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INTERVIEW 

Stabilisation of the Monetary System 
Interview* with Dr E. van Lennep, Chairman of the EEC Monetary Committee 

The devaluation of the British Pound and the most speculation in gold and the dollar 
have lead to a hectic activity on the part of the monetary authorities in the industrial 
countries of the West. It is unlikely that anybody should have regarded the splitting 
up of the gold market--necessary though it was as a counter-measure--as a panacea 
which would prove efficacious in the long run. At the meeting in Stockholm of the Club 
of Ten the attempt was therefore made to parry the diminishing importance of gold 
within the monetary system by a speedier activation of the Special Drawing Rights 1---"the 
paper gold". This constituted without doubt a decisive step towards rationalising and 
stabilising the international monetary system. 

QUESTION: Mr van  Lennep, the  
expe r i ences  of the  mos t  r ecen t  
pas t  h a v e  s h o w n  tha t  dange rous  
specu la t ion  aga ins t  pound,  dol lar  
and  gold could be  s topped ne i t he r  
by  combined  efforts  on the  pa r t  
of cen t ra l  banks  nor  by  coopera-  

t ion wi th in  the  In t e rna t iona l  Mon-  

e t a r y  Fund. Should one the re fore  

�9 The Interview was arranged in the 
Hague by Dietrich Kebschull and Wolfgang 
Reisener. 

1 For Special Drawing Rights see also 
Otmar Emminger, SDRs - -  The Result of 
Rio, in INTER]ECONOMICS No. 11, 1967, 
page 266. 

no t  c rea te  en t i re ly  fresh possibi l-  
i t ies of coopera t ion  in the  field of 
m o n e t a r y  pol icy? 

ANSWER: I am not  of tha t  
opinion.  W e  h a v e  ex t ens ive ly  dis- 

cussed this  ques t ion  in r ecen t  
years  and  h a v e  come to the  con- 
c lus ion t ha t  two k inds  of coopera-  
t ion are  neces sa ry  for the  inter-  
na t iona l  m o n e t a r y  system. There  
mus t  be  coopera t ion  f irs t ly to deal  
wi th  shor t - t e rm f inanc ing  of bal-  
ance-of -payments  deficits and the  
equa l i sa t ion  of the  m o v e m e n t  of 

E M I L E  V A N  L E N N E P  

was b o r n  at  A m s t e r d a m  in 1915. He  r ead  law at  A m s t e r d a m  
Munic ipa l  Univers i ty ,  w h e r e  he  was  a w a r d e d  his  doctora te .  In 
1940, h e  j o i n e d  t h e  Fore ign  Cur r ency  Inst i tute ,  and  from 1945 h e  
h e l p e d  in the  p r epa ra t i on  of the  cu r r ency  laws a t  the  Cur r ency  
Licences  Office of t he  N e t h e r l a n d s  Bank. Dr v a n  Lennep was  
appo in t ed  f inanc ia l  adv i se r  in Indones i a  in  1948, and  af ter  Indo- 
nes ia  ga ined  its i n d e p e n d e n c e  h e  b e c a m e  Head  of .the F inanc ia l  
D e p a r t m e n t  of the  Office of the  High  Commiss ioner  in  Djakar ta .  
In 1951 h e  was  a p p o i n t e d  T rea su re r  Gene ra l  a t  the  Min i s t ry  of 
Finance.  Dr v a n  Lennep  has  b e e n  C h a i r m a n  of the  M o n e t a r y  Com- 
mi t t ee  of t he  EEC s ince  1958 and  C h a i r m a n  of the  W o r k i n g  
Pa r ty  III of the  Economic  Pol icy Commi t t ee  of the  OECD since 
1982. In 1964 be  was  Vice  C h a i r m a n  of the  deput ies  of the  "Group 
of T e n ' .  

money.  Secondly,  and  s imul tane-  
ously, a pol icy  mus t  be  pursued  
which aims at a long- te rm equi l ib-  
r ium b e t w e e n  states.  The las t  
months  h a v e  s h o w n  tha t  in  bo th  
spheres  coopera t ion  h a d  b e e n  v e r y  
good. 

In W o r k i n g  Pa r ty  III of the  
OECD we h a v e  also e n d e a v o u r e d  
to find means  of improv ing  the  
processes  of ad jus tment ,  the  need  
for which ar ises  aga in  and  again.  
As you  know, we of this  pa r ty  
h a v e  worked  out  a repor t  s which 
sets  out  all the  p rob lems  invo lved  
in this  type  of in t e rna t iona l  ad-  
jus tment .  W h a t  ma t t e r s  essent ia l -  
ly  is to def ine more  p rec i se ly  t h e  
responsibi l i t ies ,  a ims and  tech- 
n iques  at  i n t e rna t iona l  d i scuss ions  
and t h e r e b y  to a r r ive  at  a con- 
cer ted  pol icy  of ach iev ing  a more  
s tab le  in t e rna t iona l  equi l ibr ium.  

