®THE EUROFEAN COMMUNITY LOOKS AT MOSETARY INTECRATION™

(Spéech by. .Vice-President ORTOLI at the FINANCIAL TIMES colloquium
in. Frankfurt on February 14, 1979)

[
I. The European Monetary System did not enter into force on

i Jamuary, and I find this regrettable. But, however great my
disappointment, I remain convinced that this merely ﬁeans a
delay. The economic considerations and the political will that
led to the decisions taken last December still rcmain valide If
tpere ie a crisis, it is a crisis of growth: only rareiy has
major progress in the conetruétion of Europe been achieved free
from obstacles and without friction, and even though I am

disappointed I prefer the difficulties produced by movement to

the difficulties created by an eclipse of political inspiration.

The reasons for the delay that has occurred need to be examined
from the viewpoint of the future management of the system, which
will be demanding. The logic behind it is not
purely monetary and it is not merely an intervention agreerent
between central banks; +to be successful it must be the pivet §f>
joint measures to bring our économies more clocely into line with

regard to their objectives, behaviour and achievezenis.

p et PR ib-- 1 ] - - .- e e e aar . e ooy

-



collsvs
Text Box

collsvs
Note
Completed set by collsvs


Bt 0 0§ & 4 b [ X

II. In this respect, the task which lies before us is immense.

The Treaty of Rome has very little to say on monetary policye.

With a view to promoting the coordination of Member States!
policies in this field, it gainly provides for the establishment
of a Monetary Committee with advisory status. It also stipulates
that each Member State is to treat its exchange rate policy as a
matter of common concern. In the event of balance of payments
difficulties, it provides for safequard clauses and rutual

.

assistance; Altogether, this takes up only a few lines, very

general in nature, in a chapter entitled "Balance of Payments",

The developments which have taken place since then and which

resulted in the decisions taken at the Hague Summit on

E:conomic and Monetary, the Werner Plan, the Barre Pla:n, the par-
tial establishment of the “snzke" and then

the initiatives laﬁnched in 1977-78 were prompted by two major

considerations.

The first consideration is a political one and reflects the
conviction that our countries‘have a common destiny. The idea
of European Union, with all its imprecision, is the expression
of this aspiration, and Economic and Monetary Union the key

instrument. : e ‘
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The second consideration is much more practical and of much more
immediate significance. It stems from two premices : that
monetary instability constitutes a major threat to our econonies,
and that to put an end to such instability, we must begin by
establishing in Eurppe, betiween highly interdependent and

institutionally linked economies, a zone of monetary stability.

4 more detailed analysis of this argument reveals that it has a

whole series of components: s

Firstly, there is considerable disappointment with the negative
impact of the system of floating exchange rates on interrational
competition, market and prufii expectations, the growth in
investment and, lastly, growih and employment. The absence of
monetary rules has very seriocus practical implications and also
a psychological impact since it affecis the ability of cczpanies
and of econuvmic agents generslly to plan ahead, and since it

undermines confidence.

Secondly, there is fear about the future of the Europecan Common Mar*ct,
which is faced with a moretary and ecoromic crisis that might

(1'acquis communautaire)
jeopardize its achievements to date/and, more gererally, & fear

that the principle of freedom in intermational trade zay not be

upheld.

Thirdly, at a time when our interdependence is self-evident (we

4ransact between ourselves half of our aggregate foreign trade),
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there is an awvareness of the limits to economic policy coordination .
that is based on good will alone; hence thek need to secure a sourd
and sufficiently stringent basis for the restoration of econonic
order and a rovival of growth by relying on the key role played by
the monetary constraint, which acts both directly anﬁ'as a catalyst
for other policies. fhe constfuction of Europe, which has been

made too exclusively dependent on the good will skhown by Mezter

States, needs firmer anchoring points,

Lastly, there is the force of our common interests in determining the

new pattern of international economic and monetary relationships.

