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September 26th, 1968 1

THE WEEK IN THE COMMUNITY
September 16 - September 22, 1968.
THE COMMON MARKET

Waiting for the Weekend

The way in which the political development of Europe is to go during the
coming years may be clearer after the two important meetings which are due at the end of
this week. On Friday there is the first meeting, since the summer break, of the Foreign
Ministers of the Six and the next day in Bonn, the French President will be holding the
second meeting this year with Chancellor Kiesinger under the Franco-German Treaty of
Friendship. Both series of talks are likely to be dominated by two topics, which are
interrelated: the Czech crisis with its after-effect s and Britain's continued bid for
membexrship, of the European Economic Community .

The ministers of the Five have been hard at work in previous weeks
visiting each other in an effort to find a solution to the differing attitudes which they and
- the French hold as to the question of enlargement of the Community. They have also been
in contact with the new French Foreign Minister M. Debre, who would seem to rank amongst
the Gaullist hawks. His attitude towards the idea of Britain joining the EEC is still far from
favourable and his remarks that France does not accept the political ideology of the Rome
Treaty are probably.more representative of General de Gaulle.'s' true view of the Communities
than anything else the French government has said for a long time. The French President
' said on Saturday whilst welcoming the new British ambassador, Mr. Christopher Soames;
to Paris, that he viewed with favour Britain's movement towards the Continent of Europe .
The point was to know how far she had travelled.

On September 22nd, the Dutch Foreign Minister was in Paris for talks
with his counterpart at the Quai d'Orsay. Since their views on Britain joining the EEC could
with difficulty be more opposed, it is not expected that Dr. Luns was able to overcome the
feeling that little progress will be made at the Council of Ministers on Friday, a feeling which
he got during his visit to Bonn at the end of last week. He then accompanied his Prime
Minister Mr. de Jong and they had talks with Herr Willy Brandt and Chancellor Kieseinger.
They discussed the Benelux Plan, the most ambitious of the various proposals from certain
EEC countries for closer cooperation between themselves andtle candidate countries in
fields not covered by the Rome Treaty. The West Germans have never been very keen on
this plan and have already put forward their own proposals for some form of limited trading
agreement between the Six and Britain. In theory this is supposed to be backed by Paris,
but the signs are that if it comes to a final decision, the French will find once again some
reason for invalidating the proposals. Herr Brandt in recent weeks has also put out the
suggestion that in certain specific sectors such as coal, transport and agriculture, it might
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be possible to cooperate between the Six and the experts of the candidate countries. Paris
now states that there has been a misunderstanding, for it was never intended that any
discussions should take place outside the Community framework.

Such an attitude does not bode well for those who are optimistic about
the outcome of Friday's meeting of the ministers. No doubt the Commission's President,
M. Jean Rey has a fair idea of what M. Debre will say and what he intends, since last week
M. Rey visited Paris at the French Foreign Minister's request. The latter's speech about
the ideology of the Rome Treaty cannot have helped to reassure M. Rey as to the attitude
which France will take when the Commission publishes its proposals for the merger of the
three treaties. Brussels is expected to make provision for a strengthening of the Community
executive, a move which would hardly be appreciated in Paris at the best times, but now is
likely to provoke an even stronger outburst from Paris.

Chancellor Kiesinger would like to be able to contribute to furthering
the political integration of Europe, and that of the Six in particular, but all the evidence
points to the fact that he is unwilling to have an open clash with France on this topic. How-
ever the situation has been changed somewhat by the invasion of Czechslovakia by the Warsaw
Pact countries. Not only does this create a threat along Germany's frontiers which was not
quite so pressing before, but the danger of Soviet intervention in the Federal Republic it-
self under the so-called "enemy clauses" of the United Nations Charter, and the repeated
Russian assertions of their right to do this has increased the pressure from those who like
to see a stronger NATO once again. It has probably given an impetus as well as to the
right-wing movements, including the NPD, and it is to prevent such groups that the USSR
is claiming the right to intervene; it should not be forgotten howevey, Bonn has decided to
investigate the NPD and other similar groups and may well go as far as banning them.
The West German government would welcome strengthening of NATO, as the Chancellor has
called for this himself. Britain, France and the United States have assured Bonn that any
attack on her would result in the action necessary to defend West Germany.

It remains to be seen to what extent the Chancellor and President will
agree in this tricky field. General de Gaulle has proclaimed since the Czech crisis his
continued belief in the need for the search for a detente with East Europe to continue. .
Most Western statesmen would agree to this, but many would take a different line to the
French President over the immediate future. The general opinion is that for the time being
at least, the Atlantic Alliance should be revitalised so as to discourage the USSR or her
allies from taking any further irrational action, such as a thrust into West Germany or
against West Berlin. Apart from the need for the reinforcement of Western military
security, it is also argued by many that the events in Czechslovakia have proved the need
for the closer integration of Western Europe, through an enlargement of the Common
Market. This view is not accepted in Paris, although it has some support in West Germany,
on whose behalf the British government has taken care to react quickly and positively to
Soviet pressure. The governmental view in France is that with Britain in the Community,
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the whole organisation would have been even more subject to American influence than at
present and thus even less in a position to react against Russian action, especially if such
action was not sufficient to warrant American moves.

