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ARTICLES 

Monetary Policy 

The Recent International Crisis 
by Professor W. M. Scammell, Vancouver 

S ince  the  efforts to save  s te r l ing  in N o v e m b e r  1967 
th rough  the  post  deva l ua t i on  suspense  to the  

specu la t ive  assaul t  on the  dol lar  which was f inal ly 
repulsed in March, the  fu ture  of i n t e rna t iona l  money  
has  been  in the  mel t ing  pot. During tha t  per iod  it 
would be  t rue  to say  tha t  the  in te rna t iona l  m o n e t a r y  
sys tem was n e v e r  unde r  control :  r a the r  tha t  those  
who should  h a v e  been  cont ro l l ing  it were  ne i the r  
regula t ing  its pace  or d i rec t ion  of deve l opm en t  bu t  
were  reduced  to the  e lementa l  pos i t ion  of p r e v e n t i n g  
its d i s in tegra t ion .  Cont ro l  has  now  b e e n  rega ined  but  
i t  is c lear ly  a condi t ional  cont ro l  in which the  recur-  
r ence  of crisis can  only  be  p r e v e n t e d  b y  swift  progress  
in so lv ing  the  basic  issues which remain  unsolved .  

The Creation of Two Gold Markets 

In the  b roades t  h is tor ica l  sense  the  crisis is of four 
yea r s '  s tanding.  It b e g a n  in 1964 w h e n  specula tors  
dec ided  tha t  s ter l ing at  $ 2.80 would not  s u r v i ve  unde r  
a Labour  G o v e r n m e n t  and  w h e n  cent ra l  bankers ,  and  
in pa r t i cu la r  the  Federa l  Rese rve  cent ra l  bankers ,  
dec ided  tha t  the  gold exchange  sys tem res t ing  on  
dua l  key  currencies ,  dol lar  and  pound,  would  not  
eas i ly  su rv ive  a deva lua t ion  of e i the r  currency.  The 
decis ion to defem:l s ter l ing t enac ious ly  was  one  which 
was  consc ious ly  t a k e n  not  on ly  by  the  Bri t ish govern-  
men t  and  the  Bank of England but  by  the  whole  
Basle group of cent ra l  bankers .  It is a r g u a b l e  tha t  the  
d is t inc t ive  British economic  p rob lem might  h a v e  been  
more  imag ina t ive ly  met  by  an  ear ly  and  p l anned  
a l te ra t ion  of the  s ter l ing par i ty ;  bu t  from the  inter-  
na t iona l  s t andpo in t  and in par t i cu la r  from tha t  of the  
Uni ted  States  it is c lear  that ,  in  the  sor t  of cu r r ency  
sys tem we now have,  the  pol icies  of the  big cu r r ency  
count r ies  mus t  be  in t e rna t iona l  pol icies  in which in- 
t e rna t iona l  s tabi l i ty  must  h a v e  p r imacy  over  uni-  
la tera l  a d v a n t a g e  for e i the r  country.  

The shaky  n a t u r e  of the  a r r angem en t s  made  at  W a s h -  
ington indica te  the t empora ry  charac ter  of the  respite.  
The c rea t ion  of two gold marke ts :  one for m o n e t a r y  
gold at  a fixed price,  conf ined to we l l -behaved  cent ra l  
banks  and one  for commodi ty  gold at  a f luc tuat ing 
price, p robab ly  a b o v e  tha t  ru l ing in the  cent ra l  b a n k  
market ,  is one  whid~ canno t  endure  for long. If the  
price d i spar i ty  is wide  and  pers i s t en t  it m a y  p rove  

imposs ib le  to seal  off the  marke t s  from each other.  

Cent ra l  banks  of smal ler  count r ies  which a re  in  deficit  

wi th  the  Uni ted  States  m a y  be  t empted  to f launt the  

a r rangement ,  sell  such gold as they  possess  for dol lars  

in the  f ree  m a r k e t  .and wi th  these  set t le  the i r  deficits 

wi th  the  Uni ted  States.  True, such count r ies  h a v e  not  

as a rule  large  gold stocks for such opera t ions ,  bu t  to 

the  ex ten t  tha t  this  took  p lace  the  do l la r  would  h a v e  

two exchange  rates ,  one co r respond ing  to the  $ 35 

gold price and  one  a t  a dep rec i a t ed  level  approximat -  
ing to the  dol lar  pr ice  of the  gold sales  in  the  f ree  

