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TOWARDS A COMMON CURQPEAN CURRENCY

I. National sovereignty and currencles

I am most grateful to this Institution for the
opportunity it provides me to state some views on the
problems of monetary integration 4n the E.E.C. But I
am algo well aware of doing this in front of such distinguished ;
experts in the field and not in the least among them one
whom I have considered for many years as my master., By
the way, I do not know if this acknowledgement will please
hin.

As you probably will know, the academic life is like
the creation of the universe, code epoch following another
one, some new specles coming to life, some old ones vanishing
and some other ones degenerating. Now this is especially
true for that kind of species known as "Economist", some of
them have managed to keep all their characteristics, some

have evolved as business or administration economists and,alas,

some others have degenerated into an almost unrecognizable
category: the politician economist of whom you see before
you, a representative. 5

Since the emergence in the 19th century of én "international
economy", ﬁo concept has been more relative than that of national :
sovereignty in monetary matters. And tﬂe principle between the

different currencies has been even more questionable.




For more than a c&uturyrthe tuie has been that currencies
exist side by side in the hands of transactors ~ or of certain
major categories of transactors - in a sort of hierarchical
pattern of monetary systems. Some currencies have been

virtually universal: gold for part of the 19th century,

followed by sterling, and noew the dollar since the thirties.

There are regional currencies whose roles, increasing oz

declining, cover a limited number of countries: the most

'outstanding example 1s sterling since the thirties; also the
franec and the mark before the first World War; the German Mark,
expecially in the context of the "reduced snake'", can be
considered as an embryo of a regiomal currency. Finally there

are national monetary areas within which, for centuries, the

law has sought to give the prince the monopoly of issuing legal
tender; but this monopoly has never been absolute, since it
is constantly limited by the competition from some currencies
1ssued by other princes.

The role of the "Nation-State" in the monetary organi-
zation declinéd during the period of the gold standard:
between 1875 and 1914 the situation of the western world
(and of its dependencies) was like that of a sort of genera-
lized monetary union. The Nation State increased its monetary
role in the inter-war years. But after ££e second world war
this role tended again to diminish: the national currencies
gave over so many of their functions to the dollar that the
international momnetary relations were frequently likened to

a universal dollar standard. During a certain period, this

system worked apparently well, although it implied inevitably

some strains within the "underlying'" Nation States; strains




resulting from an eventual conflict between the need to make
allowance for the effects of US monetary policy on the national
egconomic situation and the pursult of national objectives.

By the end of the sixties, the system ran into repeated
International crises. These developments triggered of reactions
which gave rise to a powerful current of though hostile to the
system of stable exchange rates set up by the IMF Articles of
Agreement.

In the purest form, the>floating excange rate method i1s
free trade and universalist inspired (absence of all government
intervention in external monetary policy). But in practice
things are different: government éannot allow that their
economlc policies, or the levels of employment, be exposed
to "unreasonable'" speculative movements. So at lease for the
more important countries,; clean floating is only a academic
congtruction; dirty floating is the real alternative. And
we know from the experience of the thirties that this method
can lead from monetary nationalism to economic nationalism,

It must also be stressed that floating exchange rates can
lead to a "vicious circle': the higher cost of imports adds
to inflationary pressure. The recent examples of the United
Kindom and Italy are a striking illustration of these dangers.

On the other hand, countries with a currency that tends
to be relaﬁively strong in relation to the others are in-a
better situation with floating rates, pafticularly if theilr
economy is of a "dominant type" (as Perroux would call it)
and large enough to set off a chain reaction. These countries
expoert their inflation - their products being bough at any rate -

and, insofar as a large proportion of their markets are in the




counéries affected by the chaln reaction, the effects on 4
exports and emplLoyment. is reduced. It is no doubt a chain
reaction of this type that starts the process whereby a

strong currency, with a sufficlently broad economic base,

tends to move beyond the national frontiers to become a key
currency to reserve currency at regional or international level.

The controversy on the subject of fixed or flexible
exchange rates led a growing of economists to affirm that
neither the national pole nor the universal pole of wonetary
organization provide the possibility of an optimum organization
of monetary relations. The fundamental idea 1is that from the
point of view of the economic optimum, monetary and national
frontiers de not necessarily coincide.

So, to speak of European National States, they can choose
between the will to satisfy some of their own political and
social objectives and the will to take advantage of the benefits
flowing from the continuity and expansion of economic trans-
actions across frontilers.