Britain's firm line with the renewed Soviet pressure against the Federal
Republic is therefore based on two grounds: preventing any further Russian action,
whilst at the same time increasing pressure on the German government to take a firmer
line with General de Gaulle for rational - and popular - defence reasons. Whether this will
succeed is far from certain, the more so since Chancellor Kiesinger quite often seems
mesmerised by the President. However, London now appears to have decided to take a
stronger line with the French government over the latter's opposition to British member-
ship of the EEC. It can therefore be expected that Mr. Stewart's summoning of the French
Minister to discuss the statement by M. Debre that the admission of the candidate countries
would result in a lessening of Europe's chances of independence, and his rejection of the
Rome Treaty's idology is a forerunner of things to come. Nor did it help when a couple of
days later, Dassault, which builds Mirages for the French government, announced that it
was to cooperate with the American group Ling-Temco Vought in developing a carrier re-
placement for the ill-fated F.111; it should be pointed out that Dassault's existing and
successful single - engined Mirage G. was developed under a governmental contract.
Furthermore it is France who has often objected to Britain joining the EEC by saying that
she cannot accept the Treaty. However Britain has probably made this gesture just before
the meeting of the Ministers to show what might lie ahead, for up till now she has done
little in the open to counter Gaullist statements.

The Belgian Foreign Minister M. Harmel was in London last week for
talks and it was stated afterwards that the British government was still prepared to consider
a purely trading arrangement between Britain and the Six, provided it was put forward by
all of the Six and provided it was inextricably linked to the principle of eventual British
membership of the EEC. Both ministers hoped that the next meeting of the Six would pro-
vide further light on the Franco-German trade proposals, so that it could be seen whether
these were worth following up. However they also envisaged steps to activate the Benelux
Plan.

During this week the Council of Europe and the European Parliament are
meeting in Strasbourg. Both the Czech crisis and the British bid with their repercussions
will be discussed under many different angles. In particular there will be a repoxrt on the
enlargement of the Communities, and another on scientific and technological research as
a factor in the political unity of Europe. But whatever happens during the next few days
the thorny and conflicting approaches to the construction of Europe-not just the integration
of West Europe are likely to be with us for many days to come.

* * *
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AGRICULTURE

No Help for Belgian Cheese.

The Brussels meeting on Monday and Tuesday of the Agricultural
Ministers produced little in the way of concrete solutions to the problems facing the
agricultural community within the six member countries.

One of the main topics facing the Council was the Belgian complaint
that their cheese producers have been hard hit by the recent invasicn of their national
market by Dutch cheeses. There are several reasons for this state of affairs. Some
are "natural" in that the Dutch producers are without any doubt more competitive than
their Belgian counterparts. Another factor is that the regulations adopted by the Council
early this summer are probably not as well-conceived as they might have been. Unfortun-
ately the latest meeting of the Council has produced no answer to the problem, and the
ministers have asked the Commaission to prepare proposals with a view to finding a
solution. The Belgians probably have the sympathetic support of France, whose own cheese
producers are also facing difficults in finding outlets. The Council did work out an agree--
ment in principle as to regulations governing egg-marketing standards within the Community.
In particular these will cover the weight and quality of eggs .

The Council was also due to discuss the question of "Community
programmes' under the FEOGA's "Guidance" section, the aim of which is to improve pro-
duction conditions. Some $ 285 m. is put aside for this, but at present there is no over-
all Community programme and although the matter is to some extent now dependent on the
discussions in the near future as to the structural policy changes in store for the CAP, it
was expected that the Council would have adopted four "mini-programmes". The first
will cover irrigation and traditional forms of structural investment, the second with animal
production, the third with other products (olive oil, wines, fruit and vegetables,! whilst the
fourth will cover investments in the Community's most backward agricultural areas.

It was also expected that the new French Minister of Agriculture, M.
Robert Boulin would discuss with his colleagues from the other Common Market countries
the new guidelines which he was envisaging for French agriculture following his long
voyage through the different provinces of France .This is a further confirmation of the fact
that major agricultural decisions iany single Community country are now dependent on a
favourable reception in Brussels. Any eventual changes in France will require the assent
of her partners.and such changes will in turn be reflected throughout the Six.
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Structural Policy Takes Shape

Some indications on the shape of the Commission's proposals for a

- structural policy are beginning to filter out of Brussels, although they are as yet quite
unofficial. The agricultural directorate has been working on the memorandum to be sub-
mitted to the six ministers for some months, but so far the greatest official reticence has
been preserved. According to talk which is now circulating the programme is to be for a
term of ten years - 1970 to 1980 - and will deal with the structural reform of both produc-
tion and marketing. Every type of official action will be concentrated on one single object-
ive: to create economically viable units of production. The actual form of the unit will
vary according to region and will be designed to fit in with regional development policies.
But whatever the formulas adopted they will all involve a continued and very probably accele-
rated drive to reduce the numbers of individual farmers.