In short, the world is thirsting for stability; Europe needs it
more than any other area, and it must zake a start on creating such
stability by accepting the comstraints and common disciplines tkat

go with it,

II1. From these considerations, or rather facts, has begun to cdevelop,
helped by the Coumission of the European Communities, a political
conviction that has found practical expression in the policy
‘guidelines adopted at the meetings of the European Council in
Copenhagen and Bremen and subsequently in the decisions taken at the

meeting of the European Council in PBrussels,
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What has the work that has been going on for almost nine

ponths achieved? I shall attempt tq.answer this although I

ad perfectly aware that, as it stands at present, the European

 Monetary Systems

i L

(1) brings together both concrete mechanisms and potential

(11)

(1i1)

measures, so that a full appraisal can be madg only on
the basis of experience and in the light of bhow we will
fit in the details and meet sore of the conditions it
imposesn;

is merely the forerunner of a genuine monetary egystem

and does not feature, even in their nascent form, all

the necessary slements;

will not be judged solely on its own merits but also on
ite contribution towarde sirengthening the international
monetary system, & monetary system that it can ﬁelp to
improve but that will also affect its own chances of
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IVe The exchanyge rate system adopted in Decexber, while no
less strict than the "snake", is different from ite.
Rather than describing it in detail, the simplest thing for
me to do would be to highlight its main features by outlining
its objectives and the machinery to be used to tackle any

strains which might affect it.

ie v,

The first obiective is to maintain real stability in the

relationships between the currencies participating in the

sxstem

(a) In order to do this, any two ComALnity currencies will each

have a maximum permissible fluctuation margin of 2.25% against orne anotker,
with the exception of the lira, for which the margin will be 6%. Once

the limit is reached, intervention will be automatic, but here

we see the first difference with the "snake", This lies in the

scale and time-span of the recources deployed to help ensure that

thg maximum divergence limit is not exceeded and also in their form

since the ENCF will henceforth issue ECU against the deposit by tte

central banks of 20% of their gold and doller reserves.

In order té deal with any speculation, the unlimited very short-tern
" credit which central banks make available to one another is

extended from 30 to 45 days and will be renewable for three months
within certain limits. Short-term credit may be granted for nire
months instead of six m;nths as in the present monetary arrangezent
and the amount of 14 000 m%llion ECU‘actually available i3 rore than
double the previous figure: Both in real terms and as a means of
dissuasion, this will considerably strengthenthe lines of defence

for maintaining the quasi-stable parities which will be established.
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Community medium-term credit rachinery will be strengithened and will
have & ¢alling of 11 000 million ECU as against 5 450 million ECU
todaye. This is an improvemeni aleng the eame lines, though

its purpose will obviously be different., Short-ternm credit is
#ss2ntially a means of containing erratic moverents on the
markete It ceases to apply as soon as the situation retums

to normale Medium-term credit can either take over fron
ghort«term support - thus avoiding any immediate drain on the
currency recerves of a debtor country = or, &s will more
frequently be the case, it can fulfil quite a different role,
that is to say it can enable a Yember State which pursues an
economic policy in line with the cogﬁon interest but which

is in temporary balance of payments difficulties, to avoid the
unnecessary constraints involved in the need to resiore iis

external accounts too rapidlye.

(b) A second line of defenc: im maintaining parities is the
establishment of & preventivws smystem bascd on the use of a
divergence indicator, defined in relation to the ECU, i.e.

the currency-basket wnit of accounte.

When a currency diverges, that is to say when it moves away
from the ECU by mere than a certain percentage, there will be
a presusption that the relevant country will take action.
Notice that I use the word action, which is a broad term, and
not ths word interventions This arrangement was included in
the sysiem so as to deal gith the probleﬁ of the involuntary
debtor or creditor, i.e. ;L impose on a country whose currency

was regarded as pulling the other currencies upwards or

downwards a more specific responsibility in easing tensions,
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However, I feel that the new mechanism will help to change, in a
very desirable way, the nature of the European monetary system by

| means which have little to do with the problem of the involurntary

debtor.