If the latter should predominate, and the economies in
question open up to each other beyond a certain level, then
the factors of production themselves {(capital, enterprises,...)
will develop a high degree of mobility, the difference between
the political and social objectives willfwane and adjustments
will tend to be made through moderate changes in the application
of economic policy instruments. At a certain stage, managing
the exchange rate becomes meaningless of undesirable. All the

characteristics of an "optimum currency area'" will then be present.




At ﬁ time noted for the econ%mic intervenvionisw of the
of the public authorities, such a development cannot occur
without deliberate harmonization of the policies of the States
concerned. It 18 sometimes added (Werner Report) that it is
essential to set up a decision-making center for certain fields.
However it wilill become clear that the scope and incidence of
such an approach could differ, depending on which of two patterns
i8 generally followed: the gradual narrowing of margins between
the currencies of the Member.States, or the creation of a common

currency which would exist side by side with national currencies.

A few more specific indications on the steps the European
countries might take along the path indicated above would now
seem appropriate.

IX1. Why a common European currency?

While the Treaty of Rome did not introduce the tendency
towards regional integration, it is important for having ﬁore
or less explicitly acknowledged that the Nation State is no
longer the optimal production area and the optimal trading area.
The Nation State has ceased to be t%ﬁ exclusive, and
in some countries and under certain conditions, even pre-
dominant ffamework of economic life, and the importznce of the
regional context has been confirmed. This has had a considerable
impact on material well-being and growth, which would be difficult
to call into question.

It would seem that these changes could have occurred without

more or "less parallel changes in the monetary field if the
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universal dollar standard had been established smwoothly. Just
as in the 19th century the Western world moved into a universal
monetary unlon based on the gold standard, Furope could, and

still can, move into a similar system hased on the dollar.

In thils connection, 1t should be emphasized that on the effective
basils provided by the dollar, European monetary relations
developed without any major disruptions (one revaluation of

the German mark) from 1958 to 1968, inside a "tunnell" of 1.507%.
Why then has a'tunnel" of 4.5%Z become untenable today?, and also

a Msnake" of 2.25%.

The immediate reply to this question is the growth of inflation-
ary pressures and thelr uneven development in the different
European countries. But this begs another question. What is
behind the disturbances which have made it impossible for the
European currencies to coexist inside the margins of Fluctua-

tion, even when expanded?

No-one has yet measured the share of responsibility that can

be attributed to strains born of divergences in European national
policies, and the role played directly or indirectly by the
impulses triggered by inflationary presste in:the United States.
This pressure is transmitted both by the "real" effects ofan
increase in American demaﬁ& and by the "monetary" effects stemming
from the operation of the internatioﬁal monetary system in force
until the beginning of 1973 (stable rates, intervention in dollars)
during a period of rapid and substantial increases in the deficit

of the United States.
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. Be thar-as it may, these pressures were too strong for

the fragile framework of progress towards European monetary

union, originally (Werner Report) concelved as a sort of
slightly amended version of the universal standard system
(the method of the Community "snake" in the dollar "tunnel"
to be implemented only by intervention in dollars).

In the great debate which had begun on the virtues of
this scheme, the "economists" readily predicted the eérly
end of the "snake" on the gréunds of exigting and foreseeable
deficlencies in the harmonizatilon of policles. They were
unawvare of a danger which the "monetarists™ also failed to
polint out: the pressures on the snake itself originating in
the instability of the dollar. The monetarists merely asserted
that monetary mechanisms would have the effect of mitigating,
or even eliminating the deficiences of harmonization. In
other words, they wanted to achieve economic integration by
bullding on monetary integration, which is. impossible.

The lessons drawn from the snake's various mishaps tend
to be exaggerated, to say the least. In short, it is asserted
that one should guard against embarking on new monetary adventures. .
This 1s taken to ﬁean that the isolated floating of the main
European currencies is inevitable at the present time and that
currencies which have left the "snakef should not be allowed
to return éo it, at least until policies have been sufficiently
harmonized. But there is some reluctancé to calculate the distance
to be travelled and anticipate the consequences ofthe .establish-

ment of a "mark area'" which the German authorities themselves

have constantly insisted that they did neot want.