marke t .  Any  la rge-sca le  sales  wou ld  p robab ly  depress  

the  pr ice  in  tha t  m a r k e t  to the  l eve l  of the  official 

price.  A n o t h e r  a n o m a l y  would  a r i se  if cen t ra l  banks  

were  to commit  the  un fo rg ivab le  act, p rec luded  only  

by  the  sanc t ion  of d i sp leasure  of the  Basle  group, of 

buy ing  gold in the official and sel l ing it in  the  f ree  

market .  This is, in the  mare,  an  un l ike ly  event .  But  

bo th  of these  poss ibi l i t ies  might  ar ise  if the  sys tem in 

its p re sen t  form came unde r  p ressu re  and  was  in 
p rocess  of de te r iora t ion .  The  bes t  tha t  can  be  hoped  
for from the  W a s h i n g t o n  a r r a n g e m e n t  is a respi te  
dur ing  which the  Uni t ed  Sta tes  m a y  hope  tha t  en- 
h a n c e d  stocks of i n t e rna t iona l  l iquidi ty  de r ived  from 
the  SDR scheme m a y  save  t hem from the  d e  j u r e  
deva lua t ion  of a r ev i sed  gold pr ice  on the  one  hand  
or the  d e f a c t o deva lua t ion  of re fus ing  to deal  in 
gold on the  other .  

Probable Development of the Free Market 

Indeed,  it is an indica t ion  of the l imited pol icy opt ions 
open  to the  W a s h i n g t o n  cen t ra l  banke r s  tha t  on  the  
day  of tha t  Sunday  mee t ing  they  had  on ly  a v a g u e  
idea  of wha t  would h a p p e n  unde r  the  new gold mar-  
ke t ing  a r rangements .  The p lan  (if i t  can  be  called a 
plan) came from the  Wes t  German  camp and  found 
f avour  because  it was  a compromise  b e t w e e n  the  two 
u n t e n a b l e  a l t e rna t ive s  of s t ay ing  wi th  $ 3 5  or of 
deva lu ing .  But it was  peppered  wi th  ques t ion  marks.  
Some of these  a re  now be ing  answered ,  o thers  will  
no t  b e  answered  for some time. 

In i t ia l ly  th ings  h a v e  gone  well. The Vie tnam peace  
nego t i a t ions  open  up be t t e r  p rospec ts  for the  Uni ted  
States  ba l ance  of payments .  The  Stockholm ta lks  were  
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promis ing  and  French in t r ans igence  was conta ined.  
The London gold m a r k e t  r eopened  wi thou t  inc iden t  
and the  free pr ice  dr i f ted lower  as shor t  specu la tors  
took the i r  non- too-fa t  profits. Jus t  now, the  future  of 
the  f ree  m a r k e t  pr ice  is not  too br ight .  Much buy ing  
dur in t  3 the  crisis was  done  by  in t e rna t iona l  com- 
p a n i e s - t h a t  new breed  of cu r r ency  specu la tor  whose  
accoun t an t s  are a l ive  to the  consequences  of sud~len 
deva lua t ion  of a s s e t s - - w h o  are now caugh t  b e t w e e n  
the i r  uneas iness  at  key  cu r r ency  prospects  on  the  one  
hand  and  the i r  unwi l l ingness  in a wor ld  of h igh  in- 
te res t  ra tes  to hold  a s ter i le  asse t  l ike gold on  the  
other .  If p rospec ts  for the  pound  and  dol la r  con t inue  
to improve  such holders  will p rog res s ive ly  un load  
the i r  gold on the  free marke t  as 1968 proceeds.  

A n o t h e r  factor  which weighs  on the  gold  pr ice  pros- 
pect  is France.  As a resul t  of pas t  pol icies  the  Bank 
of F rance  is over -s tocked  wi th  gold bu t  has  a mere  
$ 500 mil l ion in dollars.  If, as is wide ly  forecast ,  the  
French ba l ance  of p a y m e n t s  turns  sour  in tare  1968 
we may  be  t r ea t ed  to the  unfamil iar  spec tac le  of 
F rance  sel l ing gold p re sumab ly  m the  free market .  If 
all  these  bea r i sh  features  coalesce  the re  m a y  be  l i t t le  
marg in  in the  nea r  fu ture  be t w een  the  f ree  pr ice  for 
gold and  the  official. If such is the  case, the  b r ea th ing  
space  for repa i r  and  a d j u s t m e n t  of the  in te rna t iona l  
mechanisms will be  longer.  

