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‘THE INTERNATIONAL MONETARY SYSTEM : A COMMON MARKET POINT OF VIEW

Speach delivered by M. Raymond BARRE,
Vlce Pres*dent of the Commission of the European Communitiea
in New-York City, November 10, 1970

R It has been two years since I lnst had the pleasure of
“f5]v1siting here. Then, at the beginning of June 1968 the situation
:7fjof the international monetary aystem dominated our conversation.i7n“‘“' ‘

o The heavy rnn on gold in March of that year had been
o scarcely Blowed down by the creation of the tuo-tier gold price mar=
ks ket, when France s social upheavals in May challenged the solidity
of the franc. Slmultaneously, the parity of the German mark came into
: 'questlon and, by autumn, it had become a principal issue in the .
léyFederal Republic's election debate._'V‘vv' L

o One had to wait till nearly the end of 1969 for the modifi— .
’cation in the parlty of the French franc ‘and the German mark and for
‘the creatlon of the SDR system to bring about a certain atabilizationl

S in ;nternatlonal monetary relations. Yet fears have not dinappeared

'lbecause the system still faces fundamental problems.w

R : Today, I. would like to discusa with you a "Common Mnrket
n~'Point of View" of: the international monetary system. Hay I stress
:f 'that it is only one view of the situation. Diverse viewe on the
: ';subjnct ca‘ be‘found not only as between member countries .of. the
mun ' ‘uthonities withln,n‘ceuntry. In the
T his diversity, 'rwremarkable ‘that the Six have
v*“5]agreed to move",bward;a common "os on with regard to their inter-

’:3;*nationa1 monetary affai’
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I will try to give you a personal interpretation of the
51tuatlon for what it may be worth. Perhaps its only merit will be frankness
.for I believe that, in important matters, one must not say what one

 does not belleve nor disbelieve what one says.

- : Then, too, perhaps I should enter a diaclalmer or an ‘
1 apology, partlcularly befbre such a dlstinguished audience 3 . my analyais
- will. be 51mple. I am aware of the sophisticated Btudles the subject has
“rlnsplred. I am not prepared to compete with the authcrs of these, in co
"technical v1rtuos1ty, in fashionableness, or in imagination. Politics
- for th1s is what we are talking about - are, after all baeed upon a

”f“few clear concepts.

Here. then, are some of the aspecta of the present problems

in the 1nternational -onetary system, as observed from inside the
'Communlty, and later a few words about why we . believe that the Communi-
vibty s development into a commen economic and monetary union can contri-

bnte to a solutxon of these prablems.,'

It appears to us that the basic problem in the international
monetary system is the massive and chronic balance of payments deficit
of the United States. It undermxnes confidence in the dollar ; it can
threaten the entire network of 1nternat10nal -economic relations. This

is \hy, for many years, we have been asklng the United States for a

';fpollcy of reduclng thelr payments deflczt.,~

ie know it 1s not easy. 4e understand,that the deflcit is
~i‘11nked not only to econamic factors, but also to some aspects of the
"general policy of the Unlted States. We understand also that, because
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reasons, the United States cannot accept sharply increased unemploy~

ment,

- 8o far, so good. But we think also that, in the recent
“paat, the U. S. economy experienced overheating and that the monetary
o and fiscal policiea required to eliminate excessive inflationary
m'?oftendencies were too much delayed. Such Ppolicies woulé increase foreign
:7fconfidence in- the United Statea economic management. European countries
m'rfcannot afford themselves durable paymento deficits because - thoy |
: kacannot find unlimited finanoing. It is difficult for thom to aocept
'ltf![this apparent indifference toward the balance ‘of paymenta problem
. ’;they observe sometimes in the United Statee, whilst they are finan— ‘
ktfcing a large part’ of their deficit. For economic and psychological
‘ﬁQreasons, a long—range stabilization policy, conducted with tenacity,
‘:'lia etrongly needed in the United States.rl'fal~ ‘ o

ek Europeane look tor this kind ot policy because thoy do e
,‘jf;:not see. a devaluatlon of the dolla" as an efficient remedy to. the
. U.8. deficit. For ‘them, the dollar 13 ‘& strong. currency in a weak

thase. This weakness is provoked by domestic inflation and certain
’lrgexternal factors. If we compare the evolution of coata and prices
tffin the United Stated and in European economies. it does not appear

Wfthat the competitlve positlcn of tho United States is badly damnged H

i”llion purely commerclal grounds,vmany oountries in the world would not

'ffaccept a devaluation of the dollar. If it would be a devaluation,

f;they would follow it. Furthermore, a devaluation of the dollar would
. not ellmlnate some special factors which are responeible for the

;ipayments deflclt of the United States. But Europeans would not go

‘-; as far as to exclude definitely a change in the parity of the dollar.

"vAa Alfred de Musset said,,"il ne- faut jurer de rien" What 15 '
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economic activity and the state of their current balance of payments.
Look at the German experience. After a reevaluation of 9 % not only
they did not get the stability for which they‘afe struggling, but,
because of short-term capital movements, their reserves are now
feh1gher than in’ september 1969. If we. cannot exclude in qualified
'M'conditions the use of a moderate flexzbility of exchange rates, it

‘”}yfwould be nonetheless adventurous to think of greeter exchange rate

l f1ex1bi1ity as a panacea for the international adjustment proceaa.

