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SECRET

QHE"FUTURE”OF'INTRA-B'ROPEAR1PAXMEELS

Memorandum by the United Kingdom Delegstion(l) )

It will be necessary for the. Orranls“tion for

European Economlc Co- operatlon to.agree upon the lines
_-of a new Payments ‘Séheme at an early date. The Council
decision: of the 2nd.llovember 1949 Oeclded i to widen

‘the orea

of transferébility of currencies amohg the

member countries by suitable measures in thc next intra-
European_Eaxmgnta_thnmaﬂ;wthere is: an obvious necessity

for the -ineluston—of —some" description of the suitabls

'mesures

on roncral_llnes, if not in detail, in the

Second Interim Report, or in the supplementqrv Reports

with which E.C.A, must be provided for their work in

connexio

n with 7 the Third Appropriation; the Orgenisation.

is comnitted to a review of the existing scheme by the

15th Jonuary 1950; and we have now becen asked by Ar.

Bisgell

2e

to give urgont consideration to hlS proposals.

,Théwppasén%~agpeemﬁnt lasts noninally until

the 30th June, 19503 but—it-hes alreﬁdy beccome obsolete.

The decva

luation of most of the European currencies,

the introduction of measures for libecralising intra-

European trade, and the continued economic progress
in & numbor oﬁ,_gunxrigﬁ_alncc 1st July, 19249 have

altered:

the_whole background; and some of the principal

objcctions which were raised during the poriod of

ncgotiat
have a 1r

ion such as the unrecliability of forccasts,
sedy been -justificd by the rcsults obtained

during the first five months of 1ts operation .

3, A
ted in.a
possiblc
not cdisc

s it is obvious 'that some chungv must bc cffec-
svstcm whore the.calculations have bccome im-
’ “nd the incentives are wrong, in thaet it docs
ourage crcditors_and debtors from meintoining

(1) This

Mcmo was submitted by the U,K, Dslogation to tho

Seeretariat on I5tH Doccmber, 1949,

4215
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a gtate of unbalance, it seems opportune to look for a system
which will at least move in the direction of post-®E,R,P., condi-
tions when there will be no Z.,R,P. dollars and no counterpart
funds, and Auropean trade will not be financed by drawing
richts in the form of grants,

Iy, A-riew scheme of a much simpler kind is needed in which
financial facilities in Burope are not directly linked with
2,C.A, dollars; but Z,C.A, dollars allocated to oart101bat1ng
countries in the division of aid can be firmly allotted, subject
"always to the overriding control of Z.C,A, ‘Such.a. schene ‘must
also provide for freer transferablllty of European currencies

and thus form the natural counterpart to the measures taken to
liberalise trade in Rurope; - and, together with any progress made
in formlno reolonal groups, it would constitute a most practi-
cal contribution to the integration .of. Rurcpe,

5. Therefore the main requirements of the new scheme seem
to be the following -

(a) It should be as simple as possible and. should restore
some’ of the normal incentives which &@re so obviously
‘missing from the present system, e.g.:

(i) to the debtor to imprave: his -position and not rely
' always on having deficits made good with no obli-
gation on his part;

(11). to the creditor who, without restricting the
flow of goods, would import as freely as possible
from: hisbuuropean debtors.

(b) To ‘achieve this reformation we should substitute credits
or loans for grants; and creditors should no longer run
the risk of losinw dollar aid 1f the credits oranted are
not talken up or spent in other countries, Thus an ob-
jectionable feature of the:present scheme, which had
the effect of making a surplus an objective which must
be achieved and. 1nteffyr1nr with: the pattern of trade,
Would be removed,

{c) The crudits grantsd should be enough to-cover any.

' ‘reasonable swing .of payments in cither direction, They
would not bYe directly linked to. B,R,2. dollars, but would
be granted in national currenclos ansainst the oroad
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background of dollar aid and in fulfilment of the
pledges of European Cooperation., Most participating
countries will not be able with any certainty to
know whether they are going to be debtors or credi-
'tors and reciprocal. crodlts arc thorefore egsential,
The return to this morec normal system of financing
would make it unnecessary to attempt to forecast
with any accuracy the surplus or deficit of sach
country with cach of the . others for a periaed shead,
This has been found impossible in bractlce arnd will
be even moré impossible under conditions of froor
tradeand payments, The fixing of limits for such
reciprocal credits should be bascd proferably on
some" standard of past experience, e.z, the volumes
of trade in the orocedlnv year,

