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The Case for More Intra-European Monetary Cooperation

Suvnmary of Comments Made in Copenhagen on April 7, 1273

l. I am not satisfied with the rates of growth we are

likely to realise in Germany and in the Community in
1978. But 1 simply cannot see how we can achicve a
higher rate in Germany withouit a higher rate in the
Commﬁnity. Last year, at the London Summit, I prowised
X would tak= further action if we failed to meet our
growth projections. In thz event, such action was taken
rather répidly by act of parvliament effective before
‘the end of calendar 1977 and it has begun to show its
f£fects. German GNP increased at an annual rate of
$ per cent in the last quarter of 1977. But because
of the currercy turbulences, below-average temparatures

~ ; and industrial strife in some sectors the results for

!

the first quarter of 1978 will be much less fawvourable.

This cannot be cured by taking a few quick "growt

¥

sl . ' decisions™ which I would be delighted to take if only
somebody could tell me how to reach 4 or S per cent

of growth. ' i A
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The lesson we have all learnt in the past few vears

L

is that growth cannot be ensured by taking some

-Government decisions.Particularly in an open economy,
- strongly dependent on world market conditions, growth

~ is the Outcome of a very complicated process to which

Government decisions can contribute but which they

cannot control. It is for this reason that I am very

reluctant tc agree to a quantitative growth target
for the Community as a whole; it may very well be that

we are already proven wrong a month from now.

* 1 am fully aware that in 1977 intra-Community trade

has increased less than world trade. This is a great

challenge to ail cf us but 1 wonder how close the

'relationship between intra-EC trade and GNP growth

really is. The structural crisis which we are going

thirough probably reached its lowest point sometime in

the second quarter of 1975. If I take the ten-guarter
period from 1975 II to 1977 IV, real GNP in Germany
has fisen'slightly ih excess of 10 per cent but the
volume of our imports from EC countries has increased
by almost 30 per cent. Would our imports have been
significantly higher if GNP had increased by 12 rather
than 10 pér cent ? I doubt it and I am sure you will

agree with me.

i



I would like to add that we should not accept our

trade deficit vis-d-vis the OPEC countries as an act

- 'of God. Gefmany has wiped out its bilateral deficit
with OPEC, which had tripled between 1973 and 1974.
We hope that other member countries will soon be akle

to do the same.

2. How did we get into this mess ? The first thing tha<

comes to my mind is US inflation. During the Vietnam-
years too many greenbacks were spread around the world.

The Euro-Dollar market was created. We were worvried
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TRt vvabout it at that time, small as it.was by today's

standards. But today the Euro-Dollar market has been

:-éxtended.from Londcn via Luxembourg to the Carribean
and Hongkong. It ay reach 600 billion dollars this

year, and I would not be surprised if it were to reach

. '/

a‘triliion dollars in the early eighties' Since 1971
(abaﬁdonment of gold convertibility) and even more

- ‘ solsince 1973 (abandonment of par values of the dollar)
fhere are no longer brakes and liﬁitations or even

ccunterva iling powers.



It was this increase in ‘international liquidity which

made the enomgous ; increase in cil prices possible,

and I am afraid that we will experience more of the

same. Last year international monetary reserves
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increased by about 55 billion dollars, the highest

Increase in a single year ever recorded. To a great

extent, this is a reflection of the US balance-of-

paynents situatioﬁ. In 1977 the US trade deficit was

some 30 billion dollars and the current azcount deficit
amounted to 20 billion dollars. But the US also had
a 15 billion dollar deficit on its capital account. .

Thus the overall deficit was 35 billion dollars. And

P e -

‘whe Financed this enormous deficit? Essentially the-

centcral banks of Japan, Switzerland, the Netherlands,

- Jow
“the United Kingdom and Germany and %yglhcr G 10-countries

| which ‘bought a total of almost 36 billion dollars

B
(net) last year and reinvested Q large portion of

*3t:: in Treasury Bills so that the US and the

American administration did not have to worry

too much about the US balance-of-payments deficit.