First of all, as 1 ha§; said, 2% introduces the. very desiratle

notion of prevention into the system — a new hotion and one which

may make our machinery more flexible and more effective at less

overall cost. This preventive action will be accompanied, where
necessary, by diversification of the intervention currencies, Cozzunity
currencies o® non-cember currencies, thereby ensuring that the

measures taken are better adapted to the market situation.

Secondly, the divergence indicator concept gives the systexz a

further characteristic: 1its use makes it necessary to investigate

the causes of the strains which appear on the foreign exchange rarket
at a given time. It induces the éuthorities to act in the light of
these causes and not simply = and automatically — by purchasing or
selling foreign exchange with a view to maintaining the spread between

two currencies within certain limits.

"These strains'may stem from very different sources, necessitating very
different corrective action. They may stem from the system itcelf:

from the short-term weakness of a currency or from a reaction to
a policy = perhaps a monetary policy = which the market judges to be
incompatible with the raintemance of the parity chosen, or coy even be a
judgment on what is now seen to be an unsuitable parity. Trey rzay have
an external origin: the weakening or, alternatively, the strengxhéning of
a major non-member currency (such as the dollar) acting on the whole of
the European monetary system through the pressure of available liquidity

on ons of our currenciese.
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Conzequently, the remedies will themcelves chanée: it will not
simply be a question of intervention «~ however diversified = on
the exchange market. It may be mecessary to take measures of
domestic monetary policy or to rethink overall economic policy

or to change the central rate.

LAy

This diversification of action, cozbined with more effective
coordination of policies and with a greater measure of soliderity,
and this systematic organization of an effective dialogue, are the
best way in which to allay the fears a;sociaxcd with tke rigidity
of the system and also the fear that it may have an inflatiorary

or deflationary impact.

The new indicator hae, of course, arcused much discuscion. It

has been argued, for example, that we should have opted for a more
automatic systems I do not shars this view. Only an analysis of
the facts makes it possible to assess the cause of tkhe strains,
their extent and the best way of correcting thexz. Wnat to ze seexs
essential is the eirength of the presumption, the importance
attached to basic sclutions as opposed to a simple reflex recponse
to events on the market and, finally, the decision to review tkLe
working of the indicator after hix ponths g0 as to assess wkether

it iz fuifilling its coxplex role effectively.
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As you will have noted, I have attexpted to show what guarantees

of orderly functioning the monetary system itcelf offers.
These guarantees are, first of all, technical ores, rrzely

for preventive measured, establishment of machinery to re-edy thz
. causes of strains. Finally the arrangement goes further than a mere
agreezent on exchange rates concluded beiween certral boris in providing
for the use of domestic menetary and ecoromic policy
instruments, including, where necessary, those within the spiecre

of competence of the governments themselves.

A further guarantee is afforded by the flexibility of tke systex,
which readily permits changes in central rates as a safety valve

and not a mere convenience.
This analysis, however, calls for ihree concluding rezarks:

= firstly, this system, which is more comprehensive, more cozplex
and more refined, combining automatic mechaniscs and potential
. means of action, must be "got off the ground™. It has still
to undergo its baptism of fir9 and difficultien = sone of thex
unexpected = are bound to arise. I trust only « and believe =

- that we have not failed.to see where the real issues will lie,
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= socondly, the system will, as I mentioned earlier, kave to
operate within a disturbed international monetary environment
&nd, in .managing it, we will have to take into accouat

the prospective developments in this field;

= finally, exchange rate stability must correspond to econczic
reality. This remark leads me to our second objectivcﬁ

to ~n3ure that the bacic conditions for the cuscacs 6 <he

Euronean monetary cvaten ara in fact mol:s  the technical
“
condition that it will reflect sufficiently homogeneous

economic policies and performance, and the political ccezdition
that it will help %10 solve the main problexs confronting

Europe?s economy.