Thié'tendency is dangevous iun more than one respéct fox
thé:Cnmmuuitf'a future. It cannot fail to have serious conse-
quences for "real integration" in Europe, and even 1f the danger
of protactionist outbidding is ignored, it will make it even
more difficult to combat the effects of the oll crisis.

In view of the considerable difficulties affecting sterling
and the lira, 1tis hard to imagine these currencies returning
to the snake in the forseeable future; however this prospect
does not look utoplan as faf as the French franc.is concerned.
With this in mind, it would be sensible to introduce immediately
some machinery based on the experience gained with the functions
of the snake, It might will be necessary to refrain from
proclaiming for all to hear the possible size of an "enlarged snake",
and, for some time to be satisfilied with moving towards the rein-
troduction of some sort of Community margins, but using Flexible
methoda. Such a structure would, by itself, justify a start in
pooling reserves, bhut its m;in purpose, at the present time,
would be to force a rapid solution to the gold problem and to
make it poséible to begin the process of creating a common
European currency - later referred to as the "Europa'" - to
replace the dollar in its functions as "key currency" within
Burope. 2

We must have no illusions on this subject. ‘The creation
of a "Euroﬁe" in anticipation of the recent period of amrked
instability of the dollar, and the transfer to a common European
currency of the functions reserved in practice for the US
currency (in particular intervention for the purpose of

managing the foreign exchange markets) might perhaps have

spared Europe some disruptions.
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However, tha preéenﬁ outlook is for the US économy to
ZStaBility, and wermusz nnt Lherefore expect that recourse to
thé "Europa" would, in the lumediate future, be in any way an
improvement on the technilcal efficlency of the dollar 4n its
functions as an international currency (intervention, settlements,
reserves),
Indeed the actual situation is not very much in favour
of a new process towards European monetary integration. Asg
a consequence of the energy'crisis, the weakness of sone European
currencies = and economies -~ has become more apparent, the
strength of the American economy has been better apprecilated,
and the dominant role of the dollar is again largely accepted.
This would mean that any ideas about regional monetary poles
become less attrative; din other words, that we are moving
awvay from monetary regionalism, and that the universal dollar-
based system could again - in a slightly modified form ~ rule
our internatlonal monetary relations, for some years at least,
Some form of regionalism could (continue to) develop inside
the universal dollar-system, on the basis of the German economy
and the German Mark on the one side,and the yen on the other sgide.
As far as Europe is concerned, the "snake-of-five-countriesg"

is already an embryo of the described mi%}ure,

But I would like to add one fundamental consideration. The arguments
mentioned above only take into account the economic and monetary

forces at play. But the European monetary integration has not

only been initiated and pushed on the basis of economic considerations.
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From the Qery beginning;'itrhas been an outstanding alm of Qur,jo
maneiary intégraticn to be a powerful argument on the road to
political dintegration. As is astated inm the Conclusions of

the Werner Report:

" Economic and monetary union means that the principal
decisions of economic policy will be taken at chmunity level

and therefore that the necessary powers will be transferred

from the national plane to the Community plane. These

transfers of responsibility and the creatlion of the corresponding
Community institutions represent a precess of fundamental political
cooperation. The economic and monetary union thus appears as

a leaven for the development of political union which in the

long run it will be unable to do without. "

III. How can a common European currxency be achieved?

European monetary union should be pursued by either by
coordinating exchange rate policies (the "snake" method or
creating a common currency.

For progress to be made in implementing the method of
coordinating exchange rate policies there will have to be
progress in coordinating economic policies. In the present
state of affairs, 1t is not possible for exchange rate policiles
to be fitted into a narrow band(the "snake"0 which is valid
for all cufrenciesa It i1s necessary to awalt more favourable
circumstances and in the meantime to have a "joint float” Comﬁunity
currencies. It is impossible to say at present just how long
it will be before such an operation could lead to exact fluctuation

margins being defined for all EEC currencies and then these

margins being narrowed hy stages.
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iLaﬁ,ué face the grim reality: 11
'i,ﬁevef, S1ﬁca ﬁany years, has there been in the European
'Ccmmunityrsubh a disarroy and such a discrepancy between
‘robot Governmentssay and what they do. They are powerless
'in,frontrcf evolution of the economic situation. They are no
more able to use effectively the instruments of monetary cooperation.

They are most of the time out of step in their economic policies

and when not it is much the consequence of haphazardly taken.

decisions that the result of their common political will.

