between
the members, as it is between, say, England and Scotland; the States
of the UesS.A.; the Provinces of Canada. GCan and should we identify
the reasons for this state of affairs and try to replicate them in the
Community? 1 suspect that the possession of a common currency is
unimportant and that much more important is, for example, the fact that
most people living in, say, Scotland have friends and relations in

England and vice varsa.

1f so, does this mean that in the EEC, in framing a strategy for
devéloping cooperation, we should, for example, give greater priority
to measures designed to increase the mobility of labour than to monetary

union?

Other political objectives could be chosen and used in the same way in
framing priorities for economic cooperatiOn. One objective mentioned
by the Chairman was the avoidance of undue UeS. influence on individual

members or alternatively the avoidance of their going f'heutral'. What

. measures of economic or monetary cooperation would be conducive to the

achievement of these objectives, and why? How, for example, would the

suggested creation of some form of European central bank help?

Conditions for monetary union.

1 doubt whether many people have the slightesﬁ jdea of the enormous
changes required to achieve and maintain monetary union, by which I
mean irrevocably fixed exchange rates Or a_common currency. The Group
will presumably have to analyse, and report on, these changes. One
approach, set out briefly and tentatively below, is to consider the
equilibrating mechanisms available in a monectary union, such as the

United Kingdom, which enables it to have a common currency and yet

/prevent intolerable disparities....
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prevent intolerable disparities in levels of employment, living

standards and rates of growth in the various parts of the country.

1. First, there is the "openness'" of regions within a
country. For example, the '"openness' of regional
economies in the U.K. (as measured by the ratio of
their trade with the rest of the country and overseas
to their regional products) is very high in comparison
with that of sovereign states with comparable sizes of
domestic products - often several times as high.*

This no doubt reflects the great interdependence of

the various regional economies that has developed

during many generations of free movement of goods,

services, labour and capital between .them.

One consequence is that if, for example, there is a
drop of, say, £10m. in the'"exports'".of a region, this
will typically be offset directly by a reduction in
"imports'" of materials, components, etc. of perhaps
£6m.d - a far higher proportion than in a typical

independent state, even one of the same size.

2. Secondly, a large part of the drop of £4m., in the
rewards of factors of production (wéges and profits)
within the region will be offset as a result of the
existence of a large national budget and of national

insurance funds.

So far as workers are concerned, those becoming unemployed
will receive on average something like 50 per cent. of their .
previous wage in uncmployment benefit, and also stop paying
taxes and social insurance contributions equal to around

20 per cent. of their previous wage. Those working fewer
hours will pay less tax ch.; ceuivalent to around one-third of
their loss of gross income. In total, something like

one-half of the drop in the wape and salary bill will be

offset in these ways,
Likewise, around 50 per cent. ot the drop in protits will

Jhe ot et l‘\ ctecss e e

* See AosJe Brown "The Framework of Regiawl lonomics in the VR, p. iV

$ Op. cit. ps138,
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be offset by reduced payments of corporation tax.

Thus, about half of the drop in wages and profits
will be offset by a reduced monetary flow to the rest
of the country because of the national budget and

social insurance arrangements,

Thirdly, because the ownership of firms "exporting"

goods from regions is in general fairly widely -dispersed
throughout the country, quite a high proportion of the

fall in post-tax profits - probably well over one-half -
will be offset by a fall in the flow of dividends and

undistributed profits to the rest of the country.,

For the above reasons a fall of £10m. in the "exports' of
a region will typically be offset to the tune of, say;
£8-9m. by lower imports of materials etc. into the

region and by lower net transfers of tax, social

security contributions and benefits, profits and
dividends out of the region. Conversely, the

purchasing power of residents of the region will be
reduced, typically, by only £1-2m. In addition tﬁis

drop in purchasing power will be partly offset, after

some time lag, by (a) financial transactions between the
central and local governments resulting from standing
arrangements to help less prosperous local authorities

to maintain a given standard of services despite a fall

in their local revenues; (b) deliberate regional policies
to help less prosperous regions through various forms of
subsidy or tax relief to private investment or emp loyment,

and through public "infrastructure" investment.

Including these public sector transfers, the typical offset is
probably in the region of 90 per cent. Given the highly
integrated national banking system, one might expect any
residual worsening in the'balance of payments" of a region

to be fairly easily offset, at least in the short run, by

capital flows. Also, any rise in uneﬁployment and fall

/in inCOme per sereesvoes

99



H-1

in income per head-in the region, relative to the national
average, is likely to be offset to a considerable extent by net
migration of labour out of the region, given the very
considerable mobility of labour within the country which is
several times as great as that between countries. In
addition, if labour becomesrelatively plentiful in the

region, whereas it is scarce elsewhere in the country,

firms will have an incentive to direct their investment.

to the regions.

Even given the extremely powerful equilibrating mechanisms described
above, a country like the U.K. is just able to sustain a common
currency without intolerable regional disparities in levels of
employment, living standards and rates of groﬁzh. (Scottish and

Welsh national movements reflect in part dissatisfaction with such
disparities.) In the case of one of the larger EEC countries vis-a-vis
the rest of the world these equilibrating mechanisms are at présent
enormously smaller and, in some cases, non-existent. I would guess .
that the figure of 90 per cent. in sub-paragraph 5 above would be more
like 15 per centgleand under 10 per cent. vis-a-vis the rest of EEC).

/In thece circumstances .eseee

(1)

The following figures (in £m,) illustrate in very broad terms what I
have in mind.

Typical region  Larger EEC

of a country country
£m. &m.
Fall in "exports" 10 10
Fall in "imports'" of materials,
components, etct. 6 1%
Fall in value added/wages and profits) 4 ' 8%
in region/country '
Fall in tax and social security
contribution, plus increase in
social security benefits 2 neg.
2 8% .
Fall in profits paid outside o
region/country 7 neg.
: 14 8%
Effects of regional policy, etc.,say % neg.
Fall in "disposable income" of ‘ 1 8%

region/country R
Allowing for multiplier effects, and for the greater '"leakage'" into
"imports' from a region than from a country, the figures in the bottom
row might be of the order of 1% and 12. / These illustrative orders of
magnitude admittedly overstate the relative strength of the equilibrating
mechanisms in' the case of a region compared with that of a larger EEC country
insofar as changes in the 'exports' of a region are greater in relation to its
‘national income': but the disparity is still, I believe, great.
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In these circumstances I cannot believe that monetary union would
be sustainable. Moreover, for it to be sustainable I suspect the
figure would have to be raised, if not all the way to 90%, at
least sto something very much more than 15%. I suggest that this
would require:-
(a) at least séveral decades, and possibly a
generation or so, of growing economic
interdependenée, including much more geographically

diffused ownership of European industry;

(b) a Community budget enormously greater than is at
present contemplated, which would involve
taking over much of the existing powers of
taxation of member states and, directly or
indirectly, a large measure of control of
their expenditures; this would probably
involve, among other things, a common unems-

ployment fund.

In addition to these developments, .but not as a sufficient
alternative, it would be necessary to have a very much larger
Gowwinity regional fund than is at present contemplated. Measures

to increase mobility of labour would also help.

I hope the Group Lill discuss whether (a) and (b) above are
necessary conditions o% monetary union. If they are, it follows
(i) that monetary unién could not be achieved nearly so early as
1980; (iiﬂ that it would require a very great pooling of sover-

eignty equfvalent to the creation of a federal union.

I1f it were agreed that, despite these considerations, monetary
union was still a desirable longer-term objective, there would still
be a good deal to be said for concentrating on measures to speed up

the achievement of condition (a). Most of these measures would in any

/case be desirable.....
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case be desirable in their own right. I am thinking of things like

the progressive removal of invisible barriers to trade (e.g. in the
field of public procurement); encouraging labour mobility; encouraging
the mobility of capital, including both direct and portfolio investment
acro;s national frontiers: There would be implications for Community

policy in various other fields, e.g. policy on industrial mergers.

At the same time gradual progress could be attempted towards
the achievement of condition (b), e.g. by enlarging the regional and
social funds and,possibly by some move towards a common unemployment
fund, But we should not deceive ourselves that suéh relatively modest
moves would make possible an early achievement of monetary union. Nor
should we go in for harmonisation for its own sake, e.g. harmonisation
of tax rates which would reduce the power of member governments to
manage their economies; such national management will continue to be

essential unless and until a federal union is achieved.



ANNEX

It may be objected that the above analysis is vitiated because

the Republic of Ireland manages to maintain a fixed rate of

exchange with the UK., despite the absence of a common budget.

Professor Lynch's views on this will be valuablel My provisional

reply would be as follows:-

(i)

(ii)

(i)

(iv)

(v)

Ireland has in a sense been a "fringe'' economy,
and monetary union between the Us.Ke and Ireland
is different in kind from a monetary union

between, say, the UeK., France, Germany and Italy.

The economic inter-dependence of the U«Ke and
Ireland is very great and much greater than that
between, say, the U.Ks and most Continental ,

countries.

Ireland's marginal propensity to import is very
high, perhaps 80 per cent., and much higher than
that of larger countries like France, Germany,

Ttaly or the U.Ke

Movements of labour between the U.K. and Ireland have
been large (helped by a common language) and sensitive
to relative wages and unemployment, and thus an important

equilibrating mechanism.

Despite (ii) = (iv) above, problems have arisen in
maintaining an effective monetary union and the Irish_
pound has been effectively devalued against sterling

at times By tariffs and export susbsidies. It is
estimated that in 1966 the effective devaluation was as

much as 19 per cent.
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Heinz Markmamn

" The Policies of Hocic. Security in a future Economic and Monetary Union

1.

2.

3.

4.

The Treaty of Rome is dealing with the politics of social security in only
one sentence in the frame of the aims of the Buropean integration in speaking

of an “acoslerated rise of the living standard®.

e articies 117 = 122 of the Treaty are containing only a catalogue of
inten*iwne for the cooperation of the member countries in the various fields

¢f the scecial pelicy, bui there are no precise directives for concrete action.

The free mobility of labcur is only a part of the technocratical conception of

the foumen Market.

The Duropean Social Fund is an important instrument of the social policy,
particularly because 2 committee of representatives of the social partners

(trade unions and employers organisations) is joined with it.

Societal and social security politics have suffered for long years a life in
the shadows. At the best they got the function of a makeshift. The trade unions
as the organisations of the largest sector of the working population have to

a large extent been éxcluded from the decision-~making process in the EC,
although they advocated the Buropean integration from the very beginning.

The EMU will fundamentally change decision-making in economic, social and
political affairs, National institutions and procedures will be altered too.
All economic decisions have social effects. Therefore it is absolutely

necessary to take into account the social aspects while constructing the EMU.

It is necessary to make the Buropean institutions more democratic if they

shall get more competences especially in the social domain. But democratisation
means participation and co-determination of all those, who are affected by
decicions. Participation cammot be confined in formal equality before the law,

but it must lead to material equality of chances for everybody.
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The principle of subsidiarity should be obse.ved ih all ‘cases of
power-delegation from one decision-making level to the other.

-~

The Paris Summit of october 1972 has adopted a basic mood of the
population, which is directed at stronger notice of the social
sphere in’general. The European statesmen obviously got the right
perception of the immediate interests and needs of the masses of
working people, who must be motivated, because this is the only
way to stigulate political pressure in. favor of EMU.

The Paris declaration animated the hope, that the loné-lasting
stagnation of the social policy would be succeeded by an era of
reformatory activities.

In detail the leaders in Peris had declared:

- to use economic growth in the first line for a harmonisation of

the living‘conditions;

- to improve the living standards and the quality of life of the:
peoples;

- to invite the social partners for participation in the Europear

decision-making process;
- to elaborate a social program for actions;

- to give the same weight to energetlc 8001a1 measures as to the
realisation of EMU.

Most groups, especially the trade unions, outspokenly have wel-
comed that declaration in the hope of quick activities following
But the activities exhausted themselves in oratory and declamatic
as foﬁ instance at the Copenhegne Summit, where otier droilems
completely oppressed the social aspeets of community politics.