It appears that three main guide lines have been adopted: - the definition
of the common structural policy is to be the preserve of the Community institutions - the
Commission and the Council of Ministers. But its execution will be the job of national -
governments. Paradoxically, the growing realisation by national governments that the
mounting cost of market support and export subsidies is making structural policy a live
issue is causing some concern in Brussels; it is feared that national governments may
"jump the gun" and embark on policies which later may not fit into the scheme devised and
adopted by the Community. All the more reason, thinks the Commission, for pushing a-
head as fast as possible with a co-ordinated policy.

The scheme to be submitted to the Council and to governments will be
laid out on a completely regional basis, though these regions will be expressed in terms of
the Community as a whole and will not necessarily be confined to national frontiers.
Objectives, methods, finance and the organisation of production will be conceived in terms
of the needs and potentialities of the region.

Individual farmers will, in general, have freedom of choice, whilst
persuasion and incentives rather than coercion will be the guiding principles. There will
be no imperative procedures which might induce the agricultural community to militancy
and to action which is the opposite of Community aims. Critics are dubious, pointing out
that this type of policy in the hands of a skilful administrator can be so used as to restrict
the freedom of the individual severely. State aid, for instance, can easily be made con-
ditional upon acceptance of the official policy.

The memorandum will undoubtedly make reference to the cost of the pro-
posed policy, but it is likely to be silent about the means by which the necessary money is to
be raised, leaving this political decision to the Council of Ministers. It is apparently M.
Mansholt's wish that they should first decide on the value of the policies proposed to them.
If they are agreed that it is desirable to pursue them, the Commission will then prepare a
further financial plan. . . .
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EURATOM

An Uncertain Future

The Commission has decided to submit to the Council of Ministers in
early October - the 14th and 15th has been suggested - its proposals for Euratom's Third
Five Year programme which is estimated to cost some $ 450 million. It is not expected
that there will be any overall increase in the number of staff, whilst the programme will
follow an accepted pattern in its general guidelines.

Before finalising this programme, which it discussed with the national
experts last week, the Commission drew on the conclusions of the failure of the procedure
set in motion by the Council last winter. At the end of 1967, the ministers had decided in
principle to modify the way in which Euratom worked: in particular they had decided that
the future of the cooperative effort between the Six should be based on a common research
programme and on multilateral action. The Council had given itself until June 30th to draw
up the list of projects which would form part of the overall common programme, in other
words projects . acceptable to all the member countries. However, the Six have still not
made any real progress in achieving this aim.

The Second Five year programme terminates at the end of the current
year. In order to ensure that Euratom is not faced with complete uncertainty the Commission
has decided to carry out its responsibility and put forward proposals. But this does not in any
way mean that the Commission's initiative will speed up the necessary decisions, as Brussels
is unable to commit the member states to any particular project. It has therefore included
as many proposals as possible: this may relaunch the discussions without necessarily pro-
viding any new solutions. The problems facing the future of Euratom are difficult to dis-
associate from technological cooperation,and both are in turn dependent on political factors. -

But it remains to be seen whether the members of the Community at their
next meeting on this subject will be able to take the necessary decisions which are needed
if Euratom is going to survive as a worthwhile organisation.

* * *
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ECSC .

State Firms and the Common Energy Policy

At a time when the Commission is drawing up its preliminary conclusions as regards
the Common Energy Policy, since it is due to present proposals to the Council of Ministers
before the end of the year as to the policy decisions and the ways of carrying out such decisions,
it is also receiving evidence from interestéd-parties. One of these is the Centre Europeen ‘
de 1'Entreprise Publique - C,E.E,P, (the European Centre of State Firms). In the Commission's
view, the contribution made by the CEEP to the drafting of the CEP -~ Common Energy Policy
is especially worthwhile, as state concerns play a major role in all aspects of the energy
sector in members of the Six: for instance, production (Charbonnages de France) or consump-
tion (state-owned power stations and gas-works) or energy distribution. The CEEP's own
energy committee has spent several months preparing its submission as to the guide-lines
of a common energy policy, and its conclusions were presented to the Commission last week.
The report in which these conclusions are contained. first of all surveys the energy market
and its future prospects. It then suggests that the overall objectives should be defined before
an attempt is made to consider how these objectives should be fulfilled.