Finally,  the  posi t ion of South Afr ica  is still  unclear .  
In pr inc ip le  it seems p repa red  to sell  on  the  free 
marke t  bu t  all tha t  can  now be  said is tha t  it is 
c lear ly  wai t ing  for condi t ions  in  the  marke t  to se t t le  
before  dec id ing  on a course  of action. 

IntemaUonal Monetary Cooperation 

A second ref lect ion on the cris~s is un re la t ed  to the  
problems  themse lves  but  is conce rned  wi th  the  way  
they  h a v e  been  deal t  with. In the  la rge  technical  
l i t e ra tu re  of the  la te r  fort ies  and  ea r ly  fifties dea l ing  
wi th  in te rna t iona l  mone t a ry  p rob lems  the re  was  fre- 
quen t  re fe rence  to w h a t  was  usua l ly  cal led ~the col- 
lapse  of the  i n t e rna t iona l  f inancia l  c o m m u n i t y ' .  I t  was  
a rgued  tha t  two wor ld  wars  and  the  t u rbu l en t  yea r s  
b e t w e e n  them had  demol ished for eve r  the  inter-  
na t iona l  f ra te rn i ty  of cen t ra l  banke r s  which had  
nour i shed  and  sus ta ined  the gold s tandard .  In the  
absence  of this  f ra te rn i ty  i n t e rna t i ona l  m o n e t a r y  co- 
opera t ion  was seen, in the  future,  as be ing  bes t  left 
in the  keep ing  of in t e rna t iona l  organisa t ions .  To this  
v iew in the  ea r ly  pos twar  per iod  there  we re  few 
dissent ients .  Keynes  wi th  his cus tomary  p resc ience  
and  feel for even t s  was  one. His p re fe rence  for a 

c lear ing  un ion  in the  hands  of m o n e t a r y  technic ians  

r a the r  than  a cu r r ency  au tho r i ty  in  the  hands  of 
quasi -pol i t ic ians  was  to be  born  out  by  the  ea r ly  
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record of the Fund, the success of the European Pay- 
ments Union in the fifties and the yearning of Triffin 
and others for more ornate monetary  arrangements  
than those provided by the IMF. 

In the past  decade central  bank co-operat ion has seen 
a magnificent flowering. At  least  we may  argue that 
the internat ional  financial f raterni ty  has been reha- 
bilitated. At the danger  of exaggera t ing  one might  
claim that central  bank co-operat ion in the payments  
field now bids fair to usurp and supercede the in- 
f luence of the IMF. The Basle Club, the series of 
lines of central  bank credit, the ne twork  of currency 
swaps, the co-ordination of exchange market  opera- 
tions, the establishment, growth and operat ion of the 
Euro-Dollar market, - -  all these are manifestat ions of 
the web of personal  relat ionships be tween  top officials 
of the Federal  Reserve,  the Bank of England, the 
Deutsche Bundesbank and the other  members of the 
Ten. The tremendous concer ted effort by central  
bankers which, in one autumn day  of 1964, produced 
a total credit  l ine of $ 3,000 mill ion to underpin ster- 
ling was a magnificent  example  of such co-operation. 

The advantages  of central  bank co-operation are two. 
Firstly, the handling of currency problems in this 
milieu rather than in the political hothouse of the 
Fund, makes of them technical problems removing 
them from the public gaze, a t tent ion and comprehen-  
sion. All that is to the good. The less that  internat ional  
finance is in the public eye, the better. It is to this 
degree  of technical anonymity  on a world scale that 
we should now aspire, and central  bank co-operat ion 
leads us towards it. Secondly, central  bank co-opera- 
tion is far more flexible than the cut and dr ied ar- 
rangements  of the Fun~. It can give help precisely  
where  and when it is needed, at the vital  pressure 
points. It is not  suggested that internat ional  monetary  
co-operat ion at Fund level  should be a l lowed to 
languish. Clear ly  it is and has long been an enormous 
gain as compared to the maladroit  "nd hocery"  of the 
inter-war period; but it will be the greater  gain now 
that it is supplemented and reinforced by the central  
bank co-operation which has flowered so richly in the 

past decade. 