Moreover ,  I should  l ike to em- 
phas i se  in pa r t i cu la r  t ha t  each one  
of the  var ious  au thor i t i es  respon-  
sible for c o o p e r a t i o n - - t h e  cen t ra l  
b a n k s  wi th in  the  f rame-work  of 
BIZ at  Basle, the  OECD, the  Mon-  
e t a ry  Commit tee  of the  EEC, t h e  

"The Balance of Payments Adjustment  
Process" ~ a Report o1 Working Party III 
of the ]Economic Policy Committee of the 
OECD. 
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IMF, e tc . , - -have  made great  
strides in recent  years  in their  re- 
spect ive  fields. 

QUESTION: In spite of all this 
cooperat ion it has not been  pos- 
sible to aver t  a menace  to the in- 
ternat ional  monetary  system. It all 
started with the devaluat ion of the 
pound- - the  forward defence line 
of the dollar--and that at a mo- 

ment when the position of the dol- 

lar was .also weakening visibly. 

Would it not have been more 

sensible from a tactical point of 

view to postpone the devaluation 

of the pound until the dollar had 

regained a reasonably  strong po- 
sition? 

ANSWER: I don't  be l ieve  there 
would have  been any point in 
wait ing any longer. Nor am I of 
the opinion that  the pound should 
be regarded as "the forward de- 
fence line of the dollar".  A stable 
and strong pound is necessary  in 
the present  monetary  situation. 
Such a pound would in the long 
run be the best par tner  for the dol- 
lar. The British Government  has 
ac ted  correct ly  in devaluing the 
pound; it was right to take the 
internal  measures  it has subsequent  
to devaluation,  for these are  mea- 
sures to restore the  equil ibr ium 
of the British balance of payments  
and as such can only benefi t  the  
stabili ty of the internat ional  mone-  
tary  system. 

QUESTION: Cooperat ion in the 
field of monetary  pol icy is es- 
sent ia l ly  confined to recommenda-  
tions to individual  countries. 
Given the present  situation, would 
it not make  more sense instead of 
these recommendations to take 
concerted action with a v i ew to 
el iminating the deficits in the Brit- 
ish and Amer ican  balances of pay-  
ments, for these balances of pay-  
ments are  after all a constant fac- 
tor in any future monetary  stabili- 
ty? 

ANSWER: To el iminate balance- 
of-payments disequilibria is a mat- 
ter  of internat ional  coordination, 
of applying the right pol icy of ad- 
justment.  In the present  economic 
situation the responsibi l i ty  for this 
lies, not  only  with the countries 
that are in deficit, but  a l so - -and  

this must here  be clear ly  s t a t ed - -  
with the countries that have  sur- 
pluses. Concerted action, as you 
call it, can play a big part in this 
respect.  W e  of the Work ing  Party 
III have  a l ready fully discussed 
the possibilit ies of el iminating the 
British and Amer ican  balance-of- 
payments  deficits, and further con- 
ferences on this problem are short- 
ly to be held on a wider  scale 
within OECD, when eve ry  pos- 
sibil i ty of concerted action will  be 
examined.  

QUESTION: What  form can such 
concerted actions take? 

ANSWER: I be l ieve  that the first 
step towards concerted action is a 
clear definition of aims and re- 
sponsibilities. Only  when the 
norms have  been c lear ly  s~ated is 
it possible to decide what  specific 
measures  must be  taken by indivi-  
dual countries. 

There is no common prescript ion 
applicable to all deficit or  surplus 
countries, respect ively.  Each situa- 
t ion always produces new prob- 
lems. Elimin,ating balance-of-pay- 
ments deficits means in eve ry  
case, not only that countries in 
deficit  take e v e r y  reasonable  re- 
medial  act ion for their  part, but 
also that the other  countries sup- 
port these efforts by  adjust ing 
their  balance-of-payments  and eco- 
nomic policies correspondingly.  

QUESTION: How, in your  opin- 
ion, should the balance-of-pay- 
ments policies of the surplus coun- 
tries took to help deficit  countries 
like the USA? 