In the field of international monetary éolicy there are few

who gtilll belleve Curope 1s endowed with the power to influence
the American attitude regarding the international monetary reform
and the evolution of thedlr balance of payments; Espically now,
that the time seems to have arrived at which the US will give
handling Europe with " Bégning neglect"

The stages approach should be adopted and applied to
bringing & common currency into operation.  Three main stages
might be proposed:

I. A brief preliminary stage, primarily to launch the common
currency;

II. An intermedlate stage during which use of the common currency
would be developed so that it could eventmally replace the dollar
ag an Intervention currency, which implies that if would be
circulating widely in the marker; dits position in relation to
the national currencies would then be siﬁilar to that of the
dollar and the Euro-dollar today; to be more precise, during
this stage, theright to modify exchange relationshilp between

the common currency and the national currencies would still

exist; this stage would be of indefinite duration, and likely u:belgpg;
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III,,'in the final stage exchauge rate relatlonship between   12 ';i'j”
the common European currancy'and tha national cnrtencias would

be finally fixed and the fluctuation margins would hévefdiséppea:ed,x'j7l

(the narrowing of margins having been completed); the economic
andmonetary consequences of this state of affairs would bé'almast
idéntical to those corresponding to the disappearance of national 
currencies and their replacement by the common European currency
ﬁhich had become the sole one.

I would like to mention dn this context that I have
always*considéred that in any case, whatever method of monetary
iﬁtegration is followed, the co-existencerof national currehcies
and a European cu*reﬁcy during a long number of years seems
unavoldable. A national currency has very deep roots in the
"economic psychology"” of people, as is shown by the long
period during which Frenchmen went on counting in "old Francs".

To replace our different national currencies by a European common,
currency would be much more diffiﬁult than the decimalization

of sterling!! So during at leat several years, or even a decade, it
will be necessary to allow the continued existence of the nationél,
currencies, in-a declining role... while the European currency

would be gradually more and more used , starting with dintra-

european and internation payments.

The first manifestation of this will ‘must be action to
give this currency its own identy. This will not only mean
giving it a name~the best one found so far is "Europa'" -~ but

above all endowing it with characteristics enabling it effectively

to fulfill the funcitons of a currency (unitof account, medium of
exchange and store of value). The "Founding Father" of the Europa

being here, I loose it gladly to him to comment further on it.
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The ingtitutional basis for the creation of the Europa has
ﬁlraady been described in the report by the Commission of the Eu-
ropean Communities presented to the Council on 30 June 1973, on which
tﬁe latter has not yet taken a decision. In this report, the Commission
'prqpoaed that the European Monetary Cooperation Fund, established in
1972 (to fulfill a very modest role which became further reduced as
an idncreasing naumber of Euerean currencies were floated indepen-
denﬁly), should be transformed into a kind o f European Bank respon-
sible for the issue of Eufopean Monetary Units of Account" (EMUA)
with which the central bank of member states of the Community would
be credited against the gold reserves (and assets linked to gold)
and dollars pooled, with the title thereto being transferred to the

Fund.

In pregenting its report, the Commission drew attention to one of
the problems whose solution was a precondition for the implementation
of the project. This is the definition of the unit of account, or more
exactly, as stated abové, of the link to be established betweén the new
currency and the national currencies. Since 1t was prﬁposed to issue ‘the
EMUA or Europas against pooled reserves and that these Europas Shouid
become the means of settlement between central banks for clearing the
balances resulting from their market traﬁ;actions, it was important
to determine an equivalence ratio beetween the pooled reserves and the
Europas and a conversion rate between the national currencies and the
Europas.

At the same time, it would be possible for European countries

to mobilize their gold by pooling it. Only on this condition will Eu-

rope's creditor countries - and especially the Arab countries -~ be
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likel&’térinvgst their surplus funds in Europa- denominated issues
floated by the Eurépean Fund itself or by the private sector.

ts stated above, the question is not merely one of finding an
equivalence ratio with a view to i1ssuing Europas against European
reserves and Arab ilnvestments ; an exchange rate relationship between
the Europa and the national currencles of European countries and non-
member countriles (abOVErall the dollar) must also be established, to
make 1t possible to convert from one to the other before a sufficlently
broad and diversified market has developed to allow the Europa to find
its own exchange rate.