-~The Role of the Key Currencies 

Perhaps the most interesting, but  cer ta in ly  the most 
fundamental  quest ion to be  asked at the present  s tage 
of internat ional  monetary  developments  is: what  new 
light, if any, does the recent  crisis cast upon the role 
and future of the key  currencies, dol lar  and pound, 
in internat ional  payments? 

Under the modified gold exchange standard, which has 
existed since the war, international  l iquidi ty has 
consisted of gold, cer ta in  key  internat ional  currencies,  
in pract ice the dol lar  and pound, and immediate ly  
usable drawing rights of countries on the IMF. '  The 
key posit ion of the key  currencies as reserves  and for 
set t lement  of residual transfers within the balance of 

i In prac t ice  the sum of the  so-cal led ' f i r s t  t r a a c h e s ' ,  i.e. the  
f irst  25 per  cen t  of coun t r i e s '  quotas ,  upon  which t h e y  m a y  
d r a w  a lmos t  as of r ight .  

payments  is firmly based upon their  posit ion as great  
trading currencies, backed by banking systems and 
money  and capital markets  of skill and probity. The 
pound as a result  of Britain's great  mercant i le  domi- 
nance after 1870 was first in the field. The dollar, a 
powerful  world currency since World  W a r  I, was 
slow to ertter the field, but after W o r m  War  II when 
Britain's foreign trade decl ined relat ively,  when its 
banking system was sealed off from the world behind 
the barrier  of exchange control the dollar  surged to 
the leading position as an international  currency.  
Since 1959 when the potmd became fully convert ible,  
that currency has shared with the dollar, though in 
the minor position, the dual currency system which 
has been a feature of the modern period. 

Key currencies must serve  in the world both as trans- 
actions currencies and as reserve  currencies. In the 
first role, as with domestic money, their  supply is 
important;  in the second stabi l i ty  in va lue  is vi tal  and 
confidence in their  continuing value  is a s i n e q u a 
u o n of their  efficiency. 

Looking at the supply aspect we will wa ive  the large 
and undecided quest ion of how much internat ional  
l iquidity the world needs. Let us be content  to say 
that it should be greater,  the greater  in the aggregate  
the unadjusted fluctuations in the balances of pay- 
ments of trading countries are, and that most author- 
ities agree  that the present  world supply is inadequate.  
Of course we could reduce the need for l iquidi ty by 
adjusting balances of payments  more quickly, say by 
a system of flexible exchange rates. But that is an- 
other  quest ion and by all appearances  a quest ion 
which the world is not  yet  ready to face. Suffice it to 
say that, with present  conditions of balance of pay-  
ments adjustment,  the supply of internat ional  l iquidity 
is inadequate.  With  world stocks of monetary  gold 
fixed in price (at ~; 35 per  ounce) and with v i r tua l ly  
all new gold going ei ther to industrial  use or into 
pr ivate  hoards via the free market;  with internat ional  
trade expanding and world prices s teadi ly rising, the 
main demamt for internat ional  l iquidity fails upon the 
key currencies. These must be avai lable  to the world 
in increasing, cer ta inly not  diminishing quantit ies.  

The supply of the key  currencies  to the world at large 
must be through the balances of payments  of the key  
currency countries. A key  currency must be earnable  
through trade or a l terrmtively  the country  concerned, 
if it is earning a surplus on current account, must lend 
abroad, so that  it is f reely avai lable  to other  coun- 
tries. To the extent  that it becomes scarce it is in- 
effect ive as e key  currency. Certain conditions are  
obviously  advantageous.  For example  a key  currency 
may  run a large surplus but invest  much of it abroad. 
Such was the case of nineteenth century  Britain; or 
such a country,  with large reserves  of gold, may  
tolerate  a balance of payments  deficit which supplies 
the rest of the world with its currency. This until 
recent ly  was the case of the United States. From the  
supply point of v i ew both the key  currencies have,  in 
the sixties, been reasonably  adequate.  Sterling with 
ei ther  bare balance or deficit in its balance of pay- 
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ments  has  neve r  been  scarce.  The United States  wi th  
a deficit  born  of its g rea t  i n v e s t m e n t  abroad,  its aid 
p rogramme and the  cost  of the  Vie tnam w ar  has,  a t  
cost  to its gold reserve,  a l lowed great  quan t i t i es  of 
dol lars  to move  into in te rna t iona l  m o n e t a r y  use. It is 
not  the supply  aspect  which is defect ive,  it is ano the r  
e lement ,  the  confidence element ,  which de t rac t s  from 
the  eff ic iency of these  cur renc ies  in the  in te rna t iona l  
field. 