To start with, the demand for energy has not fallen during twenty years, but despite
this continued high level of demand - perhaps because of it - the abundance of energy supplies
available at reasonable prices has also continued, and the CEEP considers that this situation
is likely to persist. No doubt there are some factors which may cause price rises in the
future: a probable small increase in the cost of exploration, the eventual increase in the
revenue paid to exporting states, and a rise in financial costs, but these do not greatly effect
the overall picture. And if one takes into account the influence of nuclear energy, it would
seem that favourable factors should at least balance these threatening to make matters more
difficult, Thus prices should stabilise themselves, whilst it is also possible that there will be
a fall in the cost of imported fuels.

When dealing with Community coal, the CEEP states that a number of mines now
being worked are so placed that the only reasonable answer is for them to be closed down as
soon as possible; But in order to ensure sufficient work for those affected by closures,can
active policy to create fresh employment is also required. Since such problems should form
part of an overall regional policy, they will require d Targeinjectionof“public funds for an
effective solution. This means that they are.no lénger matters mainly for the coal or even
energy sectors. Nuclear energy, according to the CEEP's experts, will only have a slight
immediate and medium-term influence, but over a long period it will be decisive.

What, therefore, should be the aims of the future CEP? The report considers that
there should be an overall aim allied to complementary objectives, The overall aim should
be to bring about on a long term basis, the cheapest possible supply and utilisation costs.
Such expenditure should be interpreted in the widest sense, when trying to work out what the
community should pay for its energy needs. It should include the social expenditure thus
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created, as well as the extra expense of ensuring secure external supplies for the Community.
At the same time Community energy producers because they use European energy products
and thus provide the latter with a market, can help to balance the external trade account,

For all these reasons the CEEP believes that there must be a voluntary and rational
reorganisation of the common market's coal interests over a period of time, allied to the
development of Community's petroleum, gas and nuclear industries, both within and cutside
the Six.

The practical application of the CEP has three main facets ..l must ensure that
Community interests receive priority treatment, ‘whilst being progressive and able to adapt
itself to'the différent circumstances existing when each’particular stage of the CEP is put into
practice . This is why the CEEP believes that a good moment has come td provide for channels
for Community and meniberstates to take further action because of the differing degree of: . :2
Community interest in the various problems. . '

In more detailed terms the CEEP suggests the following measures:

I. Measures Within the Community

a) A direct or indirect form of price control should be established. This is
necessary to ensure a sufficient market transparency without which it would be impossible
to define the conditions needed to achieve a balance between the different forms of energy.

A common commercial policy should unify the measures adopted by the member states, but
in general no specific taxation of energy or any particular form of energy is desirable. Care
should thus be taken to avoid the non-justified increase in the price of imported energy in order
to maintain old-fashiened community energy producers, whether because they are out-dated
or for social reasons. Overall taxation would be able to operate more.effectively at the same
time since the picture would not be so distorted.

At the same time the price of imported energy would be able to act as a guide-line
for the fixing of community energy prices provided of course that production costs would make.
this possible immediately or on a long-term basis. Subsidies should be used to promote the
sale of stocks which would otherwise be kept, but not to prop up declining industries.

b) Secondly stocks should be built up within the Community - where necessary -
to enable the member states to cope with a reduction of imported energy supplies for a
limited period. :

c) Action should be taken to develop the Community's internal energy supplies,
and at the same time improve the conditions governing production. This would cover the
rate of production, conditions of sale and transport costs.

d) Efforts should be made to encourage and boost Community research, especially
in the nuclear sector. In factno real progress is likely in this sector except on a cooperative
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basis, because of the scale of the effort which is needed., This would cover the development
as far as possible of existing reactors, the develepment of new types of reactors such as

the fast-breeders, plasma-reactors, and thorium-breeders. Only a continual and permanent
exchange of views will enable steps to be taken to decide.which short-term measures might
be better sacrificed, in order to make long-term gains. Furthermore the sharing out of the
risks and responsibilities involved is essential if research is to continue in all fields, without
creating an intolerably high financial burden for the Community,

e) Next the CEEP believes that a much greater effort should be made to establish
and develop a nuclear industry on a community basis, This includes a fissile materials
mining industry operating both within and outside the community, the production of enriched
uranium, and greater cooperation between the industrial producers of miclear equipment
and plant, All these steps wouid help to bring about the needed diversification of the member -
states sources' of primary energy, and thus enable them to progressively reduce their present
high dependence in imported energy supplies.

f) The CEEP would like to see a progressive coordination of investment policies
which would do away with double-working and thus eliminate the last obstacle to agreements
{covering electricity exchanges) between electricity concerns in member counfries, as well
as with those in third countries. It would thus be possible to build the most effective size
of plant and ensure’the o’p‘til'méf" use ‘of su¥plus capacity.

A study of the best system of sharing the resources of the capital markets between
the different energy sectors might well lead to a policy concerning the distribution of loans
raised or backed by the Community's executive .

g) Next it would enable governments to work cut satisfactory solutions to the social
and regiocnal problems raised by the closure of coal mines: for instance the reconversion of
former coal-mining areas should be carried cut as part of overall economic developraent
plan compatible with the Community's industrial policy.