There is now the.comm1831ons program of action in social politics
which has been adopted in full by the Council .of the Labour
ministers in december 1973. This document is slightly suffering
of the Brussels perfectionism in details, which makes disappear
the broad lines‘of a consistent ooncept, as the heads of
governments had sketched in Parls..The Commissions program point:

at the following goals'
0%,

1
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- Full employment and better qualification of the labour force;
- amelioration of conditions of life and work;

= more participation of the.social partners in decision-making.

8. It is important for the workers and their organisations, that
gocial progress finally will be brought forward at different Ways,
while a forced growth policy has ended with grave and obvious

social damages and threats.

But there are well-based doubts about the realisation of the befoure
mentioned goals, especially of democratisation by particivation,
doubts because of the lack of political willingness and of the

 lack of appropriate institutions.

As a core for a future development one could mention the Economir
and Social Comittee, the competences of which could and should be

P

enlarged.

Sporadically established commissions, ¢ omposed at a parity basis,
could and should be institutionalised in a more formal way and

ziven more competences too.

9. There can be no doubt that social policy in the double sense of
"Gesellschaftspolitik" aining at reforms of the society as a whole
and of social security and social insurance must have an indepen-
dent status among the other fields of political activities. The
more social policy is charged with prophylaxis of soeial damages
instead of ex-vost curative measures, the more expensive will it
become. The secular trend in all industrialised societies is coing
towards more individual security by collective and solidaristic
activities., Grave sickness has become such a burden for most |
families that only a large official insurance system with subsidies
or at least guarantees by public money can alleviate that burden
and avoid innumerous  individual catastrophes. Only few wealthy
people can-take care for their age of retirement from active working‘
life. Unemployment is threatning almost every employee in the ‘
private sector. The loss of income in the case of unemployment'
must be compensated by public funds. The state or society inust
Provide retraining facilities, transfer mecanisms and other means
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lo. It is certainly right to say, that without an.adequate-wages or

11,

incomes policy and without 'a close linking of a social security
(with its voluminous parafisci and goVerhment subsidies) with tho
overall economic policy at Europeaﬁ level a real EMU cannot
function properly. It is certainly true, that independent tra.l-
unions by their autonomous activities can disturb or even dasog
any economic policy of governments. One should not neglect tha
fact that one of the most basic guidelines of unions policy i- .o
redistribution of income and capital for the sake of the workg;wn

Any attempt to decree to the unions an incomes policy, which con-

sists only of a restrictive wages policy linking wage rates at
the developmeni of the overall productivity, inevitably must fail,

because it would mean to freeze the incomes distribution between

the social groups at a given level,

The sheer weight of wages and salaries compared .with the national

product and the power of trade unions in the EC make it urgently

‘necessary to search for a form of social contract: which could

satisfy the interests of all parties involved.

A very important proposal has recently been made by a group of
Norwegian experts unter the Chairmanshib of Mr.Skomland. It can be

summarised as follows:i)

-‘Precohdition%is the defense of the market economy, against a
rigid dirigism, which would lead to sacrifices of growth, full
employment, equity of incomes distribution, peaceful_industriél
relaticns; these goals are too important, in order to sacrifice
them to price stability.

-~ Incomes policy cannot be separated from the general economic

’
policy and their instruments.

- All measures of incomes and prices policies must be treated as
~a whole; they must be flexible enough in order to be adjustable

at any given situation,

- Incomes policy must encompass a wide range of incomes, whether

received as wages,'prices or in any other form.

1) cf. Morges‘Bankf- Economic Bulletin, 1873/3, pp.116-126, esp.118

»
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Although incomes policy might be based on dicisions by the
political authorities,it should rather be based on extensive
cooperation between the authorities and  the organisations which

‘would have to share the responsibility for its implementatiom.

The targets must be realistic; unrealistic targets would on.iy

serve to bring incomes policy into difficulties and neglect.

Although the central aim is the influerce on prices, much

emphasis must be given to incomes distribution.

. Incomes policy necessarily must be conceilved as a longtern

enterprise, especially with regard of distribution effects.

The fipures of orientation of both governmént and bargaining

partners must be compatible; there must be eonsensus about th=
harmonistic implementation of the political measures avzilablaz
Fop =hez different groups; at such a basis guidelines can be

ostablished, which then are binding all groups and authorities

concerned.

The parliament must pass the guidelines and can vary them;
parliamentary approval will strenghthen the position of govern-
ment. The autonomous bargaining parties must share responsibi-
1ity with the government in the nominal incomes policy, but as
a compensation they will get more influence at the real incomes
of the employees.

Tnstead of pushing responsibility and competence from one
instance to the other an exchange of influence would be
established between constitutional institutions and pressure
groups.

The autonomy of trade unions and employers' associations would
be respécted and also the right of labour disputes, but the
guidelines would serve as a safety-valve.

The members of the organisations involved should cast their
votes for the guidelines; in cases of rejection the guidelines

must be renegotiated.
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In an intermediate phase the EC-institutions gradually shouid
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The Norwegian propésalvwaS'reported in such length,because it
could become relevant for EMU. But there should be no doubf, tha:
the introduction of such a pluralistic or multilateral model of
an incomes policy at a sunranational level must ineritably moeat
insurmo¥n. table difficultieé. Therefore should it be tested aw

national levels.

prepéred for the take-over of competences in the field of i:o: ..o
policy.The Commission and the Eoonomic and Social Committee o

start with medium-term, economic projections and with the atw...n
of convincing the national authorities to take notice of its St

posals in their economic decisions.

But in view of the lack of power of the European authoritiecs also
in the yesar 1980 an other strategy seems to be more successiul:
The member countries establish national "Councils of incomes and
price policﬁ“. These councils are setting the national econonic

and social objectives and report them to the EC-Commission, which

then tries to coordinate them. Whéther and how a feed-back proces:s
between national and European bodies could be provided necds furtic
discussion.

Without a solid basis of mutual trust any form of incomes policy
necessarily must fail. Therefore the creation of an atmocphere of
confidence between public authorities, employers and unions is
extremely important. Institutionalised exchange of informaticns an
opinions between the groups concerned, obligatory participation of
the soc¢ial eroups in the preparation of the outlines.of an econonmi
and social policy; avoidance of preferences or privi1eges to only

tude

iJde

one of the partners: these and other related measures and att:

}_u

should be ¥orne in mind, while preparing an incomes policy. ripat
steps in that direction could and should best be done in countrie
where there are good relatlons between labour and governument.

B ecause nothlnq is more convincing than succe*s, a well-functicau

example in one country could serve as an incentive for othaers.
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I;n addition to a wages and prices policy measures of —capital
formation or profit-sharing for the workers should be provided.
Their effects would be a gradual redistribution of the production
capital; additional incomes from capital gainsj; more independansa

and frecdom of the working population.

In order to come to a stable social and political ordsr as th.
pasis for any desirable development, also in direction oi biwd, &<
will certainly be useful to strenghthen the unions rishits anc
their autoncmy. This is the only way to win them for coordinatad
and concerted action and thus to bring then into the position of
4 pather stanilising force in economy and society. Supported b7
their members and by the public opinion they will be well Dpra-
pared toe obey the rules of the game also in the distribution

struzgle.

The concluding question is: What can social Dolicy, trade unions
resp. the social partners contribute to a falrly well functioning
EMU? The keyword for the answer can only be participaticn and co-
determination of the workers and their representatives Irom the

snop floor to supranational bodies.

If the main objective is and remains the harmonisation of ihe
1iving and working conditions throughout EC, and if it is true,
fhat tl.: j.otional authorities are not yet prepared or willing to
nake decisive steps in that direction, so it is possible to use
the flexible tool of collective agreements across the boundaries
with the support of the Commission and the international
confederations uf unions and employers. The multinational couwanjeo
have already come into the role of midwifes of multinational
social policies. '

If the trade unions will. remain excluded from the decision-making
institutions and processes, SO inevitable the confrontation with
the given social and economic system will last. Also will last

the mistrust against everything fhe "technocrats" in Brussels witl

propose and practice
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Heinz Markmann

vconcerted Action" in the Economic and Monetary Union

l.

In order to secure a most solid basis for those
measures for which active cooperation or at least
toleration by the parties of cdllective wage agree-
ments is indispensable or at least desirable, a
Concerted Action on the level of the European Community
will be established.

This body should be charged by the inséitutions of the
Community with all subjects having their contribution

to the creation of an Economic and Monetary Union.

The Concerted Action can additionally discuss all sub-
jects that seem to be important with regard to the Eoosnomic
and Monetary Union.

The Concerted Action is not a decision-making body.
It is to be understood as Round Table for mutual
information, discussion and consultation. Voting on
statements of the body will not take place. Every
participant has the right to inform the public about
his particular ideas on the actual subject.

It should be the aim to reach a consensus oOn current
measures or about certain behaviour of the partici-
pating organisations. But no pressure should be exerted
to make compromises. ''here differcnces cannot be bridged,
these should be clearly articulaﬁed.

The recommenéed body will neither be in competition
to the Economic and Social Committee nor to the European
Assembly. Their competences as put down in the EEC-
Agreement remain untouched.
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The EEC Commission is obliged to inform the Concerted
Action regularly about all actual problems which are

of importance to the creation and stabilization of the
Economic and Monetary Union. The Commission will
regularly inform the Concerted Action about all import-
ant steps that will be recommended or which will be
taken to establish the Economic and Monetary Union.

Pafticipants to the consultations of the Concerted
Action will agree and engage to keep the members and
the decision-making bodies of their own organisations
completely and correctly on the spot about the
Commission's proposals to the Concerted Action. They
also inform their organisations about the proceedings
of the discussion in the Concerted Action. Should a
consensus about a subject be reached by the Concerted
Action, all participants try to have this consensus
acceptet by their organisations.

The Concerted Action will as a rule once in a guarter
be invited to conferences by the presidents of the
Commission or by the member responsible for economic
and monetary problems. One member of the Commission
will be in the chair at the consultations. In critical
situations, special meetings are possible. The
Commission will provide the Concerted Action with a
small office. Official minutes will not be kept. The
participants will decide in every particular case if
or perhaps in which form communiqués on the discussions
are to be published.

In order to preserve the character of the Round Table
and to emphasize the political character of the group
and it's discussions, it should be kept as small as
possible.
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The following composition seems optimal:

- The trade unions of all member countries in the EEC,
which are authorized to collective wage agreements,
are delegating their Presidents, Chairmen and General
Secretaries as far as they are members of the European
Trade Union Conferation. The Secretary to the ETUC

is member ex officio.

- The national Employers'’ Associations in the member
countries, which are authorized to collective wage

agreements, are delegating their Presidents.

- The President of the UNICE is member ex officio
as far as he is not president of a national organisation.

On principle, representation is not possibie in order
to guarantee the continuity of the discussion and to

" create little by little a climate of confidence.

The national governments are not members of the

Concerted Action. No ob-erver will be delegated. The
national governments will be informed by the Commission
over the Council of Ministers about the continuance

of the discussion in the Concerted Action. The represent-
atives of the'participating orgahisations will orn their

behalf keep their national governments informed.

Only invexceptional cases, participants should be
accompanied to the meetings by expérts. The experts of

the organisations should, of course, have enough
opportunity to prepare together with commission the agenda
and the proceedings of the conferences.
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8. No statutes and no formal and proceeding provisions
will be necessary for the Concerted Action. The
character of informal opinion-clearing will thus be
emphasized and the fear that it would become a

competitor will be taken from the organs of the
Community.
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Measures to fight unemployment

1.

4.

Since in many industrialized countries full employment of the
labour force was attained or at least the threat of lasting
structural unemployment waé reduced and on the other hand even
a scarcity of (skilled) labour became more and more pressing,
qualification and mobility of the workers became key words for

an active labour market policy.

The search for easily applicable measures to promote labour
mobility led to a full catalogue of activities carried out by
labour market authorities and by the bargaining parties. The
general strategic line was prophylaxis and prevention of

unemployment at all.

An active labour market or better: employment policy must be
based on a maximum of information about volume, composition
and development of private and public demand for goods and
services, about development and mutual dependences of ehplov«
ment and education, about economic growth andabout working
hours. '

In addition to those “classicai" parameters nowadays the
humanisation of work aad the "Social Indicators Movement" came
into the debate.

All policies and measures which were developed in fairly
"normal" times to mobilise the available labour potential of
course can be implemented also in times when full employment

is no longer an automatic result of economic expansion.