‘.The Bank of England alone bdught 15 billion dollars.
Can it do the same in 1978 ? Of course it cannot.
-.Just as the Buﬁdesbank cannot continue to buy dollars
on the same scale as ' . in the last six months.
And without a.dramatic turnaround in US policies
regarding energy and inflation the likely result will
be a further deciine in the exchange rate of the
dollar and a furtﬁe: erosion of confidence in what
used to be the store of value for people all over the
world. And.countries whbse currencies will follcw

the dollar will expericnce a . higher rate of inflacion

"'thah éhbée whose currencies appreciate agéiﬁst the
dollaf. If Germany can keep its rate of inflaticn teo
'ébout 3 per cent in 1978 and if the Swiss rate is even
}ower, this is largely the result of the upward float
of our currencies which has lowered import prices.

To a certain extent, Denmark, Norway and the Benalux
countries have followed the same policy - with similar

Yeriaficial effeuts.



- 3.But the currency situation is not the sole cause

.of the structural crisis we are facing. We all

experience certain difficulties in industries like
steel, textile, shipbuilding and footwear. All these

industries face severe competition from develcping

-. coﬁntries or, more generally, from lower ccst/lower
‘price countries. In a way this competition is of ocur
own laking. We made the capital and the technolcgy
available to many of these countries and they combined
it with cheap labour. It ic cobvious that one day the
x~¢:if%:ai i _[de#eioping countries will be more'competikive'than we
in additional fields as well. The answer to this protlem
-1s not protectionism, trade war, etc. The answer is

- adaptation of our industries and concentration on those

sectors where we can hope to remain supericr and
competitive for some time. In this process we rust
fully take into account the interdependence amcng the

o .Niné, and before long the Twelve.

4. The question is what we can do %o turn the tide.

. Lloser monetary cooperation would seem to be an cbvious

candidate but we will probably have to movelbeyond
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,moneta;y matters proper. We may also have to move
beyond the snake (which by the way is an obsolete
word since there is no longer a tunnel) and think
of.a new animal altogether. We have most cof the

.instruments already at hand.

I am referrlng for example to the Ehlopcau Investment

‘EEEE (EIB) . Tomorrow we are goihg to approve a doubling
of the capital of the EIB. The question is whether
the EIBIshould continue to borrow dollars and poundé
aqd'marks or whethér it should issue bonds and make
1oans denomlnated in European Units of Acccunu {EUA)
to finance additional investment, and thus create
- additional employment, in certain regions and certain
'éectors of £he Community. In this connection we may
also wish to reconsider the question whether interest

‘payments'on EIB loans should be subsidised out of the

Cbmmunity budget.

- " : :
b We already have, on paper at least, a European
SR s Monetary Cooperation Fund and we could transform

this Fund into a European Monetarv Fundé based

on the European Unit of Account (EUA).



Tﬁere are many things one can do in this field with
the éxisting instruments. One need not do away with
ali our national central bahks as Roy Jeﬁkins has
pfpposed. I would not go so far as that. But whatever
we do must be practical and credible and that means
we wil; probably hﬁve to think somewhatlbigger than
-wé have been accustomed to iﬁ this field. It isrnoé
.sufficient to draw up emergenc& plans for 1978,
Whatever plans Qe draw up must deal with our immediate
'%Tth;pb;éméfﬁut:they must also go Beyond 1978 and iry toc
tackle the problems of the eighties' as well.

There are plenty of ideas around. The central idea

is for the Community to pursue a joint exchange rate

policy via-a-vis third countries. This is not a new

idea but the division of our countries into snzke
countries and those outside the snake has made such
a poiicy virtually iﬁpossible. There is the-idea that
.we 1n'Eur0pe should reconstruct the Bretion Woods
:system amongst ourselves, i.e. establish parities

for our currencies and very narrow margins arcund

them. I am not sure whether all of us could actually
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- live with very narrow margins; na;rcwer.than hitherto

in the_sﬁake,.but the alternative of establishing
only a.very loose relationship betwezn the member
countries inside the snake and those outside the
snake does not strike me as being terribly meaningful.