Loyt At any- rate, a satisfactory solution could eventually k
‘"lg;be defined as a ”mix of ad*ustment and financing" The condition |
‘";would be that the adjustment process would be more than supe"ficial

tin the United States and that financing would be realized by normal

'! of ?conditional credits instead of: unlimited accumuletian N
ljfof dollar balances by foreign central banka.w L e

I thlnk this is a major pcint. It would be poesible to

~}accept a moderate increase in dollar balances as a contribution to

‘&“%\;the growth of 1nternationa1 11q41dities- But. I em not sure that, in.
‘ ,“clthe future, an increase in the dollar balances 50133 on at the present o
"?ffrate would ‘be tolerable. The' problem is’ to-day postponed because
_cffiFrance and Italy have ‘to replenish their reservea. ﬁr. P. P. Schveitzcre
lleewas right when he drew attention in Copenhagen to the necessity for
‘}}fthe United States to flnance their deficit by using their own reserves

1fand the resources they can obtain from the International Monetary

'airund.j,f”,s*

In next months and 1n v1ew of the second allocation of
4spec1a1 drawzng rights, we will have to face the important problem
Vaf how o,ensure a“optlmal relationship in 1nternational lzqnidity
_ f ] , ,fspe‘ialldrawlug rights. that is to. say
wfhow to 1mit the ehare an& the rate of increase of dollar balancea -

L;l in the 1nternet10na1 monetary system. [
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of gold, because gold is par excellence awprecautionary balance and
safeguards their autonomy. This does not mean that they did not

learn lessons from past experiencee They are not ready to repeat

‘the errors of the gold bloc countries in the thirties. Most countries
would be ready to hold ‘dollars ae working balancee, but, in: the line
of the Rio de Janeiro agreement, they would tend in the future to-
;eubstitute special drawing rights for dollars. In other worde, they

{ prefer international reserve instruments than a national currency L
fused as international reserve.iEven if we. succeed in the. Common  ;ff“}

"'gMarket to create a common currencj, I doubt whether we will allow :
_;it o become a- reeerve currency. This is true even if it becomes an';:e ‘J,T7Vf”

”f31mportant trading c"*rency”

R ’What we need ‘ow“in the,international monetary s/stem.’ ‘f‘*
°ffls a';orderly growth’of  he varioue reserve. instruments. Thie willoe {
imply SOme constraints'for fne Unlt d Statee, but thle would avoidfe“'
‘ the fisks of a breakdow” of the internatlonal monetary system by af77

"~1_'pr011feration of controls.,jﬂjf

To define the condltlonseo this orderly'”rowth and to

- 'meannge 1t C-eountries wouldf'lay a,maaor role:an common policy
”“,_*of harmonlzatlon of thelr reserves ould be a key condltion to a

e 1sat15factory worxing of the system.i’f

It 1s tlme now to glve you some indlcations on what we

‘jare trylng to do in the Community,‘
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After we achieved our customs union and establighed a
;_e common‘egricultural poliey, the Community's next and most ambitious
*9'target, selected at the Hague Summit Conference in December last year,
"f 1s ‘the step—by-step creation of an economic and monetary union. I can
““assure “you that we nelther ignore nor underestimate the difficultiea
ofﬁthe undertak1ng.» ’ - ' '

First of all, there are the techniﬂal difficulties. It ia

being at empted?atfa tlme when e;onomic, social and political
ry‘nncerteintles place an added atraxn upon governments and society.
”ej;Thesjyfactors hardly facllitate the acceptance of the dieciplinea

9requ1;ed for our undertak.na. ff,,e;# o

; AR rlnally, the economic and monetary union will not be )
ilyconstructed on vzrgin ground. It w111 be founded on the complex reality

| cf 51x natlons, each with their own roots and traditlons.

For allr‘hese reasons, ec ion will be effective only if it

4“7‘;15 ‘arrled out prudently and gradually.ﬁge,/“

Then, qulte naturally‘ her - re”iﬁtexﬁetienel'preﬁlems": a

"e_ are. llmited posslbilltiesﬁ
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separately to influence or modify the present system. It is not
surprising that the strengthening of the Community, especially in
this field, meets with apprehension znd even opposition. This factor
alone makes it indispensable that the building of the economic and
monetary union take place in a climate of mutual understanding and

' cooperation betveen the Community and the reet'of the world;

Yet the obstacles, as real and aa difficult ag they are,

" cannot cause doubt concernlng the necessity of the undertaking. Eco-

"Vnomic and monetary union. ‘is the next logical and essential stap in
the Community's development The European Community is not viable lithout

Vla more solid economic structure. The common market of. commoditiae and

7'serv1ces remains incomplete without ‘the’ underplnning of a common market
4 of cap1ta1 and of Community mechanisma for monetary cooperation. Witb
these it w111 be posslble to have a. Community which can enjoy growth

7fand stabllzty and avoid. economic and monetary shocke which could hrins
"eldovn the structuree 31ready built. In the foreeeeable future, a common

‘*currency could, 1ndeed crewn the achievement of economic and monetary

) unlon .