The concept of an A.L.M.P. should comprise‘

- labour exchange

- labour and professional advice
- financial aid for individual and institutional promotion

of vocational education
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. promotion of starting a career
. aid for the handicapped
. creation and securing of working places

. all unemployed persons.

Subsidies can be given to both employees and empléyers for the
amelioration of vocational education, training and retraining,
for more geographical mobility in searching and finding a job,
for continuation of construction work duriné the bad season,

for the social and vocational rehabilitation of the handicapped.

Employers could be offered special incentives for the hiring
of additional employees in the form of

- subsidies for the additional costs of training

- subsidies for the éstablishment, running and enlargement
of training facilities

- subsidies or loans for the vocational integration of
unemployed persons who cannot be brought into work under
normal conditions (6o % of the normal wage)

- subventions for the construction of boarding-houses
for apprentices and retrainees (up to 50 % of the total
costs)

- subsidies for the hiring and providing of work for
unemployed persons; projekts must be undertaken in the
public interest. (60 - 120 % of the wages)

- subventions to the labour costs for older employees
to protect especiqlly that problem group who is often
most severely Hit‘by economic difficulties.

Active Labour Market Policy is an integral part of sectorial
and regional structural policies. Therefore, the funds of
the respective agencies or authorities should be combined
in order to attain optimal success in fighting unemployment
by measures of structural policies. There are encouraging

examples in Scandinavia and Germany.
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lo.

11.

12.

13.

If in the long run the absorption capacity of the labour
market would decrease the periods of edycation and trainin«
should be prolonged, thus diminishing the demand for jous.

At the same time such a ‘policy would help to meet the giwwii
demand for higher professional qualification and better Know

how - even as an "export commodity"

Investment in human capital is necessary and profitable not
only under humanitarian and social policy aspects but also in
economic terms of rentability and productivity. The Program
of Action in the field of Social Policy, adopted by the
Ccouncil of Ministers, has taken this idea into account. All
social groups and all public authorities concerned should be

encouraged to realize as soon as possible that Program.

A highly effective advisory and counseling service should be
available for everybody. It should accompany a working. person
throughout his working life.

Such a comprehensive employment policy system is of high
value for the economy and society as a whole. It, therefore,
should be finanéed by a general labour market contribution or

a special tax levied on every citizen.

Leglslatlon and administration of an A.E.P. should be as
flexible as possible in order to enable the system to react

immediately and quickly to any event at the labour markets.

Since 1969 the German Labour Promotion Act ("Arbeitsfdrde-
rungsgesetz") is covering many of the activities mentioned above.
It should be noted that self- government bodies at federal, state
and municipal levels are formulating, implementing and controlling
the emploYment policy. They are composed by 1/3 Trade Unionists,
1/3 Employers and 1/3 Labour Administrators.
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14. A well equipped Labour Market Research Institute is providing
the Labour Administration and the publiq with all data and

methods necessary for a rational preventive employment policy.
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EMU and employment, price and income policies

1. In a cost-benefit analysis of EMU regaining control at the

European level of managcment of monetary affairs, interpal as

well as external, would certainly rank on top of the list on

the benefitside. On the cost sice the major drawback of mone-
tary ynification is undoubtedlyv the fear that it will enhance

greater imbalances in regional (intra-Community) growth and un-

employment patterns.

Al*though other costs and benefits may not be unimportant, the
devate Is nevertheless dominated by these two issues. Any
scheme of EMU which cannot deal satisfzctory with both issues,
not only in economic but also in social and political terms,
has probably no chance of being accepted and even less of

being implemented. The benefit side which runs in monetary

terms, is more or less clear and in any case is outside the

scope of this note. Things are more confused on the cost side

although the problems involved there are more important. In-~

| deed, imbalances in regional growth and employment patterns have
direct relevance for the social objectives and the kind of so-

- ciety one is aiming at. The monetary aspects of EMU are cnly
instrumental in the sense that what is at stake here is not an

objective in itself but an instrument of stabilisation policy
together with a stable institutional monetary framework to sup-

" port the attainment of real economic and socials goals.

It is the purpose of the following pages to comment briefly on
(i) the reiation betwcen monetary unification and regionalygrowtﬁ
and employment imbalances, (ii) the possibilities of a European
employment policy as a countervailing action, and (iii)‘the
desirability of Europeah price and income policies.
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2. The confiict between monetary unification and balanced re-
gional growth and employment is traditionally presented in
terms of the loss of the exchange-rate instrument as a weapon
for fighting balance of payments difficulties. With demand ma-
nagement policies directed towards internal balance, external
equilibriﬁm s forced to rely on market forces able to obviate
balance of payments difficulties automatically and without the
aid of deliberate cconomic policy. It is rather paradoxical
to suggest automatic equilibrating forces to maintain balance
of payments cquilibrium.
"One would hardly suspcct the existence of such forces from
the history of internctional economic relations ... And yet,
within limits ard undcr favourable conditions, balance of
payments equilibrating forces-do exist. This is attested
by the fact that bhalance of payments difficulties never or
hardly ever arise among regions of the same country, although
no conscious policy is aimed at maintaining in equilibrium
the balance of interrcgional payments (1)".
The equilibrating mechanism in interregional relations relies
mainlv on the mobility of people and capital. Unfortunately
the factor mobility which maintains payments equilibrium among
the regions of a currency union is of a socially destabilising

character.

(i) Income differences attract immigrants from low income (low
productivity) to hich income (high productivity) regions,‘
theareby further reducing income and expenditure in the low
income~deficit region and increasing it in the high income-
surplus region. Through migration of people regional dis-
parities in income exert an equilibrating influence on the
balance of interregional payments. If labor mobility is
low the alternative adjustment mechanism is higher unemploy-
ment as a result of lower activity levels. In both cases
payments equilibrium will be furthered whereas the income

disparities remain.

(1) T. SCITOVSKY, Fconomic Theory and Western EZuropean Intepra-
tion, Londen, 1962, p. 80.
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(ii)With capital movements things are even worSe. Profit indu-
ced capltal movements will constantly allocate savings in
favour of the higher growth/’ower rlsk regions. This will

create cumulative interregional disequilibria.

It "appears that in a.currency union payments equilibrium through
factor mobility is bought at the expensive of (cumulative):in—
come and employment desequilibria. Unless compensating mecha-
nisms and policies can be designed, currency unification coupled
with free factor mobility is not a very attractive device. It
will enhanée continuous shifts of labour and capital from low

- productivity to high productivity regions. It is wot necessary
to dwell much further on trying to clarify the fundamental pro-
blem and the underlying mcchanisms of'causatioh. It is suffi-
ciently spelled out in the literature (1), and the examples of
Northern Ireland, West-Virginia and Southern Italy are regular-
ly “rought up in the discussion. They suffice to illustrate

what one is tallking about.

" The objectivé of pursuing growth policies not at the expense

of but to promote a more equitable distribution of income and
wealth militates in favour of a Community regional and social
policy as an integral part of'é’scheme for European monetary
unification, particularly at a moment when qualityvof life
concepﬁé compete successfully for government attention with

the quantity of material welfare created. EMU as a policy pro-
blem becomes a question of how to reconcile monetary unifica-
tion with regionally balanced growth or put in other terms

is it possible torav01d solving the intra-union payments des-
equilibria W1thout doing it at the expense of cumulative 1ncome’

and employment desequilibria.

—

The answer to this question offered at the Community level is
the same as the one one gets at the national level. It stres-
ses the necd for assistance provided by the central regions to

(1) Sce p.e. W.M. CORDEN, Mcnetary Integfation, Ess&avs in Inter-
national Finance, nr. 93, Princeton University, April 1972,
pp. 13-16 and 25-34.
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the periphery. Whether the policies involved are successful

in dealing with the problcms may be questioned if one remem-
bers the persisting difficulties of the examples of depressed
areas mentionned above. It is rot our intention to pursue the
problem of the efficiency of the policies involved. It will

be assumed that well deéigned assistance policies can alleviate

the difliculties.

3. Possible assistance devices include in the first place long-
term structural policies intended to offset’ the competitive dis-
advantages of'the‘low productivity peripheral regions. This

can be done through Fégionally differentiated taxes and subsi-
dies on the use of factors of production and by irvestmeni in
public utilities, transportation and other basic facilities
and social overheads to cnsure that private profitability coin-
cides with social utility so as to cause factors movements in
socially desirable directions. Ohe might add government ini-

tiated and state owned enterpriséé, but that is another story.

As far as the transiticnal éosts’in terms of unemployment are
concerned , the original | |
Common Market approach envisaged in the Treaty of Rome included
already the creation of a Social Fund to deal with the social
(and economic) costs of incrcased unemployment resulting from
increased competition and from the expected need for the recallo-
cation of factors of production due to trade liberalisation.
The problem was conceived as a minor one. It turned out to be
that way. Economic growth during the sixties was largely suf-
ficient in itself to absorb whatever redundancy in labour force
did develop as a result of the process of adaptation to the
creation of the Common Market. Consequently, the size and the

scope of the Social Fund has been rather small.

With the advent of MU the situati n is different. The need
for a strengthencd Community solidarity has to be advocated if

the danger of significant unemployment in the weaker countries
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of the Community should materialize as monetary unification

progresses.

An enlarged system of Communiﬁ& financing of employment roli-
cies not based on the principl% of 'juste retour' can contri-
bute to a socially bgtter bala@ced distribution of the adjust-
ment burden which accompanies?progress towards EMU. Two par-
ticular fields for action'at the Community level might_be sor-
ted out : (i) Community assistance for retraining purposes of
workers hit by structural readaptation needs, and (ii) an em-
bryon of a Commﬁnity‘unémployment benefit scheme. The finan—
cial transfers which this kind of.policiés would introduce, are

;at the same time a step in the direction of a European wide

/" automatic adjustment mechanism comparable to the mechanism which

does smooth out interregional imbalances at the national level

and which does make the nation-state a fcasible currency area.

‘As a start such policies'need not be inconsistent with national-
1y differentiated absolute benefit levels. In a realistic sche-
me Community policies wouid'onlyggmrmnwe . European minimum
benefits'to be supplemented by discretionary national efforts.
Quite apart from their importance for EMU these policies would
also improve the social image of: the Community as distinct from

its predominant  concern with economic interests.’

4., Divergent price, cosﬁs and productivity trends among the
member countries are generally considered to be the major ob-
stacle monetary unification has to overcome. To offset these
divergent movements which will affect the competitive position

of the countries involved it is argued

"that if countries do not permit themselves.appropriate
exchange rate adjustments, they impose on themselves losses
essentially resulting from enforced departurc from internal
balance ... Assume that (in 2 complete ecxchange rate union)
France and Germany are in“internal and external balance,

with the appropriate exchange rate relationships. Then money
wages increase more rapidly in France, productivity uses morc
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slowly, or both conditions arise ; relative costs get out
of line. The maintenance of. internal and external balance
requires France to devalue the franc relative to Germany's
mark. If this is not permitted either France must deflate
or Germany must inflate : one or both must depart from -
internal balance (1)". '

Exchange rate flexibility,’according to this ~ particularly
British - look at EMU, is necessary to.compensate for nominal
wage rate rigidity if full employment at stable prices is to bve
maintained. The final stage of EMU is then 1mpossib1e as long
as labor costs per unlt»of output - thp ratio of product1v1ty
increases to increases in money-wage rates - rise at dlfferent
rates. To keep moncy wage increase in line with the rates of
productivity increcase Community-nide, i.e. to maintain the

same rate of increase of labor costs per unit of output, will
ultimately decide on the feasability of EMU.

Prospects in this respcét however, are not very brlght. If

as a result of integration in general and. monetary unification :
. in particular, trade unions arc becomlng more international

in thelr outlook leading cventuallyto some significant formal
trade union integration, it is llkely that lntra—European riomi~-
nal wage rate unification will bhe sﬁiﬁﬁldted 'Iprroducfivity
differences, howeveni)r omain, fixed exchange rates rel°t10n—*-

ships will have to give way, unless financial transfers beyond

what is realistically envisigable are taken into accournt.