2) Measures Outside the Comimunity:

a) Diversification of imported hydrocarbon suppliers,
b) A coordination of the moves to gain supplies from sources or from production
units outside the Community, This should take the form of collective negotiations and the

creation of links of economic interdependence with the third countries thus involved,

3) Measures favouring Community firms:

The CEEP's report contains a number of suggestions as to how Community
concerns might receive special treatment. Measures might be taken to ensure cutlets for
the hydrecarbon production of Community concerns, as well as to eliminate the differences
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in the competitive strength of Community-based firms and those from non-member countries,

To achieve such aims certain advantages might be reserved for Community firms - especially
direct financial aid - for those who would be needing such help., However the definition of a
Community firm should not be based solely on strict legal concepts, but also on the basis

of the parallel interest between the firm's operations and the Community's needs as defined
by the Commun Energy Policy.

Finally, any organisation of the market requires a harmonisation of the conditions
governing competition, This will involve a discussion as to how firms obtain their energy
supplies. There should not be any discrimination or distortion in the conditions between
Community firms themselves or between Community firms and those based in non-member
countries, but nor should the latter be in a privileged position as regards competition when
compared with Community firms,

However, harmonisation does not mean equality: if artificial distortions must be
eliminated, it is because they create a false situation. Bt this'does not mean that objective
differences should also disappear, since these are the result of actual costs, which are
reflected in prices and thus provide the necessary competition if one believes in a market
governed by the price system.

The CEEP does not consider that the report it has made to the Commission covers

. all aspects of the problems involved; rather it is a point of departure for the work and discussions,
which must now follow. Herr Haferkamp, the member of the Commission responsible for

energy problems has welcomed the contribution made the CEEP with the aim of helping the
Commission in the complex task it faces. The Brussels executive is now about to finalise a

report as to the different problems raised by the introduction of a common energy policy.

This will be followed by a third report discussing the possible lines of action, and the policy
decisions which the Council of Ministers will have to decide upon.

* * *
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INTRA-EFTA TRADE 1967, BASED ON EXPORTS f.0.b.
. ) {in million US doilars}

Austria Denmark Finland Norway Portugal Sweden  Switzerland i UK EFTA
Reporting country
Austria ., ., . 35,0 16.1 22.2 11.5 64.8 156.4 100.5 406.5
Denmark 31.2 50.6 182.6 11.9 344,3 58.6 573.4 1,252.6
Finland . . . . . 1.5 58.5 38.1 3.6 137.8 14.5 . 314.8 574.7
Norway . . . . . 8.5 136.9 359 9.5 27115 18.0 335.7 816.0
Portugal . . . . 10.2 18.2 7.1 8.7 326 12.6 136.1 2255
Sweden . . . . . 539 427.5 232.1 539.0 242 100.0 604.1 1.980.8
Switzerland . . . 179.9 76.6 38.6 444 40.0 117.8 261.8 759.1
United Kingdom . 119 405.4 201.3 358.6 134.4 620.9 3244 2,156.9
EFTA . . . .. 403.1 1,158.1 581.7 1,193.6 235.1 1,589.7 684.5 2326.4 8,172.1
EFTA IMPORTS AND EXPORTS 1967 BY MAIN REGIONS AND RATES OF GROWTH *

From worid From EFTA From EEC | From USA From rest of world

Imports (c.if) | 1967 | 1956 | 191 yggy | 1960 ) 19591 ygq; 11966 | 19504 ygg; | 1966 oy | 1oer | 1856 1959

. $m. Py Py $m. os o, Sm. 0, g $m. o os $m. Py Py

0 ) . /0 ) () “0 1} ) Sa (X

Austria . . . .} 2,309.3 0.8 9.2 421.7 13.8 15.6 1,352.0 -~1.1 9.5 80.6 {--20.1 0.4 455.0 -9.0 6.4

Denmark . . .| 3,141.6 5.1 8.8 1,247.2 10.7 | 10.7 1,028.6 00)] 7.3 270.0 14.2 1.9 595.8 -0.7 12.7

Finland . . .| 1,708.1 -0.5 9.3 613.2 00 | 119 468.9 -4,2 7.3 83.8 |-134 7.9 5422 5.0 8.2

Norway . . . .| 2,746.3 14.3 9.7 1,212.9 19.8 11.9 690.4 3.2 5.2 176.0 -2.0 8.4 667.0 23.2 11.6

{ Portugal . . .} 10133 0.1 10.0 2364 -0.1 11.2 340.0 -2.8 1.9 712 (-10.2 | 120 365.7 5.6 10.7
Sweden . . . .} 4,704.5 2.9 8.8 1,655.4 6.4 13.0 1,654.9 0.3 6.6 435,3 1.8 7.0 958.9 t.9 7.2
Switzerland . .| 4,105.3 4.4 1 10.0 679.4 10.9 129 2,448.0 3.1 9.9 335.5 -5.4 6.5 642.4 8.9 9.5
United Kingdomj 17,742.5 6.6 6.0 2,590.6 9.9 8.6 3,479.3 12.6 10.5 2,234.5 104 | 100 9.438.1 2.6 3.3
Totai EFTA . .]37,470.9 52 7.6 8,656.8 9.8 11.1 1 11,462.1 4.0 8.8 3,686.9 5.4 8.7 ‘ 13,665.1 3.2 4.8

: \ ! ! . .
Expurts f,0.b.