Less Confidence In the Key Currencies 

In 1959 when  conver t ib i l i ty  of Wes te rn  European  cur- 
rencies  was  es tab l i shed  and the Bret ton Woods  sys tem 
was be la ted ly  b rough t  into being the  confidence prob-  
lem was foreseen  but  its u l t imate  mani fes ta t ion  dif- 
fers from the  form which was ant ic ipated.  The or iginal  
fear was tha t  in a "dua l -key-cur rency-wor ld"  holders  
of i n t e rna t iona l  ba l ances  would shift  uneas i ly  from 
one  cu r r ency  to the o ther  as es t imates  of the i r  in- 
d iv idual  s t r eng ths  and  prospects  ebbed and flowed, 
- -  tha t  the re  would be  a "see-sawing"  m o v e m e n t  of 
conf idence which would be par t i cu la r ly  de t r imenta l  
to s ter l ing as the  w e a k e r  of the two currencies .  In 
prac t ice  this  has  been  much less of a problem than 
w~s feared. Ra the r  it is the  w e a k n e s s  of bo th  cur- 
rencies  which is now  the  problem. It was  the  deva lua -  
t ion of s ter l ing in N o v e m b e r  which genera l i sed  lack 
of conf idence  in key  cur renc ies  to include the  dollar,  
caused  the March crisis and  even  led to p rema tu re  
talk of a second s ter l ing devalua t ion .  

The fact is tha t  any  key cu r rency  has  to walk a 
razor ' s  edge. On the  one  h a n d  it must  n e v e r  be a 
ha rd  currency,  tha t  is difficult  to earn  by  reason  of a 
ve ry  favourab le  ba l ance  of payments ;  on the o the r  it 
must  n e v e r  be so 'soft '  that  its ba l ance  of paymen t s  
deficit  g ives  r ise to lack of confidence.  In the case  of 
the  Uni ted  States  the def ici t  had to be large enough  
to supply  the wor ld  wi th  dol la r  ba lances ,  but  not so 
large as to cause  uneas iness  abou t  the  s t r eng th  of the 
dollar.  At  first s ight  it appeared  in, say, 1960 tha t  
n e v e r  in h i s tory  was a coun t ry  be t t e r  qualified to 
walk such a razor 's  edge. Wi th  $14  bi l l ion in gold in 
the  Federa l  Reserve  the  Uni ted  States  could to lera te  
modera t e  deficits in its ba l ance  of paymen t s  for m a n y  
years .  It could indeed  regard  its ex te rna l  deficit as a 
cu r r ency  se rv ice  supp ly ing  in te rna t iona l  l iquidi ty  to 
the world at  large. Alas  this comfor tab le  v iew took 
no account  of m a n y  factors:  of French in t rans igence ,  
of s ter l ing ' s  p ro longed  weakness ,  of the  deep- rooted  
bel ief  in the world  tha t  one day  the  United States  
would reva lue  gold, and of how social  and  poli t ical  
eva lua t ions  of a coun t ry ' s  hea l th  can  by  some mys-  
ter ious  a lchemy t r a n s m u t e  themse lves  wi th  discon-  
cer t ing  speed  to v iews  on its currency.  

The  Uni ted  States  might  now inher i t  Bri tain 's  prob-  
lem. To res tore  conf idence  and  correc t  its ba l ance  of 
p a y m e n t s  defici t  it seems p repa red  to resor t  to 
domest ic  def la t ion which may  inaugura te  a s top-go 
sequence  in a coun t ry  whose  s t eady  expans ion  is 
neces sa ry  to the  wor ld  economy.  Such a step would  
be  an  unwe lcome  majo r  pol icy  revo lu t ion  for a court- 

try whose  economic  policy has  b e e n  h i the r to  decided 
by  domest ic  cons idera t ions  and  w h o s e  ba l ance  of 
paymen t s  problems  were  regarded  as res idual .  A 
Uni ted  States  economy which moved  from boom to 
recess ion  and back to boom in a th ree  y e a r  cycle  
would be  a cancer  at  the  hear t  of the  world  economy.  