(a) In tkhis field, the first priority is to coordinate econozic
policies. Thers is a danger under the sysiem that the relaticnckip
befueen Buropean currencies will not be stable enouzh. Despite
the flexibility which I have just referred to, the =S will te
meaningful only if parity changes are reasonably rare znd reflect
only objective trends, If this is not the case, there will be no
area of monetary stability in Purope, but simply a system of
periodically recording variations. In the long run, stable
exchange rate relationships can be safeguarded only throuch the
convergente of economic performances,that is to say by bringing
down infiation rates and by aéhieving satisfactory balance of

payments positions,

.
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However, although convergence is expressed in terms of fijurcs and
performance, it depends on the joint definition ard monitorirg of
objecfives and policies, that is to say on coordination. Fow
would it be possible for countries to take part in the same exchexng
rate system while at the same time continuing to purcue different
monetary, budgetary ;gd othervéolicies? The EI5 zust therelore

be complemented by a convergence of econozmic policy exterding 4o

the main fields of macroeconomic policy and to the main irsirusmenial

policies,

.
a
.

This means that coordination will have to be much more sysiezatic
than at present and will have to take place before major nztional
decisions likely to influence exchango rate relationchips are actually
taken. It means that the definition of domestic monctory policiesn,
while continuing to be the responsi§ility of goverrxents or central
banks, will become a matter of common concern and will have to te

treated as suche.

We have three assets at our disposal for implementing this pregrazczes
the awarenecs, which was expressed during the preparaicry werk, of

the logical connection betwecen monetary system arnd ecornomic policies;
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recent experience of concerted sconcmic actiony which hos led us to
strencthen cur procedures and to breath new life into the various
bodies which work out the beginnings of a Community econczic policy;
and finally, in the light of these facts, and relying on this icproved
capacity for managing our affairs, the natural concern to make the
major political initiative a lasting success. I do not overesiicaie

r ¥ L

these factors, However, bearing in mind the events of 1978 as I saw

them, I believe they are very strong.

I would like to make a few additiornal points. The first is that
integration is already well develorped éhtween certain Meaber States.

It is therefore not something entirely new nor a leap into the wixowm.
The question is whether the process will just keep going imperfectly,

covering only part of the field and cozmprising only some of the Munier

O’

<]

States, or whether it must inciude 211 nine Nember States and

a stage further along the road towards joint formulation of policiec,

The second point I wwﬁld like to muke is this. Coordinciion ixplies
constraints. However, refusal to accept conuiraints, and these ernotrilats
in particular, always recults in mere inflation ard more uzezploymont

in the long term. ¥ith or without a monetary systemx, each couniry cust

comply with these cunstraints.

My third point is that coordination does not mean a troncsfer of pewerce
There is ws suestion whatsoever of encroaching on anyone's powers
of action. What is needed, during the initial phase, is to develop

1
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consultations, to achieve a degree of policy intezration and alco

of mutual frankness, so that each country can take its own deciciczns
in full knowledge of the intentions, objectives and policies of tze
others,

Having said this, let me be quite clear about one thing: nreither
the procedures that we develop, nor the certainty that there is

a comununity of interest, nor the force of monelary constrainis can
act as a substitute for clearly defined national policies or the
conscnsus on which they must®be baceds However, the Community
can help to foster awareness, it can help to develop a ccomen
assessment of problems (recognition of the neced to be compatitive,
of the requirecments of competition, of the need for moderxticon of
incomes growth and the crucial role of combatirg inflation), and

it can take positive, and indeed, I believe, essential measures

L
.

to supplement national action.

(b) This need for coordination which is inevitably izplied by the
_EMS goes hand in hand with a political condition, which is its
lorical counterpart. The EMS is a basic element in overzll econozic
policy; not only must it not have the effect of unduly curbing
growth in Member States whose currcncies are under precsure, it zust
also prove its ability to help solve the problems of growih and
employment., Hence the importance of ensuring that concertel acticen
becomes a perzanent feature; <this will make it poscitle, throuzh
the multiplier effects of sy=etrically balanced measures, to groviie
some countries with an additional boost to growih, without affeciing

the stability of the others. . Conceried action i3 the moang of

using our interdependence to obtain more growih znd less inflation in

the Community. It is therefore an essential element in the guze.