4 Austria . . . .1 1,808.1 74 8.2 406.5 199 1 169 735.6 2.1 ] 56 71.3 0.1 3.8 5$88.7 14.2 8.1 ‘
Denmark . .. 24804 3.3 7.6 | 1,252.6 8.1 10.2 567.4 | ~7.1 3.3 175.3 | -10.1 5.8 485.1 971 8.6
Finland . . .{ 15469 34 8.0 574.7 8.6 { 110 3646 [-114 | 6.6 90.2 -6.0 8.1 5174 12,6 6.2

1 Norway . . . .1 1,736.4 1.2 | 10.0 816.0 15.2 12.1 404.4 6.6 8.5 149.5 1.4 6.7 375.5 it.8 9.1
Portugal . . . 684.6 9.2 1 113 225.5 200 | 205 1155 -4.9 7.3 70.1 -0.8 119 273.5 10.1 8.3
Sweden . . . .| 4,528.0 6.0 9.3 | 1,980.8 1.6 | 11.7 1,212.6 6.2 |+ 15 3309 12,6 8.2 1,003.7 10.1 8.3
Switzerland . .| 3,510.7 6.9 9.7 759.1 1 17.8 § 13.4 | 1,281.5 2.6 8.4 3599 1.3 84 ¢ 1,110.2 6.9 9.2
United Kingdom| 14,396.3 -1.9 5.1 2,156.9 1.3 8.6 2,877.1 ~-1.6 9.2 1,761.0 -3.5 6.4 7,601.3 -2.4 2.8
Total EFTA . .]30,691.4 23 70 | 8.172.1 9.4 111 7,558.7 -2.3 v 7.7 3,005.2 -4 6.9 |11,9554 1.8 4.6

* For 1959-1967, compounded annual rates.

Source: National Statistics and EFTA Secretariat
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VIEWPOINT
TOWARDS THE SDR STANDARD

by Rune G8glund
President of the Svenska Handelsbanken, Stockholm.

Mid-way through 1968, the economic state of the Western world seems
generally healthy. The fifth post-war recession, the first signs of which appeared in the
United States during the latter half of 1966 before spreading to West Germany and then to
France has passed more quickly than its predeccessors, although Britain remains a special
case with its very poor growth rate. According to the OECD, there should be an overall
rise of more than 4 % for member countries in 1968, compared with the 3 % achieved in
1967. Such statements should however always be accepted with care, and the recent crisis
in France illustrates this need for prudence. However it does seem that the OECD's forecast
is a reasonable one, and that in the final analysis the slowing-down in economic growth for
just over a year, was in the nature of a pause rather than a halting of the post-war boom .

The uncertainty affecting the international monetary situation nevertheless
remains a major question. Since both the two reserve currency countries - Britain and the
United' Ptates - are faced with serious balance of payment deficits, thus supplying the rest
of the world with liquidities, there has first of all been a loss of confidence in the pound,
later in the dollar. The most striking example of this has been the ever more frenzied
speculationsin gold. If the efforts by the British and American governments to overcome
their deficits are to be successful, there will have to be considerable return of international
capital into both countries: it will mean around $ 3, 000 million for the United States and
around $ 1,000 million in the case of Britain. The balance of payments situation in other
countries will worsen overall by a similar amount, and thus the amount of international
capital in circulation will be greatly reduced if it does not cease altogether .

- The possibility of such a situation raises two immediate questions:
1) What would be the effect of this on international trade; 2) How would the rest of the world
react to the switch of the key-currency holdings on such a massive scale.