Thus we may have to strike a balance csomewhere.

If we want to maintain greater exchange rate

stability between our currencies we will have to

. - &

Zioti. -t %ot intervene in the exchange markets and we will necd
the means to do sc. Fortunately we already have a
number of support mechanisms in the Community which
we can draw upon:

NG

tﬁé very ‘short-term (autcmatic within the snake)

monetary support (30 days),

5 e ' the short-térm monetary support (3 mcnths

with the possibility of a renewal),

the medium-term financial assistance

(2 - 5 years).
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Some of these mechanhisms have recently been increazed.
Whether they would be sufficient to support a closer
system of monetary cooperation will have to be

examined.

In addition we have the Community loan facility whiecn

was 6riginally concéived as a European oil facility
and vhich could be expanded. We might also wish to
stud& whether we also need a long-term (5 - 10 &eaxs}
support mechanism; I would assume that the EIB can

take care of most such requirements.

- P = ks, ot il - .. et : o e -t e

——— et oa

All of this could go along with a larger role foir the

.EUA which might well become a monetary instiument

peculiar to the Cbmmuﬁity. The instrument wculd bhe

dssued by the European Monetary Fund in exchange for

national currencies aﬁd it would be used for trans-
actions between the central banks of the Community.

It would replace the dollar as a means of settlement.

" We could also entrust to the European Monetary Fund

the task of managing the value of our currencies in

- relation to the dollar, yen, etc. If we were to do
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s0 we would have to pool a certain fraction of our

reserves. And add some of our own currencies. Germany

would be willing to do so.

Evéntually the EUA might become a reserve currencv;

OPEC countries might be interested to invest a part
of their surplus in EUA. And anyway some time in the
future the Fund might issue EUA-denominated special

drawing rights to its members.

:While full membership would be confined tc Community

countries, other countries might become affiliated.

Certainly Norway by virtue of its membership in the

- snake; others like Austria or Switzerland micht seek

- such a relationship at a later stage or might csoperace

7.

de facto.

The scheme would not make the International Monetarwy

Fund obsolete. The IMF would_have to monitor and
coordinate the exchange rate policies of Japan, the

'US and Europe. For many countries it would continus

to be the lender of last reéort, namely for those who

have no one else to turn to.
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It would have to continue. to act Aas the clearing

house between the yen area, the dollar area and

the EUA area. The latter might well go far beyond

the Comnunity and include for instance many of
the ACP countries related to Sterling or the French

France, *

I personally believe all: this would strengthen the

~dollar. To the extent that the EUA became an alter-

native reserve instrument it would take pressure off

- the dollar. And the larger the number of countries

"~ participating in the scheme, the less volatile would

US/European exchange rate movements be. In any case,;

- there is absolutely nothing anti-American in the

-'scheme although it might lead to the EC pbecoming a

~little bit more inward-looking than in the past.

"During the start-up period the scheme would have te

be very flexible. Intra-Community exchange rates
would have to retain a fair amount of flexibility.
I would like to remind you of the fact that over
time'there_have been quite a few revaluations and

devaluations within the snake but it all happened
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in an.orderly manner and without great fuss. Overall

‘the scheme would lead to much greater stability. It

would reduce the role of the DM as a future reserve

currency and possible establish the EUA as an alter-

"native reserve instrument.

These then are some of the ideas which I wanted to

‘share with you. They are very private ideas. They

are not a German proposal. They do not even rerresent

-a proposal, formal cr informal. They are intanded to

go beyond 1978. They can be enlarged upon. They can

be reduced. The details need very thorough examination

indeed.It will take at least a month or two of stuody

before you can make up your mind on whether it is

worthwhile to pursue these id=as further.