.Even if one dcecs not fully subscrlbe“to Corden's extreme ver-
sion of a wage standard theory, his analysis should remlnd us
'of ‘the v1ta1 role thc social partners have, to play in any suc-
| 'cesSfdlapproacn towards EMU. An increased degree of partlclpatlou
of the social partners in the decision-making process Europe-
wide is needed if wage and price claims consistent with produc-
tivity gains have to be brought about. Scepticism with regard
to a Community wide price and incomes policy militates in favaur

(1) W.M. CORDEN, The Adjustment Problem, in L.B. KRAUSE and
W.S.SALANT, European Monetary Unification and its Mcaning
for the Unitcd States, Washington, D.C., 1973, o. 163.
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of the maintenance of some form of limited exchange rate
fi xibility untill productivity unification will catch up
“.th the expected wage rate unification.

Theo Peeters
March 25, 197U
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Theo PEETERS
Jamary 1975

URM=-54 . k-2

THE LINK BETWEEN INTERNAL MONETARY POLICIES AND
A CREDIBLE INTRA-EUROPEAN EXCHANGE RATE SYSTEM

Closer exchange rate cooperation with enlarged mutual financial
support in the form of the proposed Community Exchange Stabili-

"sation Fund and the introduction of an authorized European unit

of account, still falls short of a minimal comprehensive program
for succesful European monetary cooperation. Common action in
the field of external monetary policy imposes constraints on the
use of 1nterna1 monetary policies at the national level as well.
In a framework of venerallsed floating the objective is to orgs -
nize a European monetary zone characterized by intra-E.C. exchange
rate relations-ivs diffcrentiated from those with the rest of the
world, though still for away from a full monetary union and abso-
jute exchange rate rigidity. The acceptance of limitations and
binding commitments far the conduct of external monetary policy,
exchange rates in particular, remains a virtually impossible ob-
jective if it is not supplemented by certain pre-agreed limita-
tions in internal monetary matters. Theoretical and empirical
evidence is accumulating that even a floating exchange rate does
not liberate a .country from external constraints on domestic eco-

nomic and in particular monetary policies.

The essence of the argument can be surmmarized as follows.

In a fixed exchange rate system a change in monetary policy in
one country will effzct the money markets of all the other coun-

tries in the system through reserve flows. Countries seeking t%
set low interest rates and easy monetary conditions will be decei-
veﬁ in their obJectlves through capital outflows to countries with
hlgher interest rates and restrictive monetary policies. The
monetary base will contract in the country looking for an expan-
sion whereas the monetary base will expand in the country trying
to achieve the opnosite namely a contraction. Reserve flows un-

der these circumstances do operate in a destabilising manner.
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Independently set intcrst rates as an indicator of the desired
monetary conditions for internal balance will easily turn into

a self-defeating oligopolistic strupéle. The conclusion readily
follows : if monetary independence is to be achieved for sake of
~domestic economic ‘objectives, it is necessary to let exchange
rates vary. ‘ '

In a fully flexible rate system reserve flows are absent. In or-

der to keep reserve movements equal to zero, the exchange rate
will react to divergent monetary policies of the different coun-
tries. In an interdependent world excHange rates become a func-
tion of monetary policy actions of all the countries in the sSys-
tem. An expansionary (contractlonary) monetary policy will re-
sult, cetefis‘paribusg in a depreciation (appreciation) of the .
‘country'ts exchange rate. A depreciation (appreciation) of cur-
rency i is cquivalcnt'to an appreciation (deorec1at10n) of cur-
rency j. The pursuit of indeper - nt monetary pollc1es may be ine
patible with stability in ¢xchange rates. '

In. both the cnse of fnxed an? flex1b1e exchanpe rates,'the inde~-
pcndent settine of tarcets for the moneto—y base bv national
authorities may lea” to instebility in the system, i.e, instabils
-ty in reserve flows unaer fixed exchoanre rates and instability

of exchanre rates under flexible exchanwe rates.

An 1mportant policy conclusion readily follows : if either kind ol
instability is to be avoided, national monetary authorities shoulc
no longer set independent targets for their monetary base but
accept rules of behavicur which do guarantee that each country
2llows exte”nul forcas to 1nfluence its nationanl monetary base,
Inconsistent tarpetsz and thus instability of the system will here-

by be avcoided.

The specific meaning of settine an independent target for the
aticanl monetary base may need further cla rification.

The monetary bsse (B) of sn economy ("money issued by the govern-
ment sector™) is equal to the sum of international reserve hol-

dings (R = the foreign compenent ¢f the mcnetary base) and of
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credit to the domestic banking system of the monetary authori-
ties (N = the domestic comonent of the monetary base).

The following concepts and assumptions are used 1.

a. The monetary authorities of a couﬁtry have full control ovef'
the demestic componﬂnt of the monetary base. That is, by
appropriate discount rate DOllCleS, reserve requirements. or open
market operations they cen determine any desired level for the
domestic comppnent of B Therefore,'D becomes an appropriate

monetary policy vo rlable

b Under a fixed exchange rate. svsten the monetary- authorltles of
a country hzve no direct control over the total monetary base
(foreign + domestic component). The reason is that in an open

economy with fixed exchange rates any monetary policy action

leads to a partially or wholly offsetting movement in the foreign .

compcnent of the base, cet. par.

c. In a multicountry g¢ontext, the balance of payments (= the chan~
'in the foreign component of the monetary base) c¢f country i is

the outcome of monetary policy actions of all countries of the

systen. As a result the nonetary base of country i is affected

by the monetary pclicics of all countries, except if country i

succesfully steriiizes changes in R, the foreign component, throug

oppbsite changes in D, the demestic ccmpcnent.

d. In 2 fully flexible rate world the balance of payments cf a cou

. try is always zero. Howevef, the exchange ratc reacts to mone-

- tary policies of the different countries.
Symbblically this can be illustrated as fcllows.

R. + D,

By definiticn Bi i 5

By = dR; + 4D,

Only the *ruernal comphnent D of the total bese is under the con- f

trol of the naticnal monctary authorltles. If a country sets it-
self target for nonetary conditicns in the economy, say B°, and

T1) P. DE GRAUWE, Monetary Inte 'rdependence in Europe under Fixed’
 and Flexible Exchange Rates, Tijdsehrift voor Economie, Nr.4,
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the monetary authorities could assume 2 given value for movements
in internaticnal reserves,say R°, it wculd suffice to set a target
of the domestie component, D°, 8o as to achieve

BQ - Ro 4 DO
But in a multicountry world with fixed exchange rates changes in

the stock of international reserves of country i are the outcome
of monetary policy actions ~f all the countries of the system.

Thus R, = R;(D,, D,..., Dn) i=1,2,...,n
aR, - -
where by 55 20 if i +j, ond €0 ifi=j

J

The feedback of changes in D in the domestic cconomy as well as
in the rest of world have to be taken into account. A fixed tar-
get for B. such that dB; = 0, implies that dp, = dRi. '

Undér a fixed exchange rate system sterilisation techniqﬁes érg
thus necessary to achieve a given target for the national moheté-
ry:base Thts“ sterlllsatlon technlqpes, which have been widely
used in surplus and defici* countries, imrly that external money
creation (contraction) through a balance of payments surplus (de-ll
fieit) will be compensated througb internal money contraction
(expansion) so as to maintain the domestic target for the tctal
base B°. Changing the taorget for the domestic component of- the
base througﬁ épen market operations, discount policies and mone-
taryﬂfinaneing of the government deficit may induce further reser-
»@vé:fiéws through the impact cf dDi on de, thereby again deceiving
the target at the national level. '

More important still, independently set targets for B at the na-
tional level in the different countries of the system’ can easily

become self-defeating if cach country tries tc sterilizes consis-
tently the external monetary impulses and the independegtly set
targets for B are not consistent. The result is a destabilization
of the whole system. | | '
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A widely accepted view is that a country which lets its cxchange
rate freely fluctuate can isolate its monetary base from outside
monetary disturbances. This view is generally based on the as-
sumption’ that a country with a freely fluctuating exchange rate
has no need for, and therefope does not hold, international re-
serves, putting dR = 0 by definition. The<monetary base is theﬁ
equal to domestic credit extended'by the monetary authorities to

the domestie eccnony.

It can be argued however, that if the assumption of zero holdings
of international rescrves is dropped, the monetary base of a coun-

try "is affccted by fluctuations in the exchange rate.

It can be expected that in » country with a fluctuating exchange
rate the monetory authorities will continue to hold a stock of

. international reserves, bc it fror pure precautionary motives.
However,-cven if this were not the case, it can be argued (e.g.
as MgKinnon;has‘done 1) thut private demand for international re-
serves (foreign’exchangc) will be higher under flexible than under
rixed exchanre rates. The reason is that under flexible exchange
rates the private'sectorJ especially commercial banks, will have

a higher need for transaction and precautionary balances in fo-

reign exchange.

If internaticnal reserves are held by the private banking sector,
the definition of the mcnetary base has to be modified. 1In that
case the base which the private banking sector can use to expaﬁd
domestic credit consists not only of currency and reserves held
.atAthe central bank but alsc of its (net) foreign exchange hol-
dings. In other words the commercial banking sector has the
choice of building up its liquidity position either by obtaining
domestic central bank liquidity cr foreign liquidity.

o

1,R. McKINNON, Private and Official International Money : The Case

‘for the Dollar, Princeton Essays in International Finance, no T4, -
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Exchange rate chanres now directly affect the monetary base of a
eountry, in the form of corital rains or losses for the holders
of foreirn exchange (i.:2. monetary authorities and/or commercial
banks). A deprecinticn (aporeciation) of the currency legﬁé to
a capital rain (loss) for the net holders of foreimn exchanre.
This will increase‘(decrease) the monetary base cf the deprecia-

ting (aporeciatine) country 1;

It f~llcws from the preceding arrument that a monetary pclicy
.action in one country will affect the monetary bases of all the
ccuntries of the system throurh exchanpe rate changes. In addi-
tion it has been shown that if there is not a2 minimum of coordina=-
tion of demestic menetary policies a reneralized flexible exchange
rate system in Furope will be unstable 2, ) '
Accordinm to the preceeding analysis rsreater stability of intra-
European exchance rates as ccmpared to the situation vis-a-vis the
rest of world, critically depends n»n commonly agreed’iimitations,
on national monetary indcpendenec. A natural starting point in
the direction of complementary supporting internal monetary policy
measures fcr a differentiatced European mecnetary zone is to be lin-
ked up with the sterilisation techniques used to ofsett the impact
-of reserve movements nn the monetary base. A flexible discount
rate mechanism could be uszd for this purpose :-increasing discount
rates in deficit countries and leweringe them at the same time in
surplus coﬁntries, not neutralised of eourse through open merkat
operations or cther discrcticnary menetary actions. Starting from
2 pericdically revised set of monetary tarrets for each country
of the Cemmunity, 2 c~de of conduct on domestic sterilisation po-
licies wculd automaticnlly adjusé these ftarrets upwards or down-
wards by only"partially sterilisinnm interventions in the exchange
1. The monetzrv authorities have the option to "sterilize" this
capital pain (or 1lcss) ~n their cfficial reserves. However,
there are many examples ~f monetary authorities usingz the pro-

ceels of the capital gain from a deoreciation to finance govern-
ment budget cperatinns. ,

2. P. DE GRAUWE, cp.cit.
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rate markets.

It is not the purnose of this note to suggest a fully operatio-
nal scheme, but it is clear that the technical and practical
difficulties to implement the in itself rather simple basic idea
should not be underestimated. Yet the fact cannot be overlocked
that naticnal monetary nuth-rities have often followed discre-
tionary monetary npoclicics inimical both tn external adjustment

and to domestic monetary stability.

Two principles for guiding policy =action seem to be of particular

importance. : .

(a) Official intervention in the foreign exchange market should
have a’'quantitatively significant impact cn each national mone-
tary base, in particular if it is the purpose of these inter-
ventions to achieve ~ Commen Eurcpean exchange rate pattern.
In additien a symmetrical bechavisr between surplus and defi-
cit countries in the FE.C. is required. Only in this way can
the monetary base of the unirn as a wholé be stabilised. Pre-
sent institutional arrangements in the snake e.g. are far from

guaranteeing this symmetry.