) Another factor whlch is both a spur and nettle is the nego-
tlatlons for enlargement They w1ll call for the creation of a-

-framework in ‘which the eccnomies and the currencies of ithe candidate
: countr:es - eepec:ally those of G‘eat Britain - ‘can be contained
aithout fragmentlng the unity of the Community.

Eventually, the Community'wlll, through its new undertaking,
prov;de more influence and direction to the internaticnal monetary
systec: which is currently in search of its balance. By the same token,
it a*ll graduzlly achieve a larger margin of action for its own

pollc1es.

B ~Eere, I oannot stress strongly enoughfthe piessura'of
public oplnlon in the pursult of monetery integration. Ita absence was
felt -in Europe, not only durlng the monetary crlsls of 1969, but

'f also- in relatlon with: the consequences of last year aevelopments in the a 5.

Eurodollar market After tneee events it appears thatfpublic\"




more conscious of the internal and international monetary aepectey'
of the Community's construction. At last, it seems that the voter

i ‘realizes the practical and political importance of que stione,which
5ih1therto have been left to the speclalists.

‘ Our economic and monetery union will not come inte existence
tovernight. We can safely expect many ups and downs in. this decade.
fHowewer, we should be accustomed to difficultiee and reversas after

yq‘reexperiencing them for 12 years in Community affairs. mhe important
‘mf»thing is that the goal =~ economic and monetary union - has been clearly

: defined. It has been defined by the heade of state and government
iffjthemselves. The remaining elements whlch we. in the Community s instltu-
' ons ‘must prov1de con51st malnly of patience and perseverence plus,

: gperhaps, some polltlcal 1ngenuity now and then.

As you know, a group of experts under the chairmanship of

‘aif}M. Pierre Werner, Pre81dent and Mlnlster of Finance of Luxenbourg, has

tpresented a report givxng the fundamental optlons and indicating the
‘gsteps that must be taken to achleve economic ‘and monetary unlon. On
“fthe basls of this very signlrlcantf’eport the Comn1581on of the

uropean. Community has made specific proposale to the Council of.

“'n{Minlsters. The Council will take its oeclslon before the ‘end of this

:l’year. Its act on will be of capital 1mportance for ‘the Commurity s

ﬁfuture.w:f"o*

: Durlng the first stage on: the road to econonic and monetary
‘ :union, wc‘expect to concentrate upon the convergence of the economic
}4polxcies of the member states - using as a framework the third program
7 for medium—term economlc pollcy applicable for the period from 1971
B to 19?5. We also expeot to. start the procesa of creatlng a European
‘icapltal market and a speciflc system‘of exchange w1t 'in the Community,
,’so as to reduce gradually marglns between rates of exchange among the
‘T;member countries.\lf we carr" out theue actions, it will open the way
for :ur her steps, maklng it poselole “to &chieve the: basic elements of

economlc and monetary union by5the 'd_o" 16 1570's. -
5 These developments‘do' ";5 ie ecade would bring real

’ advantages to outszde netlons.‘
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They would allow a better international coordination of
‘economic policies on which the growth and equilibrium of the interna-
tional economy depends in the long run. Obviously, such coordination
is easier and more ef‘icient~if carried out between several large
economic entities rather than a great nﬁﬁber of small economic units.

Next, the Community 5 own moves toward economic and monetary
unlon would facilitate the international adjuatment of balances of
payments. This can come about by induclng economies of scale in the

“, management of internatzonal 1iquidit1es, by putting Europe back into
LA ranking position as 1nternatxonal banker, and by permitting recourue
‘uieventually to a moderate flexibility of the exchange rates ‘between '

'wwell-organlzed monetary entities.

, ' Finally, Furope. with an economic and monetary union, will
"‘be in a positlon to assume a proportionate share of cartain internatio-
;nal burdens that - have welghed heavily upon the United States since

the 1950'8. ‘

’ Concluding, I would like to urge most strongly that you
in the United States do not misinterpret the intentions of the

Community or the spirit that inspires its actions.

: We are constructlng a united Europe for Europeans ; not
agalnst the Unlted States. We both know that the Unlted States hasyy
~‘interests which do. not alnays coincide with thkose of Europe. Thus, we
‘cannot assume that what is good: for the United Stgtes is 1nevitably ‘

'},jSOOd for Europe. The shaszve is also true.»!et we also know that

desplte certaln dlvergences of interests we share a common faith 1n

j-certzatry.n basic values of the 'estern c1v1112at10n that tle us together. :

These are what matte*.




S 3 convinced that the future of world peace and progress
= 'meaning the”abiiity to deal with shared problems throughout the
w rid L -74: dependa 1argel:i upon ciosa and succeasful cooperaticn between

he United States and a united’ Euroye. It will be all the more truit- ”

_1 when the ¢ooperation takes place between equal partnera.