éd}—@h@—seﬁeme—must bo multilateral and not bilatural

(oY

@)

whiéh moans that ‘any country Tust bc able to~uso a
surplus in its curront paymonts with a second country

to offset @ doficlit in its current paymonts with a
third ceountry,

Froc transforability of European currencigs can only
be maintaificd in prescnt conditions of gold and
doliar shortagec insofar as the schomo provides
adequate scope for froo exchanzos of goods and services
_without loss of sold or dollars -No country-can be
,axpaahad_tawmalntain for long fr ¢ imports or allow
transfers of its currcncy to other countries whcn it
is losing gold, 1If, thcrefore, the schcme is to
ﬂaﬁilitaﬁc_tha-liboralisation~of-trado,‘it,must, so
far as possible, rcduce to a minimum the risk of gold
‘payments, so that thoy become the wvception and not
’the rule; .

Gold_and dollar payments in Burope cannot be entirely
excluded ‘bocause no country can bo expected to extend
‘untimited —crecdit, In the last resort we must be

" preparcd to sco nold move, (provided it is tho last

'rcsort01*=But beforo this point is rcached it 1is
desirable for the crcditors and debtors conccrned to
seo_whcether balance cannot bo recstorcd in any way,

.If this cannot be achicved by incrcased imports by the

creditors, devaluation of currcncy or internal doflation

by tho debtors or the convorsc by the croditors

4/12

20/12/2013



(cvce

THD/ DL/ LYDU/ 0 : -l -

(such moasuros, of coursc, takc time to put into- effcct),
or rostriction of imports by the. dcbtor must be considcoe
red. . It ha's boon clear that, in such -eircumstancos,

'whvro bilatoral’ arrangcuoents have boen in forco, a debtor

will rostrict its imports, whon msasureés by tho croditor
arc. of no avail, and will discriminate in recgard to a
partlculﬂr country to which it is losing, or isin"
danger of losing, .gold and restrict transfors of its

currviney theroto, “This was rccognised in the Council's
docisions rvlﬂtlnr to tho llbcrmllsatlon of tradc, Thore

will be: gimilar ruact’ons in any multilatcral .scheme whon

‘the dcbtor countrics can’ only acquirc a scarce currcney
‘by dipping into their rescrves of gold or ‘dollars, =~

Unlcss. the ercditor, can romedy tno 0031tion, dobtors may
bc cxaceted in most cascs to discriminato by import
PuStPlctlonS &?wiﬂﬂ%wﬁh&“SCﬂPCL currcncy~tn—prﬁf*r:ﬁcs
to dovaluation ox dcflationary moasurcs which would lcad
to a r\duction in imports ovcr a much wider ficld, This
would bo: rctrogrgd" :8tep in view of the progress in

1ibeo r11131ng ‘trade, and.und: rlln\s thu-nuod for_adoquate

crcdit f%cilitllgi;

It must bo rccogniscd that there will be diffieﬁ1tins_in—
fitting into a schomo of this kind countrics whe-arc
pcr31stont CPJdltOPS or d: btors -

(1) In considurinW'tnc casc of the. crcditors with

‘ surolusocs in . Europu cxeseding thoir dollar—dsricits
in thc cxistirig scheme spt clal allocations—ofdollar
nid wore D?OUOSud as a‘comp.: nsation for ths ercater
oxtension of ercdit in'furops, But this dollar aid -
docs raduco.thoe. total amount available—te—the—other
0.3,E.C. countri:s.who ars in groat nesd-ef it
It cannot thorafore -be rocommondced unlo ss- the
creditors countriss have takon stups to ¢
imports from their Buropcan partnors to thu maximunm
po.,31olu sxtont and: hhvv'vrgnt 3d .crodits on_an
adcquate scals,

(41) Where countriocs arc pchistont dzbors and havo
" inadequats gold rescrves and, hoavy commitmonts for-
ruconqtructlons, 1t 1s difficult to sxpcet thiir
Buropcan creditors to grant unlimited cradit,
H-rc¢ again, thcre may bo a casc for:spucinl
allocations of dollar ald to bo uszd in Furopcan
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scttloments aftor crcdits have beon cxhausted,
but . the conditions on which ‘thoy should be
mado necd furthor carsful considuratlon

6. Tho two contral foaturcs of any schome must therc-
forc be’ willingnoss of the participating countrics to
“grant crudlts in somc form for the bonefit of othor purti-
cipating countrios who may bccome thoir debtors, and pro~
visions to cnsurc that thc dobtors can uso the crodits ©
granted to cover currcnt poyments in any country -associated
~with-the-schomo, Thcre arc soveral difrorcnt weys in
which. thésc two featurcs can be. combinzd,

For instynco " . -

{a) A currc ncy pool makinﬂ usc Qf a ncw monctary‘un;t;

(b) curroncy nool makin usc of members?! burr*ﬁciosj

{¢} an-arrangcment by which Europuan Cemtral Banks B
- -should oxtund global crodit margins; or

(&) =an-arrangcment whcroby thoy oStablish~rdciprocal
- crodit-margins on a bilatoral basis with some™
provision for the transforability of currcncics
or componsations.