ANSWER: These countries 
should, first of all, aim at reduc- 
ing their  surpluses inasfar as they  
have  been caused by  a l, agging be- 
hind of total  demand at  home. 
Furthermore,  all surplus countries 
must accept  that  they  must reduce  
their  balance-of-payments  sur- 
pluses so that  the deficits of other  
countries may  be reduced. In pres- 
ent  circumstances therefore,  their  
economic pol icy should be, not  to 
jeopardise  by c l eve r ly  contr ived 
export  schemes the success of the 
British and Amer ican  programmes 
for restr ict ing demand, but to take, 
if need be, internal  measures  to 

st imulate home demand to com- 
pensate  for lower  exports. This, 
too, requires poli t ical  measures  of 
a mone12ary kind. 

QUESTION: Does this not  mean 
in pract ice harmonising the cycli- 
cal policies of all countries,  which 
goes far beyond a mere  coordina- 
tion of mone ta ry  policies? 

ANSWER: I for one would  not 
make  such a sharp distinction. 
Bringing the var ious cycl ical  pol- 
icies into l ine is cer ta inly  one fac- 
tor that  plays a big part in elimi- 
nat ing the exist ing balance-of-pay- 
ments deficits. The measures  to be 
taken in the field of monetary  
pol icy cannot be left to the ex- 
clusive discretion of individual  
countries. They must be more ex- 
tensive.  This is why  these ques- 
tions will  he thoroughly discussed 
at the next  EEC meet ing concerned 
with economic trends. 

QUESTION: From this it would 
seem to fol low that even  now the 
economic policies as wel l  as the 
economies of the USA and Great  
Britain are a l ready v e r y  closely 
interlocked with the EEC, The 
danger  therefore  exists that the 
present  policies of the USA and 
Great  Britain may  exercise  in- 
creasing pressure on the EEC to 
devalue.  Do you think that  the 
economic potential  of the EEC has 
by now sufficiently grown in size 
ef fec t ive ly  to withstand such pres- 
sure? 

ANSWER: This "danger",  as you 
call it, would seem to me too the- 
oretical  to be real. Thanks to their  
intensified cooperat ion and their  
progress ive  integrat ion the EEC 
countries are economical ly  in a 
strong position. From the point  
of v i ew of monetary  pohcy,  too, 
in my opinion their  posit ion seems 
to be  strong in general.  

QUESTION: You don ' t  think 
therefore  that the EEC countries, 
faced with future devaluations,  are 
l ikely  to deva lue  in their turn as 
did some countries with apparent-  
ly  stable currencies  in the wake  
of the devaluat ion of the pound? 

ANSWER: In my opinion no 
country should enter  the devalua-  
tion stakes. Devaluat ion must el- 
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ways  be  jus t i f ied  by  ,a coun t ry ' s  
p reca r ious  economic  state---a fun- 
damen ta l  imbalance .  This does  not  
app ly  to EEC countr ies .  

QUESTION: But the  poss ib i l i ty  
of ma in ta in ing  the  p re sen t  ra tes  of 
exchange  apart ,  do  you  see  in the  
long- te rm s tab i l i ty  of the  exchange  
ra tes  wi th in  the  EEC a cent ra l  pre-  
requis i te  for con t inued  in teg ra t ion  
inside the  Common Marke t?  

ANSWER: The EEC t r ea ty  does 
not  s t ipu la te  tha t  the re  mus t  be  a 
cu r r ency  un ion  wi th  ra tes  tha t  are  
f ixed once  and  for all. The  cur- 
renc ies  of the  EEC count r ies  are  
na t iona l  currencies .  And  it will  
and  should  in the  u l t imate  resor t  
be  poss ible  to a l t e r  e v e n  an  EEC 
currency ,  if th is  p roves  abso lu te ly  
necessary .  I should  l ike to remind  
you  tha t  bo th  the  Federa l  Republic  
of G e r m a n y  and  the  Ne the r l ands  
r eva lued  in 1961, t ha t  is a t  a t ime 
w h e n  the  Common M a r k e t  was  al- 
r eady  in exis tence.  This const i tu t -  
ed no c o n t r a v e n t i o n  of the  EEC 
t reaty .  It s tands  to reason,  how- 
ever ,  that ,  as i n t eg ra t i on  progres-  
ses, any  future  a l t e ra t ions  in  the  
ra tes  of exchange  m a y  become 
cons ide rab ly  more  difficult. 

QUESTION: .. .  without ,  how- 
ever ,  impeding  integrationT A n  in- 
d e p e n d e n t  c u r r e n c y  pol icy  remains  
the re fore  permiss ib le?  