This relationaship canncot be established by determining a fixed
price for the Europa in terms of gold, to which the national Currenc;eé
would then be linked. Such a solution is desirable néither from the
technical point of view (at what level should the gold price be fixed
and for how long ?) nor from the economic point of view (the "commo-
dity" currency system of which basing the Zuropa on gold would be a
variant, belongs to an earlier stage in human evolution) nor, lastly,
from the political point of view (an international consensus én the
matter must be found and a number of countries or groups of countrieg“_
are opposed)., The most attractive solution, in the present circﬁms~
tances, 18 to define the Europa in terms of what is soﬁetimes called

o
a "basket'" or representative collection of European currencies. Accor-
ding to this method, all the European currencles would be grouped to-
gether in proportions yet to be defined; the resulting unit would
constitute a Europa. |

The objective to be attained with a view to progressing frou the

initial to the intermadiate stage in the Europa's existence will be

to bring this currency to play a part in monetary relations between




‘Cnmmunity cOuntrieé - and possib1y1%e£weeﬁ the latter and othér coun;:ft
ﬁriés ~raﬁalegous to that played by the dollar particularly where the
latter currency's official function 1s concerned (intervention on
exchange markets and reserve role) and that of the Eurodollax in'ch37 

private sector. The strunture coatemplated would be as follows :

= The Européan Fund would be responsible for mometary policy
in relation to the Europa and management of its exchange rate against
the dollar; |

- The central banks of member states would retain full authority
over the monetary policy applicable to their own currencies and would
be responsible for managing the exchange rates of their currenciles
against the Europa (and no longer gainst the dollar); until the end
of this intermediate phase, the national monetary authorities woula
remain entirely free to determine the exchange rates of their currehciéé,
against the Europa, whether they decide ~ at least initially -~ in
" favour of a floating exchange rate, of whether, at a later.stage,
they confine the fluntuations of thelr currencies’ exchange rates
within a limited band (the "snake") intended to be narrowed progressi-
vely as economlc and monetary union proéeeds.

Not only should the public authorities be encouraged to use thé
Europa as an instrument od account, but it must establish itself as
a unit in terms of which negotiable assefs are denominated on the market

The authorities could have recourse to the following measures :

- the 1ssue of bonds denominated in.Europas; by the Community's

public institutions (ECSC, European Investment Bank);

In assessing the costs of an operation of this kind, 1t should

not be forgottan that the development of a European '"supranational"

currency would enable European countries to lessen their dependance
]
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on the dollar as the US currency would progressively be displaced by che.er;

Europa . Furthermore, one cannot exclude that the dollar could again
be subject to upveals in the future, as a result of the development
of inflationary pressures in the United States., In the meaﬁtime the
Europaan countries have developed a monetary sytem of their own based
on Europas, they could avoid some of the "imported" disturbances
they have experienced during recent years. We should not underestimate
the difficulties of this enéerprise, which in the same time point
to weaknesses of the "snake'" approach. Governments and central banks
of some meber states are against any significant
of reserves, if only because they keep a sizeable amount of their
reserves Iin the form of gold. Also because thgy do not want some
other countries to run permanent deficits with the European Monetary
Fund, 1n the present political-economical framework of the Community.
Finally, I would again underline the political significance of
monetary integration. In saying this, I do not so much take into
gonsideration that fact that it is difficult for the European countries
to develop economic and social policies of their own as long as their
monetary relatlons are entirely based on the dollar. I am simply‘thiﬁkin
of the fact that, whereas a monetary union can exist between countries
keeping a large measure of political indipendanca (cf. Ireiand and the
United Kingdom) a political union cannot be conceived without a mone-
tary union. If we want to develop a European identity, and a true
~partner for Atlantic cooperation, we will need a monetary union.
The making of Europe 1s an endeavour fraught with uncertainity.
European were less fortunate than Americans who succeeded in building

their unity merely after one civil war. It tookthe Europeans many of

them to realize that by continuing to wagewar they were bringing Euro-
o
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pean civilization to the verge of total destruction. Half a century

elapsed since Paul Valery issuedhis famous varning to his fellow

Europeans : " ye, civilizations, we know that we are mortal", Sometimes,
it looks as 1f the warning has only been taken to heart for short
periods of time. The Europeans should, I guess, ask to themselves

the question whether Europe 13 not again proceeding through a dark

period of scapticism, sef negation and despondacy.,

o