Thorc is 1littlo practical differcncc, tnough ‘somc import nt”
paychological difforenccs, botweon (2) and (b). Tho main
‘practical difforoncs is that, undor (b), no now monctary
unit--of account is uscd and tho right of ~ach mombor to
borrow and its obligation to lend aro oxprosscd in its own.
GUPToncy, Whorcas undor (a) & monctary unit is uscd which
automatically i providcs an cxchangc gucrantec, Sspocially
dosigncd'ror‘tho'o E.E.C. mombcrs, In rogard to (c) and
td be lcss. sup“rvision from the éentrs and
loss attraction from an 0,%.5.C. point of vicw, There
are;—of-eoursc, a numbcr of tuChnlCul objoctions of - .
differcnt woight to all the schemes and whilc it would not
be right-to rojcct any of thc schomos as substitutcs for
the precscnt onc .the U K. Dclogation is of opinion that, of
all the zltcrnatives, thorc is a-clec advantage in
soloctlng the first which wo might cull for prcscnt
vpurposcs the 0. E.E C. Currcncy Pool vith its nocw monctary
unlt of-account,
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7. Bcfors considoring the main provisions of an 0,3,E.C.
eurrcney pool, wc must have & clcar idoa of what its. position
will bc in tno Buropsan poymonts svstem and how it will
function, - In ro commvndlnv the “introduction of such & -systom,
the UK, Dcl gotion would “not advocatc tho dlsturognCA of tho .
cxisting payments agruomeonts,. Thorc is no point in ovorturning
o system which in mony cascs has cstoblished goncrous crodit: -
margins without rccoursc to scttlomonts in gold, As at .
prosont, thc bulk -of Intra-BEuropcan trade will be. financed by
the provision of Europ.an currcncics undor thoso agroomsonts,
which arc noccssary to formalisc other mon:tary arrangoments,
including facilitics for financing tradc with thc wildcsprcad
multilateral system of the Sterling Aroa, the Storling Trans-
furable Account Arca, ond -the Monctary Arcas of othor partici-
pating countrics with torritoriss—everseas, -The-Currcsney
Pool would ther:forc not be uscd as an automatic means of |
settloment of all intra-Europcan payments, but as an additional
moans of paymcnt . to be cmploy:d after the oxisting rosourcas
have boon fully uscd, . Thus, in a way, it would act as @
substitute for gold at a point whoro oxisting rcsourccs would
be inadequate but would still introducc transfopn bility in
Buropc, Whilec: it is truc that gold must romcin th* £innl mcons
of scttloment, it would. succcod in -pushing off th"t scttlcment = _
toa point wihcrc it could more C”sily boe- avoided.

8. Here 1t moy be appropriatc to say that whore any schemo
of this kind is introduccd:to supploment the .Intra-Zuropcan
payments systom,. it will %o ‘the iamtention of the U,X. Gov.rnment
to “551st, a8 far-as it con with the facilitics providcd by A
gtorling, which’ it is hopod can play on important part as a moans
of-sottloment in cny multilateral systca which is likcly-to
develop in:futurc, The usc of steorling at-pros.nt -tekos dif-
forent-forms; in

{2) tho.storling Arca, in«whigh‘théro arc no cxchongs
~ rggtrictions at all;:

(b) the Transforable Account Aron, in which storling may bo.
.frsoly used-for current transachions undor the-
supcrvision of tho monctary. authoritics of the
countri:s conecrrod;. and
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(c) tho arce of administrative trﬂnsfunbiljty, that 1is;
‘thc countrics” outsidc thé Storlins Arca botwoeon”
which we .allow sterling to be: usod An spu01;l eastsy
subjcet to the ~pproval of tho B’nk of England

Al;:oountrios-partioip:ting in thﬁ-schdmn would naturally“’
have the facilitics providcd under (a) and o numbor may
have the facilitiss undor (b) and (c). The possibility of

using such-facilitics to.the fullest cxtont possiblo is
undcr constant con31durﬂtlon '