(b) In support of 2 symmetrical exchange rate policy, a market-
oriented discount mechanism has a stronr comparstive advantare
over onen-market operations and over other more “iscretionary
instruments of cdomestic meonetary noliey. Adequate rules of
behavior on.national “iscount mechanisms can be helnful in
¢liminatins much =»mnarent conflict between the need for inter-
national ndjustment on the .one hand an? “Anomestic monetary

Btability on the other 1.

1. For more details sec K.I. McKINNON, On Securing a Common Mone-
tzry Policy in Furonc, Zanca Nazionale del Lavoro Quarterly
Review, March 1973.
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(revised) o

r Maironenn Community Balance-of-Poyments Tund

The recuirenens

. The Community fgces a new situation in the management of its
balance of payments. During the first decade and a half of
its existence the cémmercial relations between thé ﬁembe:
countries were eased by the assurance that they would
collectively be in balance~of-payments surplus, on current
éccount, with the rest of the world. Thére was therefore
a high probability that each individual member country, so
long as it managed its ecénomy with reasonable prudence and
did not have to cope with special structural problems, would
have a gcod' chance of earning a surplus on its qommercii
transactions outside the Community. This made it easier to
teke some of the risks attendant on the removal ofvtrade
barriers and financial controls required first for the creation

of the customs union and then for the initial steps towards:

an economic union.

The new situation of collective balance-of-payments deficit
on current acount will almost inevitably produce a different
mood among t£e member governments. The mood is likely to be
averse to the additional risk-teking attendant on the removal of
still more barriers to the movement of goods and money across
the national frontiers of the Community. The key problem therefore
iz how to reduce the risks of big deficits in the overall

balance-of-payments of member countries during the period zhead.
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The proposzl to mobilize the collective creditworthiness of
the nine member states for the borrowing of large amounis
of funds, both from the }Middle ZEast o0il producers directly
and from intermediaries handling the o0il producers! surplus

in the Burocurrency market, is designed to meet this end.

It is worth observing that the reason why this matter has
a new urgency in the mid-1970s is that the considerable dis-
parities between the economic performances of member countries,
in terms of productiviﬂy and control of domestic demand, show
up much more sharply in a period when there is a strong bias
towards a balance-of-payments deficit than in é period in which
the bias is in'the other direction. The difference between
on the one hand Germany and Holland, with their expectafion '
of staying in the black on current balance-of—péyments acéount
and on the other hand, Britain and Italy which look éhead to
én extended period of being deeply in the red is very marked
indeed. The outlook for the weak balance-ofkpayments,countries

is that their borrowing capacity will be progressively eroded.

Functions and comvosition

The Balance-of-Payments Fundl(BPF) will be a collective agency
of the centfél banks of the nine countries. Since its function
is to draw in funds from outside.the Community, for redistribution
within, the paid-wp subscriptiion by the shareholders should be
minimal; it might be limited, on the lines of the World Bank gold
subscription, to 2 % of the'capital. It would be paid in dollars

or some othexr universally acceptablie currency.
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The main contribution of the central banks would be in the
form of guarantees of repayment to subscribers to the Fund.
It is assumed that the Fund will issue shortvand medium term
instruments, and that after the first phase it will engage

' v, further borrowings.

actively in refinancing theseL In what circumstances is it v
to be envisaged that payments will lmve to0 be made to creditors
outside the Community, so that the central banks'! guarantee

would be activated?

Two different types of case may be considered. An oil
producer who has‘invested in the Fund cashes in his one-year
bond at maturitj‘and withdraws the méney in order to spend -
it, say, in the Middle East. The second case is that of a
financial intermediary, say an American bénk, which takes
’ ité money out, again at maturity,vin order to reinvest it,
say in the United States. It is to be assumed that in the
former caée - the use of the monéy to purchase capital assets
_in a non-Vestern country - it will eventqally return to
the Western financial system, in the form of a deposit of '
some kind with a bank or finance hoqse. The métter is
sinplified because, as is'known, the few countries which
together oim fﬁe actual and prospective oil éurpluses have .
confined their financizl operations to some 30-50international banks.
The probability is. therefore, at any rate for the immediately
foreseeable future, that liquid funds withdravm for the purposes
of some capital transacibn elsevhere vill, after a notv very
long delay, turn up azain in the circuit of the 30 or so big vanis.

I
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The prbblem therefore _révblves ‘rounc.i the second cé.se -
a withdrawal from the Cormrmunity bamc'ing/system to another
i)art of the intex;nationdl financial circuit. - We assume
for the present that the banking consortium with thé support
of central banks operates a perfect recycling mechanism
within the ACommt.mity.bamcing systen, ‘which ensures that no
single bank is embarrassed in the conduct o,f its business
by sudden withdrawals of oil pro&ucers' surplus 'i‘unds
and their transfer to anothér banl; in the consortium.
Further, it is assumed that there are no " eakages" from |
the Community consortium of banks to borrowers outside
the Community sy.stem - or, at any rate, that such tia.nsfers '
take plape only with the- specific permissioq of fhe céntral'
banks. In principle therefo:_cé all capital sums deriving
from that pé.rt of the oil surplus which finds its way
hack ih‘bo the Community banking system is available foi‘_

investment in the BPF,

G\



What is plainly required is some kind of reciprocal credit
arrangement between the Buropean central banks operating the
BPF and the US Federal Reserve System (and one or two other
banking centres like the Japanese) to smooth out the effects
of sudden transfers §f funds. For this pur@ose thé existing
international swap credit system needs to be very considerably

enlarged. -

If at the same time there were an established market for
the financial instrumentsvissued by the EIT‘operéting among the TS
big banks, there is no reason why a "leakage" caused by the
transfer of oil producers' deposits from Europe to the United
States should cause the central banks' guarantee to be broﬁght
into use. It might have %o be, of'Couréé, if for example US bank
‘liquidity was under pressure and funds were withdrawn across
the Atlantic. But this is only'to say that the Europeap '
central banks will ﬁave to manaée their monetary policy with
an eye on the competition of the United States for international
funds. It is obvious that if European inter;st rates are
relatively low, they will not in any case attract the oil
produceré' depasits in the amount§ required. | |

I am assuming in the argument set out above that the bulk
of the oil surplus fuﬁds continues to come into the international
financial system as bank deposits or other semi~liquid forzs.
Thus it is the banks which will be responsible
for the greater part of the invesiment in the financial instruments

issued by the BPF. These banks may need scme kind of guarantee
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from the central banks that as these deposits grow aﬂd

are lent‘onwards to the BPF; they wili not be penalized

if they oveistep the limits of anylman&atory assets/deposiﬁ
ratio. (The pro51em does not, I believe, arise in most
countries with Eurocﬁrrencyvdeposits. But it might do-
so,’as.thé Eurocurrency market‘éxpands still furfher and |

attempts are made to regulate it.)

The problem of "transformation.

Recent iﬁdicétions érevthat oil producers! funds which
were initially very short—terﬁ are now increasingly being
employed in longer ferm financial operatipns. ‘If‘this
process'continues the prob1em.of transforming éxtremely
liquid deposits into market investments iﬁ BPF bonds and
the likeAwill not be as acute in 1975 and j976 as it appears
in 1974, The banks will be able to do much of the trans-

formation on their own account.

However even if the difficulty grows less acute as the
oil producéié.beqome more sophisticated and confident in
managing_an:invesfmeﬁt portfolio, at least part of the problem
will almost certainly remain. This is because a substantial
proportion of these rapidly growing funds is likely to continue
to be held in a fairly liquid form. The United States, Japan
and other creditworthy countries will be competing for long term
investment funds, and it would be unrealistic to suppose thai
the Community will scoop the pool. Moreover the less develoned

(%]
countries, whose need:ris most acute and/whose ability to neet
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their increased oil bills the healthy functioning of the
international economic system ip part_depends)cannqt really
be left to make do exclusively with funds derived ffom the
- shortest end of.the capital market. If they are to be
allowed a sharé of the medium term funds, it follows that
the developed countries, and mest especially the Community,

will have to learn to manage with a larger pxoportion of

liquid funds than they would normally regard as convenient.

In that case some arrangement will have to be devised
by the central banks respons1b1e for the BPF to cover the
operations of commercial banks with an excessive amount
of very short-term oil producers' funds. It will not
suffice to leave this problem to the operatlon of the
"market, relying on the shaxrp decline in short-term deposit

fates, which would oceur in this‘situation, to correct the
propensity 6f somevof the righest 0il producers to stay
excessively liquid; Low rateé of interest may not produce
- the result réquiréd when the marginal utility of money
itself is extremely low. What the central banks might do
in order to ease this probleﬁ is to issue some‘specinl

form of shorf—term instfument, on the lines of a Treasuxry

L-1

bill jointlyméuaranteed, which they will constantly refinance

in what will be a steadily expanding market.
Once again the question arises about the circumstances

in which the joint guarantee of the central banks would be

1likely to be called. That would happenifor examplejif the
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3PF having made a two year loan to 111rarce; found ‘that it
was unable to dispose of enough Community "Treasury bills"
té neet its commitments to France, and so had to call on
national currency reserves. But it is hard to see vhy
such a contingency should arise in the ordinary way,
assuming that interest rates are internatiénally competitive,
because the money market is assumed to be supplied with a -
constant flow of new fuﬁds derived from the surpluses

of | the oiliproducers. Assuming the existence of
an extensive currency swaﬁ network andva meaéure of coordination
of monetary policy between the main financial centres (so

. approximately

that they agree in advancﬁihow much international capital
each is to acquire over a period), the only circumstances
in - which I can foresee a call on the collectlve guarantee'
would be one in which uhere were a severe weakenlng of the
-current balance-of-payments account of the Commmnity vis-a-
vis the res# of the world. If the membexr étates of the
Community persistently marked up heavy deficits against
other non-oil producing countries, then the result would
.show up in a loss of national currency reserves and in a
decline in the creditworthiness of the Community. In that
case BPF bonds and short-term financial instruments would
not be refinancedAin'sufficient volume through the capital

-~

nmaxket.
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The concept of an "oil deficit" in a national balancé—
of-payments account is not an unambiguoﬁs one., Although
it is possible to estimate the size of the aggregate surplus
of the bil producers (i.e. that part of their earnings which
will not be spent on the purchase of goods and services); it
is not possible to calculate precisely what proportion of
the tptal is properly attributable as a deficit in the balance-
of-payments of any iﬁdivi&ual oil—importiné country or group
of countries. The best that can be done is to use the estimates
of the prospective increase in thé aggregate deficit of the
Community which is due to the pet increase in payments to the
0il producing countries in the current yeafiand to work forward
from there. The figﬁre is estimated to be around.20 billion
dollars in 1974. Several Community countries are successfully
’bdrrowing back, either directly or through intermediaries in
the Eurocurrency market, a large part of the sum required to
meet their deficits. It is hard to say how much of the required
sum it will be possible to borrow in this way during the next
three to four years, but i )robably would be.prudent for the
Community to think in terms of covering at least half of the
prospective deficit by collective means - say something of

the order_ of 410 billion dollars a year.

This money will clearly be very unevenly distributed among
member countries. It is likely to be heavily concentrated in
any given year on particular countries, such as Italy during

the year 1974, whose general capacity to borrow in the inter-
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national capital market has been reduced for reasons which

pay have little to do with the oil deficit problem.

It is to be observed that if France and Italy yere"to
improve their competitive positions sharply, so that they
developed substantial trade surpluses with Germany, this
would in-the long run affect Germany's present unmatched
capacity %;(attract funds from the international capital
market. The point that is being made is simply that a
reduction in the non-oil balance-of-payments sﬁrplus
of any given éduntry may reduce its ability - in conditions
of intense competition in the international capital markét -

to obtain the capital funds that it needs to cover its oil

deficit.

The management of BPF

The Fund will have the task of distributing the money at

its disposal on the basis of some clear assessment of national
claims, which is designed tovensure that the offsetting of oil
deficits does not help to subsidise balance-of—paymehts deficits
of a more- fundamental character or those due to a failure of
overall demend management. There is bound however to be an
elenent of judgmentvin this process. It is therelore 2ll the
more necessary that the management of the BPF should be endowed

with a considerable measure of independence.
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The BPF should be a guasi-autonomous body with a,Supervisory
Councilfconsisting of the governors of the nine central banks
or their representatives. It would be in effect an instrument
of the lonetary Committee of the EEC.( Its board of management
might be appointed jointly by the governors of central banks
and the ministers of finance. In order to give‘ifs operations
the flexibility that is required, the constitution of the board
might follow the earlier example of the European Payments Union

and adopt the rule of majority veting. -

The staff of the Fund would be expected to be increasingly
involved in the policy problems connected with the management
of the baianqe-of;peymentsvdeficits of individual member
countries. Machinery would have to be set up for the prompt
and accurate reporting of capital moveﬁents which might affect
the overall balance—of—paymenfs of any country.

