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first, the implications of the integretion plans for internal finencial
stability in member countries; and second, the problem of balance~of=payments
equilibrium, The two are so closely related that discussion of one leads
right into a discussion of the other,

The question which the first point raises can be stated as follows:
Is there anything sbout the integration arrangements--those in existence or
those proposed-=that can be expected to exorcise problems of internal
finenciel stability in Europe once and for all?

On this question;, I em tempted to modernize an old saying by
suggesting that nothing is certain but death, texes, end crises in some
country's balance of payments,

It is e central fact that under the Common Market, each member
country reteins its own national currency end its own ultimate control of
it, It is also a central fact that the institutions of the Common Market
have no police power (in the sense of armed force) to enforce their decisions,
The bald implication of these two facts is that if & member country were to
decide firmly on & highly inflationary course of action (or in what might
be the more likely case, to refuse to implement measures necessary to halt
8 serious inflation already under way), and if, as a result, it had to suspend
trade liberelization during a prolonged period of time, there is little that
the other Common Market countries could do, save to retaliate; and in such an
event, the Common Market could of course fall apart,

But it would be misleading to stop with the facts I have cited,
In signing end ratifying the Treaty of Rome, the member countries have
underteken serious commitments, Among these commitments is that of Article

10l;2

Each Member State shall pursue the economic
policy necessary to ensure the equilibrium of
its overall balance of payments and to maintein
confidence in its currency, while ensuring a

high level of employment and the stability of
the level of prices,

In addition to this, in Article 105 the member countries have agreed thet

"in order to facilitate the attainment of the objectives stated in Article 10l,
Vember States shall coordinate their economic policies.,” In Article 103 they
have agreed that "Member States shall consider their policy relating to
economic trends as a matter of common interest."™ And in comnection with all of
this, they have established & Monetary Committee which, it is true, has only
"eonsultative status" (in the language of the Treaty), but which is almost
certain to play a very influential role,.
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It is not without significence that the Treaty article establishe-

i ;ingﬁthemﬂbnetaryVGQMmittee is found in the chapter on the balance of pay-

ments, In other words, monetary questions of mutual interest to all parties

o “under the Treaty are viewed as being of such interest because of the connec-

tion between internal monetary matters and the balance of payments, It
seems to me that this view is correct for purposes of the Treaty, If a
country's internsl financial policy and problems had no potential impact
‘whatever on other members of the Common Market, it could be contended, with
considerable justice, that the internal monetary affairs of member countries
were of no concern to other member countries or the central institutions of
the Community, However, the monetary behaevior of any member country does
have an impasct on the other members; and that impact is transmitted through
the balence of payments,

In the first place, because of the freedom of trade which is pro=-
Jjected for the Common Market, excessively inflationary or deflationary
policies in one member country would quickly be transmitted to the others,
In the second place, if sny member country gets into balance of payments
difficulties it may call on the Cormunity, under the Treaty, to provide
assistance in one or more forms, Seversl of these, including the possibility
of suspension of trade liberalizetion, could be costly or create difficulties
for other member countries in the Community, Thus, the member countries do
have e legitimate interest in each other's monetary behavior,

There has been much discussion as to the proper epproach to the
balance-of-payments question inside the Cormon Market, Some people argue
for techniques which they believe can prevent balance-of-payments problems
from arising inside the Community, and three such techniques have been
mentioned: a common currency, the "coordination" of the economic end
financial policy of all member countries, and & system of floating exchange
rates, Other people argue that balance of payments problems cannot be
prevented from arising, and that one can hope only to eliminate or moderate
their impact, The main suggestion on this is mutual assistance by all other
members to the country in difficulty, oOf course, these four ideas sre not
mutually exclusive,

I shall not attempt to discuss the four in detail. As for the
proposal of a common currency, I suggested earlier than this is not a
realistic possibility now or in the foreseeasble future, Two of the other
three ideas are incorporated in the Treaty: +the coordination of policy,
and the possibility of mutual assistence, As for a system of floating
exchange rates, such a system is not necessarily incompatible with the
Treaty, (But it is important to bear in mind that this question also
involves the IMF,)
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~Whet I want to sey mainly about these four ideas is that there
is no magic in any of them, By this I mean that none of them eliminates
the need for a high degree of internsl financial stebility in each of
the member countries, This is essentially true even of the conmon=currency
idea, even if e common currency does permit variable rates of economic ex-
pansion in the various segments of the area it serves, I suggested earlier,
you will recell, thet a cormon currency would not eliminate balence of
peyments questions as betwoen the Six and the rest of the world; end it
mekes no sense to suppose that the Common Market would be concermed if
one of its member countries had e belance of payments deficit, but would
not be concerned if sll the member countries collectively had such a
deficit, If & serious deficit of this kind were to be avoided under a
common=currency arrangement, a requirement of financial stability would
exist implicitly for the Community as a whole,

A system of floating exchange rates would also ultimately require
financial stability; for under such a system, a sustained inflationary policy
in one or more member countries would ultimeately be disastrous, despite the
mere technical possibility that balance of payments deficits could for a time
be avoided by letting exchange rates float, (By this I do not imply that I
am necessarily opposed to floating exchange rates; I mean only that such a
system is not a substitute for sane finencial policy,) As for coordinetion
of policy emong the member countries, this is of course desirable, provided
policy gets coordinated in the right direction, Finally, mutual assistance
is no substitute for correct policy; it is merely a way to tide countries
over until they have mede necessary chenges in policy, and until such changes
have had the desired effect,

I have been discussing these matters solely in relation to the
Common Market, However, practicelly everything I have said about intermal
financiel stability and belance-of-payments questions is equally relevent
to the Free Trade Area, Granted that in the last analysis every country
needs internal finsncial stability, that need is especially acute for countries
forming part of a system which aims at substantially complete freedom of trade,
Although to a lesser extent than the Common Market, the proposed Free Trade
Area would be such a system,

However, the need for financial stability is one thing; the prospect
of achieving it under either or both institutional plans may be something
quite different, although there are grounds for an optimistic view, First
of all, it seems to me that from postwar experience the countries of Western
Europe have gradually learned (some more slowly than others) that certain
rigidities in modern economic life greatly reinforce the need for sound
monetary and fiscal policy., Secondly, there are the formal
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-~ commitments under the Treaty of Rome which I have already cited; I think

these should not be regarded as merely verbisge, Thirdly, the very danger
which will exist under the new institutionse~the danger of very large
balance=of=payments deficits--should make parliements as well as govern=
ments acutely and continually conscious of the need for internel stability,
A fourth hopeful sign, it seems to me, is the recent drematic change in the
French political picture, What this may mean economically in the short
run is not yet olear; but in the long run it should certainly tend to
oliminate what has hitherto been en important source of economic instability
in Burope during the postwar period,

I would be misleading you, however, if I left you with the
impression that in my view there is a strong prospect that importent balance
of payments problems are unlikely to arise in Europe under the new in-
stitutions, Our own domestic concern with the problem of preventing inflation
under a system dedicated to the principle of high employment should be a
sufficient warning of the difficulties that can still arise, In appraising
the prospects for currency stability in Burope, one should bear in mind thet
in ell probability the success achieved will only be relative,
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