9. As mentiontd bcforo, the setting wp of on 0.E.5.C.
Currcncy Pool would'ﬂopcur to be 2n important stcp towards
Buropceon intesration, It would" not nowcver, Do naeossary
or desiradlc to make: sach arron ~Lmvnt don. ndvnt upon.. the
ercation of soma spocial ncw 1nst1tut101 It i§ to bo
hopgd that such. o schome could be run by ﬂmpgdy which cithcr
forms part of,.or acts: under Lze—supvrvﬁqion of, 0,5,E, g
with the Bank of Intcrnational Settloments os tho day bto
dav agent. Thore is no doubt thit it will rcquirc constant -
.supc rvision, but 1n & way whichcould. be successfully
handlud by cxisting 1nst1tutions

10, As rcw"rds tho srevisions of tho proposcd 0.%.3.C.
Currcncy Pool the main ono «‘wéuldybC’QK”thc”fbltUwing~1incsfw

(= ) a now unit of =ccount would bo constltut d ‘having a
valuo fixed in tvrmﬂ'oﬂ.dollars with corrcsponding
rotes of cxchange for' cach Europcan’ currcncy; and.
ceeh membor would k;cn un .account with thc Pool in
‘that dﬂnomlnhtion~

(b) cach member would undértake, to acccpt this unit -of
account in cxchange for its own currcney up to o
cortnin limit .er gyatay

(¢) cach mombor would be cntitlsd, to borrow this unit
of nccount up to o certain limlt not nccossarily:
tile ‘samn limit as in (b), and to uo, it to acquirc
the curroncy of othér mimbo rs for ths purposc .of
meking cvrrvnt pavmcnts to . them-

(d) thc quotcs tnus‘roo;vsvat the lim;ts within which

cvery mcmber is roquircd -to lind ~nd is -ntitlcd
to borrow;
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(c)

(£}

11,

where these limits ~ro cxcocded, gold would beccome

-payablc, but it can be provided that for 2 given sum in

cxcoss of the proscribed limit only » froction soy 90%3
shall be payable or receivable in gold and that for a .
further given sum, some larger. frqctian say. 60% shall be

payable, By such means ampls warning would be.given before

the final limit is overstepped and 1007 gold becomes
payuble, glving time for the necessary remedial measures;

rnothing in the foreg01ng need prevent 2 member from
volunterily rdising the limit for its holding of the units
of account after they hed exceeded a certain perpent”?e

of its quotea;. the Pool could ~lso allow = member to.
overdraw bevond its borrowinp quota in suitable crses;

- each member would be obllged to sell units of qccouni: to
" the Pool against gold on a request from the Pool; ~ The

geld;acquired by the Pool under (e) would be used to
reduce the bnlance of the units of nccount of the member
whose holding had passed the prescribed-limits. If

‘such a member with excess holdings of units were himself
+o-be-in need of another member's currency, he would have-
to contribute gold in the =nppropriate pronortions, 1,e,
the same proportion as his debtors use to acquirec his
currency unless the "other" meimber's currency itself
cells for o different scole of gold payments' in that

event:.the .Pool would use that gold to. purchese units
from the "other" mombor,

These few provisions give some idea of the shape of such

a-gchome and 1t is obvious ‘that a good decl of thought will have

to-

to it beforo it can be croduced in worksble form,

Among™ the diffficultics will be the odovtlon of measures which
will-effectively prevent the excessive demand for one currency;-
and this and other featurvs of the scheme will require careful
supervision.

12,

There remains the question of what oart E.C.A, dollars

will‘plqy in any such scheme i~
(a)

It ‘has alreéady been pointed out that. adequate cradits
in natlional currenciés ‘should be madc nvailable to
the 0.E,E.C, Currency Pool and they should be suffi-
elent to cover 211 normal fluctuations in current
peyments between the participatine countries (with a
reasonable margin for contingencies which are likely
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to arise in this transactional period}*~—¥his -area of
operations does not requlre an ingoction of E,C.A,
dollars,

(b) The credits referred to in (o) cannot, however, be
expected to cover ~ fundamentcl lack of bcl‘nce and
whoere this occurs, the systom cennot function "1thout
specicl ~ssistance and 2 necd for employing'” A,
dollers docs narise, This c2n boe done in soveral
ways, but there seoms to be only one satisfactory way
to cater for the extremc creditor and debtor posi-
tions referred to. in pnragrﬂph 5 (g)., This would be
for Z,C.A., %o allocate in advance 2 specified sum in
dollars which will be hcld by the CUPPLHC” Pool ns 2
moans of ncquiring the currcnciecs of tho vxtreno
croditors and of supperting the grarting of over-
draft faceilitiss to the extreme dobtors, The method
of 2ssesging these special allotments and the cor-
responding sums 'in national currencies will have to
bo carefully -eonsidered.