At the same time, it is an aspect of the general principle of
solidarity which is also a necessary complement to the =3 The
principle of solidarity takes two main forms:. in its cenventionzl
gsense, it applies directly to the charing of the burdens created by
the system. The aim must be to ensure that no Mcmber State is
forced to leave the system because it is urable to bear coasircinis

. e : cr s
which have temporarily become too great; it is only raturzl that

the mexbers of a teamgheuld make an effort to rally round a porizer wzo

is in difficulties: this effort is reflected in the Cozzuniiy's

ot



machinery &= providing aid, such as medium-term financial
assistance and balance of paymenis loars, the role of which ic to

enatle a Member State in difficulties to overcoze its problexs

" while remaining in the system.

. L.

Solidarity must also take on a new aspect that is linked to tae
nature of the systeme The IIZ5 cannot develop successfully in the
long run unless it is accompanied by harmonizat;on of production
and tradiﬁg conditions, that is to s;& harzonization of structures,
between the Member States participating in it. Warere the econozic
weakness of a Member State is due fto incdequate developzent of
technology and infrastructures, or where there is not sufficient
capital available t¢ finance %he necessary investzent, the
Community must help to overcome such problems. It cen do co,
firstly by providing the‘necgssayg capitaly the Cozzunity's
Btruétural instrumenis are developing rapidly and cen pley a
growing role. Secondly, the Community can help the Mexzber CTtates
concerned to fit their selective projects into properly integrated
prograxzes which will provide a gereral and political frazework
for specific schemes and will ensure that the measures taken are
along the right lines, i.es. coniribute to thé modernization of
structures and convergencees Solving thece problexzs would.enrich
the Conmunitiy as a whole and would represent an investrwent in the

future; it is an essential aspect of the 2S.
[ ] .
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At the samec time, I am opposed to indiscriminate trancfors dezigmzd

to finance consumption or to mask economic divergences texzporarily

. without tackling their roots. Such trancfers, based oa the

feeling that the rich countries will pay, woulcd mean a net

impoverishment for the Community which would sooner or later teccze

intolerable,

I apologize for having spoken at such length on questicns with which
everyone is familiar and for having épparently wandered away froxz
the subject on which I was supposed to talk. However, if I did so,
it was to illustrate the subject better. The EiS and its

necessary associated aspects, namely policy coordination, econoxic
convergence and solidarity, carry s mcuentum which goes well beyoand
the strictly monetary framework. If the EMS is to rezain stable -
and lasting, the whole range of instrumental, macroeconozic and
mediun~term policies must graduaily be integrated. This is what

is meant by the march towards econozic and monetary union.
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IV « I now come to the poscible ways in which the systex migh
develop. They are difficult to foresee because they will, in large
measure, depend on the way in which the system operates. In th

:;; normal course of events, developzents might take three main directiors:

1¢ The present arrang'e'ments for' depositirg reserves could be
transformed into a Cozmunity reserve systea . managed " by

the EMCF;

2+ ECU could be created against the deposit of national
currencies and no longer against tre deposit of gold and
foreign exchange reserves alone, with implications for tke

conditionality of such creation;

3. The ECU could gradually tzie on the role of an instruzen
for settling private trancactions and of a reserve currercy,
and thus no longer cerve culy &3 a zszans of settlezent

between central hanks.

20atinallt

I will not go imto.more details these three points.,

I would, hovwaver, point out that these three developcentis would Lave
the same point of convergence, nazely the developzent of a sysicz trecadly

based on the multilateralization of bilateral relations = into a system buil:
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poles, and a strong common centre,

sarourd strong national the ECF or any other body that tecase the

focal point of the new European monetary organization ' -

. A

Where credits are concerned, drawing rights on a fund would replac
ceilings for swap z:z-ed.:.'cs.lt &'ieal'fs"% p?vs;fllbxlg tl};%.;;er be cerely =
instrument for carrying out calculations but a reserve incirucent,
ranking with gold, foreign exchange and SDRs..\nd].kno“/thatthcrc is
nothing to prove that the creation of a Euroocan rescerve currency
will be dc51rable ['am well aware that those seemingly technical
developments would, in fact, be a truly revolutionary step.