ANSWER: W i t h i n  ce r ta in  l imits 
yes. A n  a l te ra t ion  in the  ra tes  of 
exchange  can  be  effected on ly  
af ter  the  requis i te  consu l ta t ions  
h a v e  t a k e n  p lace  wi th in  the  EEC 
and  the  IMF. I bel ieve ,  however ,  
t ha t  it should  be  po in ted  out  tha t  

an  a l t e ra t ion  in the  exchange  ra tes  
m a y  e v e n  work  in f avour  of inte-  
grat ion.  True, economic  inter lock- 
ing tends  to m a k e  a l t e ra t ion  in an  
ind iv idua l  exchange  ra te  less l ike- 
ly. Should, however ,  the  cu r r ency  
of one  or two countr ies  fall in to  
a s ta te  of fundamenta l  disequil ib-  
rium, whi le  the  o ther  cur renc ies  
r ema in  stable,  t he re  would  be  
no th ing  for it bu t  to a l te r  the  af- 
fected rates.  In t eg ra t ion  i tself  
would be  much imper i l led  if any  
cur renc ies  we re  a l lowed to re- 
main  in a s ta te  of d i sequi l ib r ium 
for any  leng th  of time. On the  
o ther  hand,  to e l imina te  the  im- 
ba l ance  could on ly  benef i t  inte-  

grat ion.  

QUESTION: Do you be l i eve  tha t  
it will  be  n e c e s s a r y  to a l te r  the  
exchange  ra tes  af ter  the  so-cal led 
Uadded-value tax u has  been  in- 
t roduced  in the  EEC countr ies?  

ANSWER: No. This ques t ion  has  
a l r eady  b e e n  broached on var ious  
occasions.  But, in fact, the  added-  
v a l u e  tax  p rov ides  the  poss ib i l i ty  
of genu ine ly  re l i ev ing  expor ts  
whi le  pu t t ing  a b u r d e n  on imports  
b y  t ax ing  them in the  same way  
as home-produced  goods. A n y  still  
ex is t ing  dis tor t ions  in in t e rna t iona l  
compet i t ion  will  thus  be  removed.  
To re - in t roduce  a f resh d is tor t ion  
by  w ay  of a l t e ra t ions  in the  ex- 
change ra tes  would be  wrong.  

QUESTION: In recen t  yea r s  
the re  has  b e e n  a s t eady  improve-  
men t  in the  pos i t ion  of the  Euro- 
pean  countr ies ,  no t  on ly  in mat-  
ters  of t rade,  bu t  also as far a s  

the i r  s ta tus  in the  wor ld  m o n e t a r y  

sys tem is concerned.  The count r ies  
of the  European  con t inen t  t a k e n  
toge the r  possess  m o n e t a r y  r e se rves  
and  a capac i ty  of expor t ing  capi-  
tal  which exceed  b y  now those  
even  of the  Amer icans .  Is i t  in  
these  c i rcumstances  rea l ly  still  
r ight  to d e m a n d - - a s  has  f r equen t ly  
been  d o n e - - t h a t  the  USA should  
h a v e  the  sole respons ib i l i ty  of 
c rea t ing  addi t iona l  m o n e t a r y  re- 
serves,  a free capi ta l  marke t  and  
also free conver t ib i l i ty  into gold? 

ANSWER: Such demands go too 
far. As far as the  expor t  of capi-  
tal  is Concerned, we in the  EEC 
are of the  op in ion  tha t  our  bal-  
ance-of -payments  pol icy  should  b e  
d i rec ted  towards  enab l ing  our  
s ta tes  to expor t  capi ta l  espec ia l ly  
to deve lop ing  countr ies .  W e  h a v e  
the  same respons ib i l i t ies  towards  
deve lop ing  count r ies  as o ther  in- 
dustr ia l  s ta tes  and  we  shal l  t ry  to 
l ive  up to them. 

As  for the  m o n e t a r y  reserves ,  it 
is now gene ra l ly  accepted  tha t  the  
respons ib i l i ty  for the  c rea t ion  of 
add i t iona l  r e se rves  should  no lon- 
ger  res t  p r imar i ly  wi th  the  USA 
but  should  be  the  common task  
of all the  count r ies  sha r ing  in the  
m o n e t a r y  system. This is w h y  we 
e n d e a v o u r  to find for all  m o n e t a r y  
p rob lems  solut ions  which a re  the  
resul t  of common decis ions .  