(¢) In ~ll cases hot covered by (b) E.C.A. should bo
asked to consider whether any country, which is- .
obliged to meke-fractional. gold paymonts., can have tho
option of using E.C.A, dollars out of its alloecation
under - the division of 2id ~ns o substitute for gold
or dollars from its rssorves (which may not be
available ),

To sum up, therefore, payments in T.C.A, dollars should-be-
introduced only through the Currcncy Pool ~nd should hnve:
their origin in pre-dsterminsed ~llotmconts, so that all-
participating countrics know prociscly where-theyr—stand
beforc the operations for an accountinn period-ecommenee-

We should try to avoid.anything like an unallocated-poolk
of dollars from which payments are made for roimbursing
croditors or dcbtors ox post facto for crodits gronted
over the 1limit or gold pavmecnts, Such o mcthod rulntro-
duces the wrong kind~of incentives,

13, 1In conclusion, it scems poss iblo by introducing a
system of this klnd to have o grenter meosure of trqnsforﬂ
bility of Buropean currcnciss thon has boon the case sinedT
the Europcan Recovery Programme started; o~nd th~t this
systom will be an osscnti~l counterpart of a successful
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policy of libcralising intra-Zuropcnon trnde, But such o system
will break down under nrvsont conditions if tho quotes (SLnnl-
fying the credits available) arc inadoquate, Whilo the intro-
duction of . & graduatod system of gold payments will act as n
shock absorbecr when the aforemcntioncd quotas haove boon or ore
on the way to being cxhousted, it .is to be hoped that the
system. can be so d031rned that theso wa rnings will provide an
opportunity for "void;nﬂ o situation in which uuropyan currcn-
cics can only. be *cqulrﬂd by settling 2s to 100% in gold, This
would inevitably load to the statc of f”*lrs which wes threa-
tening to rostrlct Buropocen tirnde in 1947, end while thc intro-
duction of the gold point is nocess 'ry to prevent excessive

ovordrawing, it should bo usocd temperately, Under this 0,E.E.C

Currcney_rool °l;,pgnticiput1ng countries would be similarly
placed towards any country whose holding of thc monotary units
of account oxcoods 1ts quota; and if discussions ~nd adminis-
trativo-checks donot—lcad to measures which alleviate tho
situation, it will be- impossible for the Currcncv Pool to
continuc to deal in that currorcy and the mombﬁrs must bo froo

to discriminatc against it, If such situantions, which it is

-hoped will-net—earisc;—eannot be handlcd in this way,” the systom

will brock down,  Nonc the less, this is not ~ criticism of the
system itsclf, which scoms to the U.K. Do lu”“tion to providc
tho best mcthod of sccuring transferability “of Buropaan

curroncics at tho prcsont timc, Thosc conditions would bs
equally uosuttiﬁﬁmﬁﬁd r any systom with thc samc objectives
and we must vu*rd**g*tnst thom, Finnlly, 2lthough an injcction
of B,C.A, dollars seccmd désscntial to cover cxtromc croditor and
dcbtor positiors “their usc should be plonnod in such ~ way thet
tho transforablosystom doos not collapse 2t the cad of tno

R.P, Ucrfcd~

. It is meb-eppertunc to go into any morc dctail about tho.

odministrative suporvision of thu scheme, The first tosk is to
agroc the gencral principlos so that a suitable contribution
can be deO to the 8ccond Intcrim Report and tho boasis for
tzehnical and detnilcd discussions can be provided., But it is
suggcested thot if such o scheme is adopted, 1t should cover a
poriod of two ycars, or until the ond of thc i, R.P. ocriod, ~nd
should be.drafted in such a way that it could bo coptinucd
thereaftor if it wcro found to be desirable,
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15, The substantive part of this mcecmornndum was preparcd
bofore the rcceipt of Mr, Bissell's paper on the subjcct
and i1t does not attempt to doal with gspcecific points rniscd
in that papcr, The U.K, Delogation thought, howover, that
it might bo helpful to the discussions which arc going to
tako placc, if somc account were given of tho rcasons which
lod thom to conclusions similar to thosc containcd in

Mr, Bisscll's papcr.

PARIS, 1ith Deocember, 1949,

12/12 20/12/2013