In the l ight  of recent  even t s  it is a rguab l e  tha t  the  
key -cu r r ency  approach to the  in te rna t iona l  l iquidi ty 
problem has  failed. Key currencies ,  due to the i r  
va lue  in use  and the fact tha t  they  a re  ma in  t rading 
currencies ,  will a lways  form par t  of the  total  stock of 
in te rna t iona l  l iquidity.  Because of the  conf idence  and  
s tabi l i ty  aspects  of such cur renc ies  and the  diff icul ty  
for the  count r ies  who opera te  them to reconci le  the i r  
own domest ic  economic  policies wi th  those  appro-  
pr ia te  for ma in ta in ing  conf idence in the  key  cur- 
rency,  it is l ikely the effort  to inc rease  the  stock 
of in te rna t iona l  l iquidi ty should  now be switched to 
the  c rea t ion  of a f lexible form of in t e rna t iona l  set t le-  
ment  unit.  Such a uni t  is the proposed Special  Draw- 
ing Right of the IMF. 

SDR-A Legal Intemational Money 

The SDR scheme, mooted  in London last  Augus t  and 
app roved  in pr inc ip le  at  the  IMF Annua l  Mee t ing  in 
Rio de Jane r io  in Sep tember  has  still far to go and it 
will be at  least  a year  before  beneficial  effects are  
felt. France  has  a l ready  opted out  of the scheme but  
may opt  in aga in  la ter  if it wishes.  Wi th  the SDR 
scheme goes a much less d iscussed proposa l  for re- 
form of the  power  s t ruc tu re  wi th in  the IMF. Hi ther to  
only  the Uni ted  States  had suff icient  vot ing  power  to 
exerc i se  a veto  in the Fund. Now wi th  changes  in the  
Fund ' s  vot ing  rules a 15 per  cent  minor i ty  will be  able  
to stop any  majo r  decision.  Since the EEC count r ies  
will t oge the r  command  17 per  cent  the  Six will be  in 
a s t rong posi t ion to inf luence such th ings  as quota  
increases,  changes  in cu r r ency  par i t ies  or changes in 
the  role of gold. 

Apar t  from these  pol i t ical  cons t ra in t s  the  SDR 
scheme is still only  in its nascen t  stage. All tha t  can 
be  said is that,  wi th  the French out  of the  way and  
the  major  par t ic ipants ,  in par t i cu la r  the  Uni ted  States  
and Britain, anx ious  for progress,  the  scheme may  be  
in opera t ion  in 1969. W h a t  has  been  proposed  is in 
effect  a supp lemen ta t ion  of IMF drawing  r ights  by  
the  c rea t ion  of a new in te rna t iona l  se t t l emen t  uni t  to 
be a l located  to all IMF members  in amount s  pro- 
por t iona l  to the i r  Fund quotas .  Such amount s  will  be  
account ing  uni t s  on ly  and  will be  t rans fe r red  b y  
debi t ing the  user  coun t ry  and  credi t ing the rec ip ien t  
country.  SDRs will have  no m o n e t a r y  use  outs ide  
the  Fund and  will be  only  for s e t t l emen t  of res idual  
ba l ance  of paymen t s  t ransfers  be tween  cent ra l  banks .  

All this  is hopeful.  It means  at  last  the  purpos ive  
c rea t ion  of a legal in te rna t iona l  m o n e y  with no com- 
modi ty  basis.  It lifts in t e rna t iona l  f inance to a h ighe r  
level  of sophis t ica t ion,  a lbei t  one which is still far 
beh ind  tha t  of the  bes t  domest ic  na t iona l  bank ing  
systems.  For the  "a l lev ia t ion"  of p re sen t  problems,  
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however, much depends upon how much in SDRs is 

to be created, -- .a matter on which there has been 

great reservation. It may be as low as $1 billion or 

$ 2 billion a year. This would be meagre and would 

only give progressive assistance in a quite long term. 

On the whole question of the size of the SDR cre- 

ation it is well to be prepared for trouble. The wran- 

gles at and before Bretton Woods on the size and 
distribution of quotas were  loud and prolonged. Never -  
theless, once established, SDRs and the whole SDR 
scheme might grow progress ive ly  and with far less 
publici ty and internat ional  friction than the periodic 
revision of Fund quotas which at this stage seems the 
only al ternative.  

