ECOMNZTOR

Make Your Publications Visible.

Iklé, Max

Article — Digitized Version

A Service of

ﬂ I I I Leibniz-Informationszentrum
° Wirtschaft
o B Leibniz Information Centre
h for Economics

European monetary union: No first step to political union

Intereconomics

Suggested Citation: 1klé, Max (1970) : European monetary union: No first step to political union,
Intereconomics, ISSN 0020-5346, Verlag Weltarchiv, Hamburg, Vol. 05, Iss. 10, pp. 302-304,

https://doi.org/10.1007/BF02928920

This Version is available at:
https://hdl.handle.net/10419/138395

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,

gelten abweichend von diesen Nutzungsbedingungen die in der dort

genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1007/BF02928920%0A
https://hdl.handle.net/10419/138395
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

FORUM

European Monetary Union

The discussion on the subject of a monetary union within the European Economic Com-
munity has been very intense during the past. But which are the problems yet to be
solved? And can the monetary union pave the way towards an economic and political

union?

No First Step to Political Union

Realisation of a monetary
union within the European
Economic Community is without
doubt an aim worth pursuing,
provided it is not intended as a
challenge to the dollar but as a
measure to strengthen the West-
ern monetary system. Monetary
union seems however such a
distant aim that it is thought to
be attainable only by a series of
successive steps. In the follow-
ing an attempt is made to throw
some light on the technical
problems that will arise as the
various steps are taken.

Monetary Aid: No Innovation

The short-term monetary aid
measures which have been de-
cided on as a first step are noth-
ing new. Cooperation in mone-
tary matters on a world-wide
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scale has been in existence
since 1961. If a country is in
need of support from third coun-
tries, such aid is useful only if
the currency placed at its dis-
posal is readily acceptable all
over the world. The only cur-
rency that meets this require-
ment today, and will continue to
meet it for some time to come,
is the dollar. European curren-
cies because of their limited use
are not suitable for such pur-
poses. If European Central Banks
are not in a position to place
dollars at the disposal of a
partner-country—such a case oc-
curred only recently—the only
recourse open to that country is
to fall back on the swap-arrange-
ments with the United States.
Crises of the scale as the pound
sterling and the French franc
have recently experienced can

hardly be overcome by Euro-
pean efforts alone. In such cases
monetary aid on a world-wide
scale is essential, and that
means US cooperation.

The same problems arise
where medium-term monetary
aid is required. Moreover, no
Central Bank should for reasons
of liquidity enter into long-term
commitments. For such aid one
would have to enlist the support
of states; but this is obviously
not the intention.

European Monetary Fund

For these reasons the idea of
a European Monetary Fund has
been well received in many
circles because it is seen as a
spectacular step in the direction
of a future European Central
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Bank., Such a fund would ob-
viously have the task of granting
foreign exchange credits and of
intervening on foreign exchange
markets with a view to reducing
currency margins within the
Community to a minimum. The
scope such a fund would pos-
sess for granting credits would
however in all probability be nar-
rower than that of the participat-
ing Central Banks concerned.
More important still, the fund
would hardly be in a position to
grant dollar credits. In com-
parison with the extent of co-
operation which has hitherto
existed between Central Banks
and with the credit facilities
available from the International
Monetary Fund, the proposed
European Monetary Fund’'s po-
tential would be rather modest.

The question therefore re-
mains whether the fund would
be able, through operations on
the foreign exchange markets,
to keep fluctuations of curren-
cies within EEC in narrower
limits. The way Central Banks
operate on the foreign exchange
markets is as follows: when a
balance of payments shows a
surplus, they buy dollars at the
upper intervention point and
they sell dollars in the case of
a balance-of-payments deficit.
That foreign exchange opera-
tions are carried out with dollars
is due to the fact that the dollar
is today still the most widely-
held currency and as such gen-
erally accepted as international
means of payment. A European
Monetary Fund, however, would
have no dollars at least in its

initial stage. It would therefore -

be obliged to intervene with
European currencies. Now the
sale of a European currency in
a national market depends on
that market’s willingness to take
up the currency used for the in-
tervention. Should the fund how-
ever feel bound to buy dollars
on a national market in order to
prevent an undue rise in the rate
of the national currency con-
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cerned, it would come into con-
flict with that country’s Central
Bank which is intervening in the
foreign exchange market with
dollars from a different point of
view. It is here that the greatest
difficulty becomes apparent: it
is hardly conceivable that two
different monetary authorities
pursuing different objectives
should intervene in one and the
same market.