I em also aware that, if sychdevelopcents are to take
place, the E'S must, during its transitional phage, perform
satisfactorily in the eyes of all those taking parte I will be the
first to admit that there is me advance guarantee of successe 2t
a failure would be both the consequence arnd the cause of exireze

difficulties in Europe and I an conmvinced that there is no

alternative to succesa,

V -~ As T mentioned earlier, succecs depends in part on the relationship

which can be established, in the imrediate future and in tke loxng terz,
between European currencies, and I am thirking here of all European
currencies, including sterlinge I hope that the United Kirpdez, wzicha
is a signatory to the systen, y:ill be able to tazke part very sccn. T:ze
forging of this relationship deperds in turn on a cweceping zove towardc
integration in Europe in the different areas to which I rcferred
earlier, PEut success also depends to a large extent on the |

relationship which will be establisked between the sycstea itsel?
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and the interrational monetary system, a.nd) in particular the
~dollare The emergence in Europe of a zore of monetary stability

i8 in no way an indication that the Community wishes to tzke a
stand against the United States but it does mean that, in order to
defernd this stabilit'y", E.\.Lrope' must enter intok a constructive
dialogue with its major partmers on the fﬁture of the interrational

monetary system,

Thise aasuﬁes, first of all, that
. nor—-member countries with

similar interests which play an important role in world affairs could be
associated to that venture.

I will not attexpt to list the countries which, as provided for in

the Bremen Communiqué, should, if they so wich, be perzitted to

do so. I am convinced,; however, that it is in

the Community?s interests te cooperate closely with the other

countries in Eurcpe; it is ©ty no means my intention to propoze tze

setting up of a bloc but to strengthen the btase of the ES axd

thereby to increase its chances of success.

. Implementation of the ENS is linked to the strergthenirg of the

international monetary system; its durability will largely deperxd

on its capacity to contribute to this objectives
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The creation of the EMS has, as such, a positive role to rplay in tie
development of the international monetary system; it shows, firsﬁ

of all, that there exists in the world a group of countries - and
strong countries at that = which is dissatisfied with the preseat
disorder and which no longer accepts that exchange rates should be
allowed to fluctuate arbitrarily. Far from facilitating <h
international adjustment process, the system of fluctuating excrtang
rates has in part hampered it; apart from the oil-~producing
countries and the sub-redistribution which has taken place in Zirope,
the breakdown of the major groups of countries into creditoers and
debtors has remained the same as in th; early seventies; furtherzore,
the scale of intervention on foreign exchange markets has been much
greater than under the system of stable exchange rates, and this has
exacerb#ted the problem of liquidity, which the system of fluctuziing
rates was supposed t0 allevizte,. In this reSpc;t, the EIS thus
represents a fundamental phange in attitudes, i.e. the abandonment

of the absolute belief in the virtues of fluciuating excharnge rates
and,.conversely, the certainty that stability, a factor conducive

to growth, is the result of strictness and discipline,

But the EMS also has a direct practical implication. There is a

iéndency to attribute sole responsibility for the monetary disorder to
the dollar but we should not forget that a number of crises khave

been triggered by instability in Europe and not by disarray in Azcrica. It

f£alls to us to eliminate tkis occasional cause of world inztability.

'
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You will therefore excuse me if I resort to what the French call
the "Coud method", but I believe in the virtue of the precep:
set out in the doctrine of the Order of St Deminic, which states
that "teaching is nothing without example'; at the risk of
appearing hafve, I believe that demanés for the restoration of
a sound international order will carry more weight if Europe
first sets the example, by encouraging its partners to play
their part too:l Lastly, the EMS possesses what I will term a
"diplomatic™ force: during ihe transitional phase in the
development of the internaticnal monetary system on which wo are
now embarking, the EMS p}esents Burope with en opportunity
graﬁually to speak with one voice, on at least equal terms,

and thus to defend its own interests more effectively.

e ]



The directions which the dialogue may take are becoming increasingly
apparent, with the collective awareness in industrialized countries
of the urgent need for closely coordinated action being ore of the

post encouraging features of recent years.