The BPF staff would set certain performance criteria for
national governments and engage in periodic consultatlons

on economic policy matters related to these.

As a matter of principle, it is essentiai that the additional
eapital borrowed by the Community countries during the period
vwhen they will neeessarily be in overall deficit on current
account should be used in larg> part to finance additional
productive investmehts. The strategic policy of the EPF must
be to enlarge the productive capacity of the Community by a
sufficient amount to allow it to repay during the 1980s the
surs borrowed in the 1970s, and to do so while maintaining the

continuing rise in the level of real incones and consuzption
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of the Community. The condition for achieving this end is

that the unrequited imports financed by the money derived

from the BPF are not used 0 sustain a current level of

consumption. higher than that which would have been afforded,

in conditions of full employment, if the oil producing éountries
had spent all their foreign exchange earnings on additional

imports from the industrial countries. The delay of some

yearé whichvwili noﬁ'intervene before thesé additional purchases of import:
are made bytzesr?o%cf) Iﬁoedl%lcseergf in a systematic way by the Community

to raise its productive capacity; in the field of energy and

. energy import-saving,/ aSVWell as in conventional export indust:igs,
above the level that it would have reached in the 1980s without

the capital wiﬁdfall'from the o0il surplus countries.

July 1974
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T4e Aims of the Community in the 1970s

It has been proposed by Robert Marjolin that as an essential next
step in its progress towards European union the Community should create
some new "independent decision-making capacity". The main purpose which
would be served by such a move would be to establish a habit of joint
political action which by-passed the administrative processes of nine
sepérate governments. It must however be recognised from the start that
there is an element of paradox in the proposal, since it is predicated on
the assumption that these governments, on whose complaisance the reform
depends, will be moved by the desire to by-pass themselves. There will have
to be some very strong motives common to them all, motives which will also
appear compelling to the mass of the voters on whom the election of these
governments depend, in orxder to produce the desired result.

The experience of the 1960s

In what follows I shall txy to identify what such motives might be

during the period shead. In order to do so it is necessary first of all

to consider the fundamental question of the proximate aims of the European
Community in the 1970s and 1980s. Too often the argument about the appropriate
instruments for common European policies assumes that because the ultimate

goal of European union remains what it always has been, the practical objects
of the enterprise in the 1970s and 19808 will not differ materially from those
_of the 19508 and 1960s. The only changes that are allowed for are in the
tactical choice of technicel devices.

But to think in this way is to ignore the fact that a change in the
objective conditions which influence national and intermational politios
are likely to affect the operations of the Community in two ways. First,
such a change may alter the order of priorities of governments and of the
citizens who elect theme' It is clear that the pursuit of the long-term
aims of the Community, for example the effort to build up the authority of
certain common institutions of the EC, has to compete for its share of a
1limited politioal input against other demands on the attention and time of
. governments, in circumstances when -the competition of new demands is growing.
- 155 -
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The second point is that changes in the international environment (by
which I mean the whole conépectus of international relations, including
relations between the superpowers) are likely to impose different con-
straints on the capacity of public agencies, national and intefnational.‘
to achieve their objects. Thus in an international climate of rapidly
expanding trade and increasing freedom of capital movements, it may be
much easier for the Community to secure the removal of trade and financial
barriers among its member states than it would be if world trade were
faoing a sharp slow-down and many of'fhe‘membe:'oountriee were runn
into balance~of-payments deficits. -

In fact, it is probable that the extremely favourable conditions for
the creation of the European customs union in the 1960s created an erroneous
impression about the role of unconstrained choice of objebtives and of
political will exercised in pursuit of them by the Community. The point
that is worth stressing is that the Community chose objectives which fitted
in well with the wider international economic and political environment of
the vime. The removal of national tariffs on industrial goods trﬁded be=-
tween the members of the Communitj did not in practice impose any serious
constraints on the day to dEf.conduct of business by national governments.
In the economic conditions of the 19608, with international trade increasing
Year ﬁy Year by a multiple of the expansion of world industrial production,
and with the United States balancefqﬁ-payments rersistently in deficit, the '
addiional opportunities for intra-Buropean trade opened up by the customs
union had the effect of raising the level of exports in conditions when
the risks associated with a higher import »ill were small. Apart from one
or two brief interruptions, the balance~of-payments of EC member countries

was sfrong and their currenq& reserves steadily growing.l

It is also important to note that the international political context
in which the Community erected its common external tarifs was made favourable
by the sustained effort of the leading industrial nations during the 19608

1 When balance-of-payments difficulties did occur, as for example in France in
1968, the French government was able to aoct with speed to impose import me-
strictions ~ and then to remove them almost equally speedily. The European
Commission did express some complaint about the manner in which France acted;
but it is fair to say that the existence of the customs union did not impose
any significant constraint on the choice of short-term economic policies by .

the Frenoch government.
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to reduce the geperal level of tariffs. The actual negotiations of the
Dillon Round and . the Kennedy Round in the GATT occupied about half of

the decade of the 19€0s. And the result of these exercises was to reduce
the inherent discriminatory trade effect exercised by the Community on
outsiders. Thus the international climate for the EC's special offorts
on behalf of its own members was improved by the feeling that world trade
barriers were being reduced all round - at least until the end of the |
Kennedy Round in 1967. The Community appeared to be swimming strongly
with the international tide - a little ahead of the cther swimmers.

It is worth comparing this experience briefly with the failure of the
effotta at financial integration which occupied the Community froﬁ”1969
onwards. One of the troubles with the Community's monetary plans was that
they failed to connéct in any constrmective manner with the urgent needs of
international policy-making in a period of extended crisis caused by'the
weaknees of the dollar. Moreover, the plan for a rapid approach to monetary
union, and the devices introduced to achieve that end, penetrated deeply
into the conduct of domestic economic and financial policies of uember
countries and. threatened to impose, all at once, a very consideratle con-
straint on the independent decision-making power of national governments.
And this happened at a time when several of the latter were already finding
the changed international financial environmert extremely hard to cope with.

One of the major lessons that should be drawn from the Community's first
attempt to arrive at Economic and -Monetary Union, by means of the devices
proposed in the Werner Plan, is that the broader internationai envircnment
in which the Community's aims have to be converted inte joint action by the
member states must never again be taken for granted. Nor rmust the member
.governments be subjected to greater demands for the subjection of short-
term national interest to longer—term purposes of Comminity policy-making
than can be shown o be necessary in terms of concrete and clearly perceived
objectives of political and economic volicy. Monetary union & la Werner was
s technician's scheme; effective political'backing for it was naither sought
nor obtained inside the member countries. Predictably, when the technical
requirements came into conflict with national politiocal imperafives, there
was no one on the spot who would speak up for the Community interest.
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The Contemporary Intermational Context

The present intermational environment is drastically different from
that of the {9609, and the cause of the change is the enexrgy érisig.
This is likely to affect the whole course of economic policy in the
Western industrial world during the rest of this decade and possibly
during the opening years of the next. The duration of the effect depends
in part on the speed with which effective collective action is taken to
reduce- the dependence of the advanced industrial countries on an uncertain
source of supply of energy in the Middle East. But even on the most
favourable agsumptions this dependence will continue until the early 19808;
'which probably is, in any case, the limit of the time-scale for the formu-
lation of European Community policies.

The immediate effect of the change on Westernm Burope is to impose con-
siderable reductions in the growth of real income, This follows in part
from the sharp deterioration in Burope's terms of trade with the oil producers.
Beyond this, there is the more profound effect of the need for a massive increase
in investment both in substitute forms of energy and in energy-saving equipmentes
To the extent that this requirement is met speedily -~ as it undoubtedly needs to
be in order to produce some "demonstration effect" which might influence the price
of Arabd oil during the critical years of the middle 1970s - it will introduce a
significant demand for additional savings. This again implies a cut in real

disposable consumer income.

However, the most urgent need of all is that the Western nations, when
embarking on these policies of saving and adaptation, should avoid the
temptation to engage in any form of competitive deflation, in order to
improve their individual balance of payments. This need sets the terms
of the new internmational political context in which any Community plans
for further integration in Western Europe will have to operate, We have
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moved from a regime of largely unrest§ained composition for markets
among industrial nations in the I%0s  to a situation in which the
deguee of competitiveness permissible for the purpose of overcoming
a balance-of-payments defieit has to be subject to international

agreement,

I say "has to be", because it is already clear that the only
alternative to an international compact outlawing measures that would
normally be taken in order to eliminate a balance-of-payments deficit -
such measures as currency devaluation or the sharp deflation of demand
for all forms of imports - is a general retreat from the present open
world system of international trade and finande into a regime of national
restrictions and beggar-jour-neighbour policies, The stakes are visibly
very high. That is what makes it reasonable to suppose that in spite of
the unusual demands which the new situation will make upon the capacity
for collaboration among Western industrial countries, a practical response
will bpe forthcoming.

It is worth pointing out, moreover, that if such a response is not
elicited, and the erosion of the existing open international system of
the industrial world follows, the context in which the Community will
operate will once again be entirely different from anything which it
has experienced before. Its task will then be to avoid the spirit of
sauve qul peut among the member countries from reversing such progress
towards a common market as been achived to date. This is a scenario
which T do not propose to explore further in the present paper.

What needs to be stressed is that in the circumstances which T am
postulating here the problem for international policy-making among ad-
vanced industrial countries will no longer be one of allowing market
forces to operate with as little restriction as possible, subject to :
certain rules of the game (like MFN, anti-dumping, avoidance of quantitative
restrictions). It will be a matter of agreeing on the upper and lower limits

Some exception has to be made for the case of Japan and for some other
"voluntary export controls" applied by other nations, e.g..on European
steel exports to the United States.
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of a deliberately accepted balance~of-payments deficit on current
account, and then on the means of recycling the capital funds flowing
into Western money markets (representing the unspent Arad oil surpluses)
to bolster the reserves of oountries which come under especially severe

pressure.

The Community's distinctive task

I have done no more than indicate in the roughest possibie way some
of the features of international economic relations during the period
ahead, on the assumption that the vast balance-of-payments daficit on
their’ 0il accounts which the Western industrial nations now face is
managed cooperatively. There may be disagreement about the details of
the scenario. The point that is important however is that any scheme
for Commnity collaboration which is designed to mitigate the effeots
of the oil situation on member countries will have to take account of
the fact that collaboration required of Westexrn nations, both outside
and inside the Community will be on a scale and of a depth greater than
anything that we have experienced in peacetime. For the purposes of the
Present argument I assume that the minimum requirement is met. The question
for the Community is then - what forms of closexr partnership, implying a
more profound collaboration in the management of the consequences of the
oil problem, could it most usefully adopt in oxrder to safeguard the interests
of the peoples who belong to it?

The form of the question already determines a large part of the answex.
If the Community has one characteristio which distinguishes it from other
forms of association among Western nations, it is that it purports to
share more of both the burdens and the advantages accruing to its member
countries. That defines the terms in which it approaches the problenm
of the management of scarce resources and balance-of-payments defiocits
in the new ers. But how in practice is this particular task to be done?
Its nature contrasts profoundly with the earlier experience of the Community,
when it set out to maximise aurpluaea.by the removal of restriotions on the
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movement of goods, money and persons. This time around its main concern
will be to minimise the social damage and economic hardship that will be
caused by the effort to adapt and remould industrial structures,in a
period when the rate of growth of real disposable income will be sig-

nificantly reduced.

The first point to be observed is that even assuming a high degree
of Western collaboration in the management of our balance-of-payments
problems, €.8. along the lines of the Witteveen proposals (Rome, January
1974), the funds that are likely to be made available through the recycling
of short-term capital will not be sufficient to meet all the needs of weaker
or more vulnevable countries. What the Community members therefore require
is a supplamamtary resource to help them manage their affairs more effective-

ly in common.