Until now world trade has been growing at a steady pace and has been an
expansionary factor in the world's economic growth. Admittedly in 1967 it rose by only 15 %
in volume, considerably lower than the figures recorded in previous years, but it seems that
this decline was due rather more to the general economic slowdown, than to any special '
monetary factors. It is expected that 1968 will achieve a much higher growth rate, although
at present it is not possible to give any exact figure. But what would happen if the pound and
the dollar where no longer there to boost international liquidity? And what has been their
exact role in the expansion of world trade up till now? No one is able to reply to these questions
with any degree of certainty; it can only be hoped that the fears which have been expressed are
not well-founded, and that they are unrealistic.
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When a study is made of the increased financial requirements which the
growth in world trade will sooner or later make necessary, it may become apparent that,
taken as a whole;a number of countries possess surplus liquidity. It is also possible that
the repatriation of nconsiderable iquantities of.’pounds: and dollars would not have too
severe an affect on the countries of Western Europe. Furthermore it has not been proved
beyond all doubt that the economic programmes adopted by Britain and the United States
would result in a shortage of international liquidity. On the other hand if these programmes
succeed, that is if Americans and British can move intoa bdlanceef'payments equilibrium or
surplus, there will be an upsurge of confidence in both .reserves currencies. This in turn
would probably mean a considerable quantity of gold coming back on to the market, as well
as back to the Central Banks. ‘

But even if this optimistic prediction were borme out, according to which
no real shortage of liquidities would be created, the danger would remain that other countries
might take counter-measures to cope with the effect s of the American and British plans to
re-establish their balance of payments. And from this point of view, the choice of the
measures used torestore the balance of payments@qiilibriumis of considerable importance,
since certain of them might create even more serious problems. There is little doubt that
the US Administration should have clamped down on internal demand at an earlier stage,
since this is the only method which would have prevented a chronic balance of payments
deficit. The fact that Congress has finally accepted the tax increases put forward by President
Johnson is to be welcomed in this connection, for up till now internal demand has been swollen
by an increasing budgetary deficit, linked to the growing balance of payments deficit. It is
also clear for all to see that any measure resembling exchange controls provides other ’
countries with an excuse to impose similar regulations; if this happened the likely chain-
reaction would destroy the foundations of world trade, as well as the international payments
system.

. For the time being most of the major countries have adopted a positive
attitude towards Washington's efforts and have said they are ready to accept the consequences.
But should the Administration in Washington prove unable to resist the continual pressure from
the different protectionist lobbies with their demands for import surcharges and export rebates -
as well as the direct limitation of certain goods, the picture would probably change immediately.
The danger of retaliation would at once be present, and world trade would be threatened by a
serious danger; it can only be hoped that all the governments concerned are aware of the
dangers inherent in any attempt to reconstitute protectionism.

This being theé case it does not seem - despite the evidence - that the
international payments situation is in any immediate danger. The corrective measures
decided upon by Britain and the United States have been considered by most other nations as more
or less inevitable, for no country, however strong it is or however large the size of its resources,
can continue to have a balance of payments deficit growing larger each year. It is thus most
important for the future of-the international settlements system, as understood by everyone,
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that the two major reserve currency states should eliminate their deficits. To achieve this,
both countries need a period of respite, provided of course that monetary recovery is achieved
without causing too much harm to the chances of expanding their own economy or upsetting
world trade in too drastic a manner. In other words they should be allowed time to carry
through a rational programme aimed at improving their balance of payments, so that the
measures like those which have just been decided upon in the United States can be rapidly -
revoked, and even more drastic.steps avoided. '

The question now arises as to how this necessary period of respite can be.
found. The surpression of the minimum gold backing requirement within the United States .
has enlarged the American government's room to manoeuvre in, although this still remains
insufficient as the United States can hardly envisage reducing any further the size of its gold
reserves. Another move in the bid to gain time has been the decision of the members of the
Gold Pool to cease selling gold to private purchasers. At the same time the American
Treasury reaffirmed its intention to continue to buy and sell gold at $ 35 per oz. to those
Central Banks, refraining from putting gold on the market. In the words of the Chancellor
of the Exchequer, Mr . Roy Jenkins this double decision was "an important and delicate moment
for the international monetary system' .

This raises in turn the problem of whether the two-tier gold price system
can be effectively maintained. There are a considerable number of factors involved here and
it is therefore difficult to make a forecast. However the announcement of the new 'system
resulted in the p rice of gold falling to around $ 40 per oz compared with the § 45 being paid
when the speculation was at its highest, just before the Washington meeting ‘of the gold pool.
The British budget with its impressive range of taxes continued this trend. Finally all the
recent Basle agreements, illustrating the cooperative strength of international monetary
solidarity in the bid to help the pound, have reinforced this trend. Nevertheless it remains
possible that some Central Banks may be tempted to operate on the free market, despite the
risk that price fluctuations thus caused may upset the whole system.

As long as the seven Central Banks, which took part in the Washington
meeting - when it was decided neither to Buynor sell gold on the open market - continue to
maintain the new system, they will be unable - taken as’a whole - to increase or diminish
the size of their gold holdings. In effect this will mean a gradual decline in the worth of
their gold holdings, so that the two-tier system is no valid answer to the problem of inter-
national liquidity. There will not even be an increase of a single dollar in the overall amount
in international reserves.