Common Market 

Britain and EEC-The Problem of Agriculture 
by Dr Michael Schulz-Trieglaff, Hamburg 

T he att i tudes of the EEC Member  States .as wel l  as 
of ~:he Commission show that  Britain will  have  to 

accept  the Common Agricul tural  Pol icy (CAP) as it  
stands, when joining the Common Market.  1 There  is 
little doubt that serious problems will  stem from 
ad.apting the principles of the CAP as evo lved  by the 
Six - -  a farm policy, which is en t i re ly  different from 
the current  British agricultural  policy. 

EEC Farm Policy 

The two key elements  of the Common Agricul tural  
Policy are  uniform price levels  for agricultural  com- 
modities and the Community financing of support  
measures,  for which the European Agricul tural  Guid- 
ance and Guarantee  Fund (EAGGF) was set up by the 
Six. Uniform price levels  are a l ready  established for 
cereals and will come into force for milk and milk 
products, beef and veal, rice, sugar, oilseeds and 
olive oil. 

Trade in agricultural  products be tween  the Six is 
vir tual ly  free of any duties and quant i ta t ive  restric- 
tions, whereas  a var iable  import levy  is charged on 
imports from countries outside the EEC. The purpose 
of the var iab le  levies  is to neutral ise effects of the 
difference in prices be tween the Community  and the 
world market;  the lat ter  being on the whole lower  
than the common prices. The amount  of the l evy  is 
adjusted to the world market  price e v e r y  day  in the 
case of grains, fortnightly for da i ry  products and 
quar ter ly  in the case of pork. Refunds on exports  
of farm products into third countries are  the counter-  
part of levies  on imports. They are paid at a rate at 
least  equal  to the levies  imposed on similar products 
when imported. 

Price-support arrangements  for Community  producers 
are dominated  by target  prices and in tervent ion 
prices. Target  prices are fixed for the market ing centre 
of the region with the least adequate  domest ic  sup- 
plies for the wholesa le  s tage (i.e. Duisburg, Germany).  

t EWG-Kommission, Stei lungnahme der Kommission an den Rat, 
betreffend die Beitrlttsgesud~e des Vereinfgten K0nigreichs, Ir- 
lands, Danemarks und Norwegens  gem~ill Art.  237 des EWG-Ver- 
trages, 205 des EWG-Vertrages und 98 des EGKS-Vertrages, Brtls- 
sel, 29. Sept. 1967. Kom. {67) 750, p. 30. 

They are not guaranteed prices. In order to keep the 
actual market  price close to the target price, inter- 
vent ion prices are  established, at which the Guarantee 
Section of the Fund will  buy from producers without  
any restrictions. The intervent ion price (which is 
about 5--10 per cent  below the target  price) thus 
constitutes a guaranteed minimum sell ing price for 
producers.  The producers rece ive  the in tervent ion 
price minus transportat ion costs to the intervent ion 
agencies. 

The EAGGF is d iv ided into two sections. The Guaran- 
tee Section is responsible for the cost of price-support  
on internal markets.  It also covers  refunding for ex- 
ports to non-member countries. The Guid.ance Section 
contributes to expendi ture  on structural  improve- 
ments. A third of the money for market operations is 

allocated to this section. 

Contributions by the Six to the Fund's financial re- 

sources comprise a variable component, which amounts 

to 90 per cent of the levies on farm products imported 

from third countries and a fixed key scale as shown 
below: 

Belgium 8.1 per cent Italy 20.3 per cent 

Germany 31.2 per cent Luxemburg 0.2 per cent 

France 32.0 per  cent  Netherlands 8.2 per  cent z 

The Member  States themselves  a r e  responsible for 
structural adaptat ion in agriculture. The Community 
only provides  an act ive  lead by co-ordinating the 
structure policies of the Six and by contributing to 
schemes for adaptat ion wheneve r  they further the 
aims of the CAP. 

Bdtish Agricultural Policy 

The basic principles of British agricultural  pol icy are 
a vi r tual ly  free en t ry  of imports of most agricultural  
commodit ies  (the only except ion being hort icultural  
produce) and the use of the def ic iency payment  
system to support  domestic producers.  Gu.aranteed 
prices exist  for the main agricultural  products as 
wheat, barley, milk, sugar-beet, fat, cattle, eggs, and 

s VO/130 EWG des Rates tiber die Finanzierung der gerneinsamen 
Agrarpolitlk, Amtsblatt der Europ~ilschen Gemeinschaften, Nr. 165, 
21.9. 1966. 
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