(a) The first of these directions concerns moves to corbat, through
intervention on the markets, exchange rate movements which kave no
economic justifications It is to be Qpped that the decisions
taken last November foreshadow a much greater degree of

systematic cooperation beiween major monetary groups'ai:ed at
amplifying and diversifying the means available for waging this
combate They are the manifestation of a very welcome common will
and, in the case of the United States, of a better appreciation
of the dangers of monetary instability. As a monetary entity,

the Community can play a major role in this connection, as do

some of its Member States alreadye.

(b) The second line of action toncerns the formulation of national

economic policies that are compatible with the objective of

international stability. As I pointed out earlier, in the case of Europe,
the

this will possibly be greatest challenge since it does not irnvolve
?

simple mechanisws or the direct external constrainte.
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Thi®s can be helped by the more systematic organization of the
dialogue, the joint consideration of domestic monetary policies,
and the effective application of the provisions giving the
‘International Monetary Fund a supervisory recponsibility. 1In
this connectior, I ap, convinged that it is in Furope®s interests
to help to Btrengthen the IMF. Just as we are trying to orgunize
ourselveos, on the basis of accepted disciplinés and a strorger
common organization, so we must wish for similar charactoristics
in the international system, and so we wouldnlike to see at

least par£ of what we have considereé'good for ourselves to be

practised at intermational level.

It will take time to develop this closeness of policies, this
awareness of the internmational effects of natioral decicionse
However, since there is no irternational monetary syctem that
would impose, through its own téchniques, &n oblization to restore

equilibria, this is the road which must be followed.

(c) The major question of the control of international liquidity,
.and in particular of the Euromarkets, is more conmiroversiale. Many
arguzents have been used to oppose attempts at action in this area.
In particular such action has been termed unnececsary (the real
source of the liquidity problem is said to be irappropriate national
policies), ineffective, and ex;en dangerous, since the Euromarkeis
have helped prevent, and are contiming to help prevent, cerious

disruptions comnected with lasting balance of payzernts disequilihria.
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I believe however that we should look more closely into wiys of

drawing benefit from the system while avoiding its excecses,

After all, 1f is not a question of!establishing coantrols in tke adverss
sense of the word, but, as central banks do at national level
throughout the world,.of seeking ways of containing mency creation
within limits which are compatible with overall equilibrium, This
opens up a whole field of thought, and, one day, of action, which

I believe to be important.

(&) The factors I have outlined, though inevitably not exhaustive,
show that in my view any progress in the international monetary
field will depend on methodical pursuit of all the possible aveaues
of approach, which are linked by the need for close international
cooperation, I do not think we should underesti@ate the resulis
that can be obtained if joint action is sufficiently systexmatic,
éufficiently continuous and, of course, on a sufficiently largzz

scale, for all action has its minimum threshold of effectiveness.

As I have said, I am certain that the will to achiave monetary
uanion in Europe, seen as a means of participating more fully in
necessary joint action, is a valuable factor contributing to the
success of such action. It ui;l strengthen the multi-polar
nature of the world econony. What I do not know of course is
how, in detail, the world system will evolve and whether the

trend towards what is a particular aspect within this zulti-polar

system = the trend towards th use of a larger nurber of reserve currescies —




will become stronger, thus in the long term radically chargirg
the fcaturee'of the internationnl monetary systgm. Perhups orne
day we will see the ECU playing an international role, tut that
day has not yet cozes We ncs? time to firmly ectadblich the new
European ocheze, to decide on how it should develop arnd 4o access
whether the ECU, having performed the role expected of it, can
fulfil new functions,.

One thing I am sure of is that the present period is first and
foremost, whether we like it or not, a period of consolidantion
and organization that involves much difficult work but is
absolutely necessarye Withcut indulging too much in idealictic
daydreams, we must endeavour to dcvélop effectively the links
between the major economic areas, and to build 2 Puropean cystea
which will in itself be a factor of equilibrium,'an excrple of
discipline which is both voluntary and organized, a coantribution

to ths woerld order and the tasis for European union.