Naturally enough, if there had been a generalised increase in the price of
gold the results would have been rather different. To start with the United States would have -
gained enough respite to work out a well-conceived plan to systematically restore their
balance of payments. Secondly - and provided the increase had been sufficiently large - there
would have been an immediate increase in all monetary reserves. In fact, the dollar value
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of the American gold reserves would have become much more reasonable in relation to the
country's short-term debts; gold production would have been stimulated, whilst the upsurge
of speculation would have gone into reverse, in turn giving a considerable boost to world
monetary reserves.,

One obvious criticism of such a move is that the principal beneficiaries
would have been the monetary world's "bad boys"; the two top international producers, South
Africa and the Soviet Union, speculators and those countries which had converted as many
dollars as possible into gold. It would have probably been difficult for public opinion to have

accepted a move whereby various troublemakers would have made a profit of several thousands. --

of millions of dollars. Another criticism and one which is well-founded in principle, is that
an increase in the price of gold would have result in world-wide inflation. In practice however
the decision whether to tackle inflation rests with each government, and today it seems certain
that a good number of them are aware of the difficulties created if inflation is not resisted.

Nevertheless and despite all the objections that have been raised, it is
possible that an increase in the price of gold may seem to be the only solution for the present
international monetary uncertainty. If the choice has to be made between the constant
worsening of the international payments situation - with the resultant damage to worid trade -
and giving a reward to the ""bad boys", it would seem that the latter solution is the lesser of
the two evils. But even this does not mean that an increase in the price of gold is an effective
long-term solution to the international payments problem. But it could create a breathing-
space during which a valid reform of the system could be worked out, so that the world would
become less dependent on gold production and on the reserve currencies. Furthermore the
United States would find itself with sufficient time to adopt a systematic approach to its
efforts to move into surplus.

In reality, time is the only factor which the United States needs. The
dollax is still the world's strongest currency, backed as it is by the country's enormous
economic resources. It should not be forgotten that the US balance of payments deficit
amounts to hardly 0.5 % of the GNP or just under 10 % of the growth in the GNP during 1968.

The most radical solution to the gold-price problem would have been
effectively to demonetise gold, in other words for the United States to refuse to sell gold -
not just on the free market - but also to the Central Banks. Although this has been suggested
by a good many economists from different countries, it does not seem to have been seriously
considered at the Washington meeting, as the conviction that the free convertibility of the -
dollar is the very basis of the international monetary system is too strongly held, as well as
being too widespread. Such a change would therefore in all probability bring about the
collapse of the system if its last link with gold was cut, for when international cofifidence is
on the wane it is absolutely essential that there should be a last basic value. This is still
gold today, as it was one thousand years ago. One may regret such a state of affairs, and
the monetary function of gold can be considered as "a barbarous relic of the past, deprived
of all real value", but its magical properties are still extremely powerful .
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There is however another way in which gold can be eliminated: that is
to replace it by an international currency based on confidence and trust. The firts step in
this direction was made at last year's annual meeting of the International Monetary Fund -
IMF in Rio de Janeiro when the Special Drawing Rights plan was put forward. In effect the
SDRs can be considered as a form of currency issued by the IMF, for even if they are
formally linked with gold, their introduction into the world's monetary system signifies a
lessening of gold's importance. Furthermore it is not impossible that in time their links
with gold will be cut. But again time - a lot of time if present plans are anything to go by -
will be needed before the system can be put into practice. If the total amount issued each
year is $ 2,000m,a year ~themaximunpproposédinithe existing plans - it will take 15 years
before the SDRs can replace existing dollar reserves. In other words such a formula would
not really help to solve the crisis we are faced with today.

As matters stand therefore, the most impoxrtant need is for the reserve
currencies to stave off further threats until the SDR system can be put into practice and shown
that it can work. But it also means that everyone must understand that the one depends on the
other; tlihtthe strength of therreserve currencies paaddespecidllythe dollar,-istHe mecessary
condition for the introduction of the SDRs. In order slowly to introduce the use of more
rational payment system, one which is not so magical in its own properties as gold, it is
essential that the present Gold Exchange System should function properly for a good many
years to come. Without this the world is liable to fall between two stools and this will mean
the end of an era of international cooperation whose chief turning pomts up t111 now have been
Bretton Woods, the Marshall Aid programme and the Kennedy Round. ‘

-
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AUSTRIA
BELGIUM

ZANUSSI -FRED .BLAUMAUER catering equipment deal

- VADEMECUM sale subsidiary established
WALSTON & CO INC (New York) brokers set up in Brussels
CHAUSSURES ANDRE in sales venture

FINANCIERE DE SUEZ /BROWN BROTHERS HARRIMAN London link
GEA to manufacture in Northern Ireland

BRITAIN

EEC KANGOL (seat belts)-SOLAR INDUSTRIES, Glasgow production link

FRANCE DASSAULT/LING-TEMCO-VOUGHT swing-wing plane cooperation
SIDELOR makes over TUBES DE NORMANDIE to VALLOUREC

PARIBAS/CIFAL/LOUIS DREYFUS back Franco-Roumanian trade

AGACHE -WILLOT 