It is proposed that this should take the form of a new and greatly
enlarged European Fund, made up of the currencies of member countries and
. of a portion of their international reserves. Its task would be to manage
the financial consequences of the oil balance-of-payments deficits of member
countries in such a way as to minimise their effect on production and real
incomes. The Fund is referred to in what follows as the Balance—of-Payments

Fund (BFF).

The BPF would differ from existing or previously contemplated Community
agencies :Ln the following particylars. First of all, its initial scale would
be much larger; the starting capital would have to be upwards of 10 billion
dollars. Since its essential function would be to provide capital funds
to make good the deficits incurred on current balance-of-payments account
resulting from the action of the oil exporters, the Fund would have to have
a principle of ‘automatic expansion built into it. This marks the second
difference. All the calculations suggest that the combined oil deficit
on ourrent account of EC countries will be greater in 1975 than in 1974,
and that there is little likelihood of any reduction in 1976, Thus for
at least three years the BPF will need to have the assurance of an increase
in the dapital funds at its disposal of a greater amount than the initial

capital subsoription.
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This leads to tha third characteristic function of the BPF, which is
to act as an intermediary for funds drawn from outside the EC. It would
be empowered to borrow funds directly fron Arab oil producers or from
financial institutions in the United States and elsewhere with which
such surplus funds were deposited. I% would also issue its own ioan
stock for public subscription through the Euro-currency xna::‘l':et.3

The fourth function of the BPF would be to provide a channel for
credits between one EC country and another. These would be in part
short-term credits designed to smooth out abrupt changes in the flow
of funds to particular countries. The risk that political friotions
might eause huge shifts in accumulated Arad assets from one financial
centre to another needs to be {nsured against by a greatly reinforced
mechanism for recycling of money. But there is in addition the clear
prosﬁect that there will be differences over the next 3-5 years in the
capacity of individual member countries to cope with the balance-of-
raymente effects of the emergy problem. These differences may result
from the possession of more or less indigenous supplies of coal, gas and
Noxth Sea 0il, as well as from more general factors of industrial efficiency
and export competitiveness. Thus for example, both Germany's and Britain's
balance~of-payments deficit on current account may be relatively small in
the late 1970s, -~ because Britain has advantages on the first count and
Germany on the second count. One of the purposes of the BPF would then be
to ensure that other EC countries like France end Italy had a prior claim
on British and German funds resulting from an overall balance-of-paymente
surplus (on combined capital and current acoount) which these countries
should be able to achieve more readily in these circumstances.

3 These suggestions follow the same lines as those put forward by M. Giscard

d'Estaing in a reccnt interview with EUROPA (published by The Times, Le Monde,

La Stampa and Die Velt). See The Times, March 5, 1974. His proposal was
that the European central banks in cooperation or the Monetary Cooperation
Fund should issue an "annual medium-sized loan of some thousands of millions

of dollars". He thought that subscriptions to such a loan should be confined

to the central banks of the o0il producing countries. It seems to me that
something more floxible, designed to appeal to a variety of investors,in-
oluding other individuals and commercial institutions in the Middle East

with gurplus funds at their disposal, might be oonsidered.
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I believe that in adéition to the ITuropean Tend for the adjusiment
of bzlance-of-vayments disturbances, there is scope for a new Luropeanll
izvostrnent fund concerned with the financing of laxrge sczle capitel
prosrermes (a) of energy saving; (b) for the developmcnt of aliernative
energy sapplies in Europe. This will not be described in the present

-

vzper. It is simply nentioned here because it is seen as a couple“en axry

»sanisation - again with a large measure of independent management -

(o]

to the Balance-of-Payments Fund described above.

It would be the finencial component of‘a Zuropean initiative correspond=-
inz to the ﬁnited Stetes EnergyAProgramme. The aim of this programme would
be, like its‘American counterpart, to achieve a certain stated measure of
self-sufficiency in energy supplies of all kinds by the beginning of the
1930s. Again a significant problem in securing results quickly in Europe
ney well turn out to be that the financial resouxzces which could be robilised
are not made available in the.places where the potential for substantlal in-
crezses in energy supplies exists. This is certainly itrue of the Dritish
coal induﬂt“y for example. There are other potential sources of supply,
not all of them necessarily located within the geozg sraphical boundaries of
the Co“munlty, waich could help to relzve Mesuerr Rurope's energy problen

during the critical years up to the end of the present decade.

It is worth remembering that the demonstration of a European ¢nnzzity
to provision itself with substantial amounts of alternative .enexgy in thre
long term is likely to have a significant effect on the price of Middle Zast
o0il in the middle and late 1970s. The scale and effectiveness of ¢ Turopear
Investment Fund proposed here would be an important elexment in bringing the

price of oil charged by OPEC down to lts lone—term supnly Drice SOoneT raunlw

than later.
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October 1974
Niels Thygesen

COMMUNITY COORDINATION OF EXCHANGE RATE POLICY

From a Community viewpoint independent and uncoor-
dinated floating of the currencies of member countries is
unacceptable. At the more technical level it greatly com-
plicates the operation of the Common Agricultural Policy
and it creates severe distortions in the financing of all
Community,activities. Thus floating has strained, very
nearly to breaking point, cooperation on matters essential
to the functioning of the Community as we know it to-day.
More generahy,intra—bommunity-exchange rate changes have
shifted the burden of adjustment between member countries
in a way that has »>ften been felt by those not initiating
the changes to be unfair. ' Floating has undermined the
limited and frail efforts at coordination of short-term
‘policies by making such efforts look superfluous. Dis-
cussions on economic policy in the Council of Ministers
and in the committews serving the Council in these matters
are presencly vagu= and unspecific even in cases where
Community financizl support is essential for a member
country and joint recommendations would accordingly carry
weight. Member governments - fail to give prior notice
of imporftant new policy initiatives. These attitudes and
disappointments'in turn serve as arguments for not cooperat-
ing on intra-Community exchange rates. Around 1970 it was
a widely held cpinion that closer cooperation in this area
would trigger a virtuous spiral of progress in policy
coordination and monetary integration. The experiences
Since 1072 demonstrate that this spiral is capable of
werking powerfully in the opposite direction as monetary
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fragmentation througn floating and failures of policy

canydirction feod on each other.
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to diagnose this unstable and alarm-
ing proccis Shan to suggest how to break it. Yet there
gre some factors at work which make unqualified pessi-

mism unwarranted.

The first 1s that those member countries which have
allowed their exchange rates to float downwards have come
to doubt seriously the advantages which further devalua-
tion through individual floating could bring. Devaluations
in the four member countries which are presently floating -
most notably Italy and the'UK-havg aécelerated inflationary developments
directly through import prices and indirectly through
price expectations. To the extent that a dampening of
inflation is given increasing priority in domestic poliey,
downward floating will have to be constrained Further-
more, the contribution of devaluatlon to the reduction of
current account deficits has, to say the least, not been
spectacular; such effects are in any case so slow in com-
ing that they offer little comfort in crisis situations.
The stabilizing effects on the capital account of downward floating
have ‘also failed to emérge; as exchange markets have tended to extrapolate

' recent trends rather than a temporary deviation from an equilibrium.

It should not be pretended that these experiences,
important as they are, will induce the currencies presently
fleating to rsturn to a previous orthodoxy of pegging or
to a regime identical to that practised by the five members
that remain in the "snake". Nor is this necessary; the
Werner Plan and cther documents which inspired the earlier
designs were conceived on the background of far greater
stability ir the werld surrcunding the Community than
the turbulent rea lity of 1972-74. Present efforts should
not be evaluated against an overly ambitious background;
exchange rate cooperation in the second half of the
1970's can be less ri%ég than even the initial stage of the
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Werner Plan and still make the Community appear as an
island of cohesion in a world of instability.'
’ The second factor which offers some hope is that
the criteria for exchange rate adjustments conducive to
international equilibrium and the various available
mechanisms of intervention are better understood
now than they were a few years back. At the lievel of
principlés, the work done in 1972-74 at the International
Monetary Fund on the Reform of the International Monetary
System has clarified a number of issues. Part of the
subsequent comments discuss to what extent the proposed
reform could apply to regional exchange rate cooperation
_such as that of the European Community; it will be
argued that some of the proposed criteria and procedures
could usefully be applied to intra-European exchange
rates and to the dollar exchange rate.:

The third and decisive factor is the push of events.
The realization that the common element in current pro-
blems is very large encourages a reevaluation of the
risks inherent in "going it alone". If most member coun-
tries are faced with massive current deficits the like-
lihocd of any one country being able to get away with
actions which shift part of the deficit to other members
without'provoking retaliatory measures from them is
diminishing appreciably. 'Actioné_taken jointly, fhough
difficult to .arrive at, are more likely to have the
desired effects. Coordinated actions in a wider group
of countries, including in particular the United States,
do not appear realistic. The United States seems des-
tined to be preoccupied for some time with domestic economic
issues and is well placed to act accordingly; other coun-
tries offer no real alternative to intra-community coopera-
tion. This does not imply that all problems can be re-



solved at the regional level; none of the major ones -
inflation, external deficits, energy supplies and re-
cyciing - can. But Community coordination is an essen-
tial stepping stone for making an effective start for

attacking all of them.

In the exchange rate field the need is to find a
compromise between individual floating and the rigidity
of pegging & la Werner. The compromise has to be found
in operatlonil criteria for exchange rate adjustments
inside the Community and vis & vis the dollar and SDR,
the emerging international numéraire. The following
three sections comment briefly on long- and short-term
criteria and on their implications for domestic monetary

management in member countries.

Longer-tefm criteria for the

appropriateress of exchange rates

The operatlonal prov131ons for the management of
floatlng(l) stipulate that the International Monetary
Fund should excer01se_superv181on so that a floating
currency does not "uwove cutside what the Fund considers
to be the range of reasonable estimates of the medium-
term :.vm for that exchange rate to an extent the Fund
soncic.rs likely to be harmful to the interests. of”
remuers...”  The "Senulal element is the medium-term

norm £ ratest A few years ago a confident answer would

(1) pnnex 4 to Qutline of Ref‘ormL International
Monetary Fund, Committee of the Board of
Governors on Reform of the International
Monetary System and Related Issues, June 1974.
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probably have been given to doubts about the feasibility
of arriving at such a norm and the language chosen would
have been less guarded. The exchange rate adjustments
embodied in the Smithsonian Agreements of December 1971
were fairly closely in line with what international
agencies - the OECD and the IMF - had calculated to be
required to bring the current accounts (adjusted for
cyclical differences in activity of the main countries)
into approximate balance over a 3-year period, i.e. by
late 1974. The basis for these estimates was. the
responsiveness of foreign trade in these economies to
changes in relative prices adjusted for effective ex-
change rates as they were estimated from models of world.
trade over the previous, 10 to 15 years.