Narrowing the Currency Margins

All plans that have so far be-
come known for a step-by-step
introduction of a European Mon-
etary Fund provide for a narrow-
ing of currency margins within
the Common Market or even
their complete disappearance,
while the European bloc as a
whole is to retain its flexibility in
regard to the dollar. The layman
can scarcely imagine how dif-
ficult it would be to achieve this
objective. The customary inter-
ventions by the Central Banks
logically followed from market
developments. They led to dollar
purchases in countries whose
balance of payments showed a
surplus and the sale of dollars
in the case of deficits. In future,
a third factor would have to be
taken into consideration, i.e. the
narrowing of currency margins
within the Community. Now
where would be the correct
dollar rate for five or more coun-
tries of which some have a sur-
plus while others are in deficit?
Would the result of such a policy
not be that the Central Banks
would be obliged either to buy
dollars at entirely arbitrary rates
although the country is in de-
ficit or sell dollars in spite of
balance-of-payments surplus?

This difficulty has apparently
been recognised already. For a
plan has meanwhile emerged
which provides that only one
country should nurse the rate
against the dollar, whereas the
others, like satellites, should
follow in the wake of the lead-

ing currency by intervening with
European currencies. If such a
plan were adopted, it would
soon become apparent that the
only currency that can be used
for purposes of intervention is
the currency of the country
which determines the rate for
the dollar as dollars would only
be available via the currency of
that country. Upon that country
would thus fall the leading role
in the field of monetary policy —
a role which would be by no
means enviable. For its Central
Bank would see itself obliged to
exchange its own currency for
the currencies of the  deficit
countries whenever these are in
balance-of-payments difficulties.
The deficit-countries for their
part would have no alternative
but to buy the dollars they re-
quire for the defence of their
currency from the banks of the
leading country. In these cir-
cumstances it might easily hap-
pen to the leading Central Bank
that it accumulates in its re-
serves the weaker European cur-
rencies whereas it requires dol-
lars for purposes of intervention.

No currency specialist has so
far succeeded in suggesting a
convincing intervention tech-
nique which would solve this
problem. It is easy to understand
therefore the scepticism of some
of the governors of Central
Banks in Common Market coun-
tries who describe the abolition
of currency margins within the
Community as a risky experi-
ment. Economic considerations
as well as monetary arguments
of a technical nature exist that
are against realisation of this
stage.

Synthetic Currency

The monetary experts in Brus-
sels never tire of putting for-
ward new schemes. Latterly
there has been talk for instance
of realising a plan which was
first put up for discussion by
Professor Mundell of Chicago.
According to this plan, the Euro-
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pean Central Banks should issue
a new currency ~ the ECU which
would at all times be convertible
into dollars. This new currency
is in the first instance to replace
the Doliar Traveller Cheque. The
new synthetic currency would
have a fixed parity with gold and
serve as travellers’ money
throughout Europe. In advocat-
ing this scheme, the EEC spe-
cialists in money matters ap-
parently overlook the fact that
to give the new currency a parity
is not enough; it must also have
arate of exchange. The
rate of exchange for any cur-
rency is arrived at in the foreign
exchange market as a result of
the interplay of supply and de-
mand, the process being smooth-
ed out by interventions on the
part of Central Banks. In the
case of a synthetic currency
these determining factors are
missing. Such a currency would
therefore have to be given an

artificial rate, and the dollar
automatically springs to mind. If
this is so, the European Central
Banks would be expected to put
a strange currency into circula-
tion and take it back at all times
at the dollar rate. The European
Central Banks would thus be
compelled to enter into unlimit-
ed forward commitments, both
as to time and quantity — an
undertaking they can hardly be
expected to give. This example
illustrates that it is not so easy
to create a new currency out of
nothing.

The Right Way

These few considerations
should be sufficient to show
that the suggested steps that
are to lead to a European Cur-
rency can hardly be taken. A
European currency can become
a reality only when the coun-
tries of the Community have a

common economic, monetary,
credit and incomes policy di-
rected by a supra-nationa! au-
thority, while a central note-
issuing institute watches over
the common currency in the in-
terests of the Community as a
whole. But this is tantamount to
the individual countries’ giving
up their autonomy in the most
important fields of economic
and monetary policy, and this is
conceivable only within the
framework of political union. A
monetary union therefore does
not open up the road to political
union, but is its logical conse-
quence. Only a united Europe
will be able to create a mone-
tary union. Intermediate stages
on this way are impracticable,
unless it be the harmonisation
of economic policies; such an
alignment would in itself appear
desirable for it would avoid dis-
turbances in the Community
such as it exists today.
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