




















= 7 = The European Nonetary Agreement

having withdrawn. After these initial periods, a country may withdraw
from the System at any (annual) remewal date, and from the Agreement as
a whole at any time on three months! notice. The Multilateral System,
or the Agreement as a whole, will be terninated whenever members repre-
senting more than S0 per cent of the contributicns withdraw from the
System or from the Agreement as a whole, respectively.

Vithdrawing members will receive their contribution by being
allocated the corresponding proportior of the cash held at the Fund at
the time of withdrawal and of the repayments of credits grauted during
the period of their membership. 1In the case of termination, the assets
of the Fund will be approportioned among the members as well as between
the members and the "residual® capital (originally transferred from the
EPU) according to the initial contributions.

The liquidation quota attributable to the "residual" capital
will be divided among the members according to a specified schedule,
unless the U. S, Government in consultation with the OEEC decides "that
these amounts should be earmarked for the benefit of the Members of the
Organization, either irdividually or as a group," In any case, this
quota, in line with the original intent of Congress in appropriating
the sum for the EPU, "must be used to facilitate the maintenance of
transferability of European currencies or to promote the liberalization
of trade of the Member countries of the Organization with one another
or with other countries, to promote industrial and agricultural pro-
duction and to further the maintenance of internal financial stability,.!

The Council will have power to suspend a member from the
Fund and the Multilateral System "if it fails to fulfil any of its
obligations under the Agreement." 1In that case, the suspended country
would immediately have to repay any Fund advances, but would remain
liable to calls on its contribution to the capital.

Chaqges in the Code of Liberalization

In connection with the European Monetary Agreement, and in
preparation for convertibility of currencies, the OEEC has made some
substantial changes in the Code of Liberalization.

The main problem involved concerns the question of whether
or how far a member country should be permitted to retreat from the
principle of intra-European liberalization if it feels unable to extend
the same degree of liberalization to the rest of the worlds In this
matter, the points of view of the U. S. representatives and of those of
most~~though not all--European members showed the sharpest differences.
liost Europeans wanted to preserve intra-Eurcopean liberalization even at
the cost of some confliet with the principle of world-wide non-dis-
crimination while the U. S. representatives tended to put the principle
of non-discrimination first,

The final compromise will leave much to the actual interpre~-
tation of the general rules announced. AS a matter of principle, a
member country will be permitted to suspend intra-European liberaliza=-
tlon "in cases where its balance of payments was developing adversely
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at a rate and in circumstances which it considered serious in view of

the state of its reserves." However, the OEEC, before permitting such
Suspension, "shall pay regard principally to the incidence of specifical-
ly European factors on the balance of payments position of tha% Wember
country, unless it is a country whose balance of payments is fundamental-
ly influenced by its relations with non-Member countrigs" and "shall

take into consideration the desirability of maintaining intra-European
liberalization and the advantages of reciprocity" (underscoring supplied).

] Similarly, if a member country fears that the extension of its
intra-European liberalization to the rest of the world "would cause it
serious balance of payments difficulties," the OEEC would examine the
situation "from the particular point of view of its balance of payments
and the probable trend of that balance" and then "take active steps to
seek methods of co-operation which, through concerted action by the Member
countries, would make it possible for the liember country concerned to
avoid being constrained to reduce its European liberalization so as to
apply a lower level of liberalization on a non-discriminatory basis to

all the contracting parties to international agreements covering a wider
geographical field than that of the OEEC." Only if these "active steps®
fail, would the member be permitted to reduce its intra-European iiberali-
zation by "the minimum extent necessary.%

Altogether, the compromise seems to incline more toward
European "integration" than towerd world-wide liberalization; however,
the success of the "active steps" of the OFEEC members--probably meaning
the exertion of pressure, primarily in the INF, to permit discrimina-
tion--will presumably depend on the vigilance of the U. S. representa-
tives in the international organizations as much as on the determina-
tion of the representatives of the OEEC countries.

Conclusion

Detailed speculation as to the probable working of the Agree-
ment would be premature since we do not know whether or under vhat cir-
cumstances the Agreement will actually come into force. However, a few
very general remarks may be permissible.

The Fund may well play an important role in helping to over-—
come the reluctance of some of the weaker European countries to make
further progress toward currency convertibility and trade liberaliza-
tion. This function will be particularly valuable if the policies and
transactions of the Fund are coordinated with those of the International
Monetary Fund,

The Multilateral Settlements System may well turn out to be an
institution of potential last resort rather than an actual clearing
mechanism. If the inter-European arbitrage system continues to expand,
virtually all inter-European transactions will be cleared through the
market rather than through the System. Nevertheless, the System may
well prove useful because the European countries may be encouraged to
rely more extensively on the market mechanism by the assurance that,
in the case of an unforeseen breakdown of that mechanism, there is

ATAM T MIIMT TAAMTNANT