QUESTION: The  in t roduc t ion  of 
Special  Drawing  Rights  w i th in  the  
f r amework  of the  IMP was  a l r eady  
la rge ly  the  resu l t  of in i t i a t ives  
t aken  b y  the  EEC. Before Special  
Drawing  Rights  we re  in t roduced  
there  existed,  however ,  s eve ra l  

ERNST RUSS 
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Agencies & Insurance 
Established 1893 

Hamburg 36. Alsterarkaden 27 
Phone: 361271 Telex: 0214435 
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Sea and Baltic with own tramp-vessels 
Own liner services from Hamburg to 
Finland and West Norway and from 
Benelux-Ports to Sweden 
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Chartering 
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other suggestions for increasing 
international liquidity. If one bad 
raised the price of gold, as had 
been suggested many a time, would 
this not in fact have been the 
most effective means of eliminat- 
ing speculation and achieving an 
endurable increase in international 
liquidity? 

ANSWER: No, certainly not. The 
Special Drawing Rights constitute 
at least a better, more rational 
procedure than the rather arbi- 
trary increase in the price of gold 
to create international liquidity. 
There should hardly be any need 
for me to repeat the many argu- 
ments against a higher price of 
gold. 

QUESTION: Apart from strength- 
ening the position of gold--an aim 
which above all is uppermost in 
the minds of the French--there are 
other groups which see great ad- 
vantages in dispensing with gold 
altogether. The well-known Lon- 
don firm of bullion brokers, Mo- 
catta and Goldsmid, writing in 
their annual review of 1967, ad- 
vocates for instance a gradual 
abandonment of gold in the world 
monetary system as a means of 
avoiding further currency crises. 
Can you imagine a monetary sys- 
tem that could exist at all w~th- 
out an official gold quotation, in 
other words, do you believe that 
it is possible to demonetise gold 
completely? 

ANSWER: A system without any 
official gold price is to me unimag- 
inable. I believe that for practical 
purposes no extreme can offer an 
ideal solution. Instead one must 
look for the best possible compro- 
mise. This we should have found 
in the Special Drawing Rights. 
What one intends to achieve 
through these drawing rights is to 
create a system which, while grad- 
ually lessening the dependence on 
gold, nevertheless reserves for it 
a firm place. 

QUESTION: The speculation 
angle apart, what are the real 
reasons for wanting to push gold 
as a currency backing further and 
further into the bad, ground? 

ANSWER: The answer to the 
question is clearly given in the 

ottt:e 

ELBSCHLOSS 
always 

ELBSCHLOSS 
ELBSCHLOSS-BRAUEREI, HAMBURG 

reports published by the Group of 
Ten. The creation of international 
payment media has hitherto been 

based on either gold or reserve 

currencies. If one compares pres- 
ent and future gold production 
with the consumption of gold for 

industrial purposes, it becomes 
clear that what is left will in the 

long run not be sufficient for the 
purposes of ensuring international 
liquidity. The quantity that is an- 
nually available for the monetary 
system is clearly inadequate. Fur- 
thermore, the creation of addi- 
tional monetary reserves in the 

shape of dollars and pounds has 
evidently reached its natural lim- 

its. Other ways must therefore be 
found to increase international 
liquidity. I believe that the desire 
to ensure adequate liquidity play- 
ed a very important--if not the 
decisive--part  in the introduction 
of Special Drawing Rights. They 
constitute an important step to- 
wards the creation of a more ra- 
tional monetary system. At the 
moment we are still on the thresh- 
old of a development that will be- 
come increasingly important in the 
future. 

QUESTION: Increasingly impor- 
tant for a l l  countries? 

ANSWER: Yes, for all concerned. 

QUESTION: The complaint of 
the developing countries is that 
they derive relatively few advan- 
tages from this arrangement. 

ANSWER: This is true only in- 

sofar as the Special Drawing 

Rights are not specifically design- 

ed to aid developing countries. 
But these countries derive as 

many advantages from this new 
arrangement as others. They, too, 
are given drawing rights in ac- 

cordance with their quotas, which 
are certainly not lower relatively 
than the quotas of the industrial 
nations. No country has insisted 
on placing any other country--  

least of all the developing coun- 
t r i e s - a t  a disadvantage. For it is 
in the interests of all countries to 
prevent through a well functioning 
monetary system any restriction of 
international trade or of develop- 
ment aid in the future. 

QUESTION: Do the Special 
Drawing Rights constitute a dan- 
ger that money may be created 
out of nothing with a consequent 
general undermining of balance-of- 
payments discipline? 

ANSWER: I don't think so. The 
creation of drawing rights is pos- 
sible only in a climate of common 
responsibility. The rights and du- 
ties under the scheme, which have 
been worked out in outline at Rio 
de Janeiro, have introduced into it 
maximum safeguards, and these 
safeguards entitle one to the con- 
fident belief that the instrument 
created has not been created 
light-heartedly and that its ef- 
fects will in no way be inflation- 
ary. 
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