The confidence in such procedures has been severely
shattered by the events of recent years. Speculative
capital flows, fed by the market's misapprehensions
about the length of the time lags involved in balance

.of paymehts adjustments, had washed away the Smithsonian
Agreteom%gé,h 1&&1&31& mor-e s%lél%n a year (and sterline's
adherence,&n monthg), well before divergent inflation
rates and, above all, o0il price increases played havoc
with the medium-term outlook for countries' external
positioh. Nevertheless, the international community

and the European Community in particular, can i1l afford
to discard all of the elements of rationality which made
ﬁheir"shoft~lived appearance in_international exchange
rate cooperation in 1970-71. '

The first essential step is for the Community to
review critically member countries' balange-of-payments
prospects for the medium term; 1978, which has been the
focal year in last winter's work on the implications of
the higher energy prices, or 1979 might be chosen for
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reference. The forecasts should (i) assume normal high
capacity utilization in the member economies; (ii) incorporate
estimates of cost and price trends and (iii) be based '
on current exchange rate constellations; they should be
made internally consistent. The forecasts are likely to
diverge from the aims of individual countries, and the
erucial phase in the Community's review will be taken

up by discussions of (1) how the aims can be made mutually
consistent and collectively realistic, and (2) how the
remaining imbalances could be either financed by a re-
cyeling mechanism (possibly also by movements in reserves)
or eliminated by different demand management policies and for
exchange rate adjustments. These discussions therefore

tie up very closely with the medium-term recycling facilities;

the formulation ‘ ‘ '

of aims will dé, d to an important extent on the smooth-
ness of vrecyclirn,. Most member countries - and the
Community as a whole - will be faced with large current
deficits in the late 1970's; the simple assumption of
1970-71, viz. that most countries would aim to be at

least in basic balance over the medium term so that one
“could proceed to estimate an equilibrium constellation

of rates is inappropriate. What is required is énjudg-
ment on a set of rates which, given the concerted external
aims and active demand management policies, would tend to
push external positions close to aims. |

It is impoftant to underline that all references,
in the above to exchange rates are to effective, i.e.
trade-weighted rates. Once a consensus has béen reached
on the adjustments in effective rates which appear to
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be required of member countries individually the basis
for a review of intra-Communiﬁy rates is available. 1If
the structure of foreign trade of member countries were
approximately similar, the implications for intra-
Community rates would be straightforward. In fact, they
are sufficiently different to create serious problems for
a joint float even in cases where the need for effective
rate adjustments is of the same order of magnitude(l).
The fact that joint Community movements vis-a-vis the
rest of the world, and the dollar in particular, have
rather different implications for member countries has
not been sufficiently stressed. Thus the 1973-weakening
of the dollar was more important to the United Kingdom
with her large dollar area trade than to other members
and phe joint upward floatvof the snake currencies dur-
ing much of the year would have implied an effective re-
valuation of sterling on such a scale that the strain
would probably have become intolerable if the UK had
still cooperated in the snake. Similar comments apply to
the recent period of a weakening dollar. By a reversal of this
reasoning, a period of rising strength of the dollar and fixed
intra~Community rates will entail a larger effective depreciation

of sterling’'than of other member currencies,

(1) Assume that the Community consists of two equally
large groups of members, A, which does two-thirds
of its trade with the dollar area and the remain-
ing third inside the Community, and B, the trade
proportions of which are the reverse. Assume
further that both groups are faced with prospects
of deficits by 1978 making a depreciation in
effective exchange rate terms of 10 per cent seen
advisable. If the Community by a joint float
manages to depreciate all its currencies by 20 per
cent vis & vis the dellar (rest of the world),
Group A will effectively have devalued by more

- than 13 per cent and should tend to move beyond
target while Croup B will effectively have de-
valued by less than 7 per cent and is likely to
find itself short of target.
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The translation of effective rate change require-
ments into Community action both externally and in-
ternally is emphasized here, because it has, despite
its obviousness, only rarely been faced explicitly.

Yet it seems very 1mportant, partlcularly if one wants
to reintegrate the presen’c floating currencies into Community
monetary cooperation. The crucial step is to restore
exchange rate adjﬁstment as a prime matter for Community
review and consultation; this should in itself tend to
minimize intra-Community changes. The point is not to
eliminate such changes though this should be retained as
a distant aim. By starting from apparently requlred '
changes in effective rates and developlng the 1mpllca--
tions for intra-Community rates from there, recommenda-
tions'would- become more persuasive., At the same time,
\membersAwith a structure of foreign economic relation-
ships untypical in a Community context may feel assured
that their problems are taken into account as legitimate
grounds for ncot observing intra- -Community rate stability.
For these reasons the procedure seems more satisfactory
than the more traditional approach of starting from an
"average" Community viewpoint and assuming internally
rigid rates.

The above argument further suggests fhat it would
facilitate dlscuss1on of exchange rate issues to formulate
explicit Community policies vis & vis the dollar and the
SDR. The notion of a "Community level of the dollar™
lacks precision in the abeence of a well-de@ined basket

of member currencies making up an authorized unit of
account. Such a unit, serving initially as a means of settlement

and gradﬁally also as a medium of intervention, is proposed as
a useful step for a number of reasons in the Group's report. As

long as it exists only as a unit of account, inter&ention against

the dollar would have to take place in one of the national
currencies and rules of thumb would have to be developed
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for such interventions. A band of permissible variation
against the dollar would be set up, subject to revision
on an annual, possibly semi-annual, basis;'the band - of
approximately the width of 4} per cent contained in the
Smithsonian Agreement - would move gradually towards the
level implied for the dollar by the medium-term norm for
effective rates. The band would be made publiec to give
guidance to exchange markets. Revisions would be made
in annual or semi-annual steps of about half the width
of the band to prevent sharp discontinuities in rate
changes. Whenever some member currency tends to break
through this crawling band, say because of large capital
flows across the Atlantic, the authorities of that
6urrency would intervene on behalf of the Community.(l)

To summarize this review of longer-term criteria,
the main steps would be to

(1) estimate and make consistent the prospects
for cyclically-adjusted annual balances at
existing exchange rates and likely trends in
‘relative prices o0f tradeable goods for a target period
about three years henceg

(2) review and make compatible the overall balance
of payments aims of member countries for the
same target period;

(3) decide on the implications for effective ex-
change rate adjustments over that period,

(4) make prévision for an exchange rate
policy for the next 12 (or 6) months
in the form of (a) a band of permissible varia-
tion for the dollar and (b) intra-Community
adjustments; and

(1) The Community nature of such interventions might
be underlined by a scheme for sharing any exchange
risk among members. Interventions in dollars would
be reported to EMCF; the Fund itself need only be
a book-keeping agency. y
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(5) make arrangements for sharing the exchange
risks inherent in interventions in non-Com-

munity currencies (dollars).

Short-term management of exchange markets.

While the previous section has dealt with the
longer-term framework for Community exchange rate policy
the following comments apply to day-to-day or month—to—
month management. Without going into the technical com-
" plexities of intervention systems at all adequately(l),
the main issues may be reviewed by surveying in which
respects the remaining exchange rate cooperation between
five hembefs - the so-called mini-snake - could be im-

proved so as to serve as a model for all member currencies.

On the whole the experiences'of the mini-snake have
been surprisingly favourable. It has proved possible to
operate the arrangements with rather minimal interventions
in Community currencies despite marked differences in the
balance-of-payments prospects, inflation rates and policies
of the participants. Though this is no doubt in part due
to temporary and accidental factors weakening the Deutschemark,
notabiy the foreign exchange losses reported by some German banks, there
can be little doubt that the minisnake has had a calming effect on exchange
markets which has benefited at least the smaller participants. The knowledge
that virtvally unlimited resources weré available to support individual
currencies has undoubtedly been an important stabilizing factor.

The present width of the intra-Community band of
2-1/4 per cent was designed in early 1972 to achieve

symmetry in the potential variability over time of any

(1)

For a careful review see Helmut W. Maver "The
Anatomy of Official Exchange-Rate Interventions",
Princeton Essays in International Finance No. 104,
aT I97 Y.
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member currency vis-a-vis the dollar and other mepber_currencies. As

long as the collar is floating and has ceased to be the intervention currency,
the present width has no claim in logice. It is, however, préposed in the
previous section that a crawling tunnel for the dollar is an important ele-
ment in a longer-term strategy for Community exchange rates. If such a tunnel
reappears, the intra~Community snake should once more be adjusted to half

the width of the dollar band. But even if it does not, it is not easy to
justify a snake much w1der than the present one. Its stablllzing effect on
exchange markets would be diluted as the risk of sharp sh1fts in the relative
position of currencies inside the snake increased, With the authorities commit-
ted to a no intervention policy inside the snake such shifts could gather

momentum and foster destabilizing speculation.

Since the possibility of sharp fluctuations is already non-negligible in the
present arrangements it might be envisaged to supplement them by rules on
maximum day-to—day movements, say one half per cent at most, of any two

member currencies relative to one another., Thus the authoritles of any currency
tending to appreciate relative to some other member currency by more than the
maximum would undertake %o support that other currencyj; alternatively, though
less in a Community Splrlt, these stabilizing effects could be achieved by
setting limits to daily fluctuations in dollar rates (in principle half the

width of the desired intra~Community limits)e.

If daily changes were'limitedvto the above maximum there would still
be the possibility that they might cumulate to an indesirable extent over,
‘say, one month, To prevent such movements from occurring one might adopt
intervention rates of the simple type suggested in the Group's report, €e¢gs
by limiting the change in the cross rate between two member currencies to the
differente in inflation rates (mesured primarily by indices for tradeable

goods) between them.

A further 1mprovement 1n the functlonlngof intra-Community arrangements
would be to abandon the pr1n01p1e that settlements of debt should be made

c.

in proportions |
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corresponding to the composition of reserve assets of
the debtor. Once the Community has a policy on the
dollar rate, settlements in dollars should become more
acceptable; and at a minimum gold ‘would have to be
formally removéd from the settlement rules as long as
its monetary p051tlon is uncertain. as has now been recognized
by the removal of gold from transactions with the IMF.
Intra-Community intervention rules would no
doubt be simpler if they could center on a European unit
of accounte. ' : , '

However as long assome member currencies
are floating independently, the value of the basket of
currenc1es that go into the unit of account will be
subject to considerable fluctuations, complicating
interventions and settlements. If all currencies
adhere to a snake of modest width, the composite inter-
- vention currency becomes ‘more feasible, but at the same
time less important. However, ’there are advizﬂ:ages, mainly of a
psychological kind, in authorizing a unit of account
which may justify its adoption at a stage where it is
technically'premature.

These and'éther matters relating to the function-
1ng of the snake and the prospects for enlarging it to
encompass the Freﬁﬂhffanc and other currencies presently
floating have long been under discussion in the Council
of Ministers, the Committee of Central Bank Governors
and the Monetary Committee. The technical problems,
though difficult, seem manageable.

-

Implications for domestic monet a.ry management

It has long been recognized that coordination of
exchange rate policy imposes constraints on the use of
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national monetary policies. Divergent policies among member
countries would give rise to large capital flows which

lead to instability in their international reserves and

are likely to undermine the structure of exchange rates.
Closer exchange rate cooperation therefore impiies that

the participants refrain from formulating and pressing
independent targets for their monetary policies.

The simplest prescription would be for countries
to gear their monetary policies primarily to a collectively
agreed aim for their external balance. Since
it was seen to be a prerequisite for the successful
operation of exchange rate coordination that member
countries external aims were mutually consistent, such

a strong presoription would be stabilizing. But as would

clearly go too far; several member countries, Germany
and France amongst others, have found monetary policy

to be too useful for domestic purposes to warrant its
gearing to exterral objectives only. The authority for
monetary policy may in the long run be transferred to
the Community level, but this is not for the near future.

‘Fortunately something less ambitious seems to be
sufficient, at least for complementing the type of ex-
change rage coordination envisaged here, which retains
some scope for adjusting rates. Above all, there is a
need for exchange of information prior to any major
shifts in a member coun:try's monetary stance , preferably
for joint consultations on the monetary budgets of individual coun- ,
tries; in its absence a period of destabilizing and competitive
measures is likely to follew. When countries interact significantly
with each other it is essential for each country to have a good
idea about what the others are planning to do ‘and,indeed, what thqy
" are iikely to do in response to a policy change in the country
itself, ‘ '
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It is tempting to look for simple rﬁles that countiries would be
asked to conform to, say approximately parallel growth rates in the monetary
base or broader aggregates such as the money supply. Attempis in the past,
notably in the fall of 1972, of bringing moneyhsupply growth rates in line
were not successful, Though such attempts would no doubt have had helpful
effects, they were rightly considered oo mecﬂanical. A similar fate would
probably overcome attempis to-day of intfoducing gimilar rules of behaviour.
Some member countries either do not take their money supply seriously as a
main determinant of their internal or external position or find themselves
unable to control the monetary aggregates over shorter periods of, say 3 to
6 months. One may regret this state of affairs - and there are good grounds
for emphasizing the role of monetary factors - but it has to be taken into

account,

This leaves any prescriptions rather vague.Work is only beginning on
the possibilities of harmonizing monetary instruments., Harmonigation in this
sense seems to go beyond what is required for assuring that policy effects
- the thrust of monetary policy - do out of line, In the meanwhile some
understanding on refraining from complete sterilization of the external
impact on the monetary base and domestic monetary aggregates seems the most
constructive step; a proposal along these lines is argued more fully in
the Link between Internal Monetary Policies and a credible Intra-European
Exchange Rate System (Annex K, page 133).
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