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The implementation of the first stage against a backdrop of European and 
international monetary difficulties 1 

In the spring of 1971, given the overvaluation of the US dollar, the international monetary climate 
significantly deteriorated 2 with a substantial impact on European countries. 3 ‘The deepening dollar 
crisis triggered a massive influx of capital into Europe, upsetting the economies of countries with 
“strong” currencies. This influx was such that on 5 May 1971 the Federal Republic of Germany 
suspended dollar operations, in line with the recommendations of its economic institutes. This was 
almost tantamount to a decision to allow the mark to float, which was of course contrary to the 
recently established principle that a system of floating exchange rates inside the Common Market 
was not compatible with our objectives.’ 4

The Finance Ministers of the Six held an emergency meeting on 8–9 May. Faced with the massive 
stream of unwanted capital, which jeopardised the stability policy, the German Minister for the 
Economy, Karl Schiller, suggested two alternative solutions. The first was a joint revaluation of all 
the currencies in the Community. To achieve the desired result it was recommended that either the 
fixed exchange rate system be eliminated, or the exchange rates between European Community 
currencies be changed and controls be introduced on foreign exchange transfers. The second option 
was to leave the German mark to float freely in order to ‘allow the market itself to determine the 
appropriate parity relationship’. 5 The French Government could not accept this prospect, being 
very attached to the principle of fixed exchange rates and the introduction of controls on capital 
transfers. 6 Its Italian counterpart was concerned about the fragility of the Italian lira, whereas the 
Belgian Government was disappointed that the two-tier dollar market represented a step away from 
the instrument advocated by the European Commission. In view of the close links between the 
Dutch and West German currencies, allowing the mark to float would have entailed doing the same 
for the guilder. In this context, Pierre Werner and Baron Snoy et d’Oppuers, his opposite number at 
the Belgian Finance Ministry, discussed the possibility of doing the same for the Belgian franc. But 
they both feared that if the parity between Benelux currencies was allowed to vary, it could 
undermine the smooth workings of this union, which was founded on a sound monetary basis. The 
Dutch, sharing these concerns, agreed to maintain, within Benelux, the system of restricted margins 
planned for the Six, with variation on either side of a par value limited to 1.5 %.

The British authorities made no official comment on the Community’s monetary worries. But a 
long-term delay in efforts to achieve economic and monetary integration suited some British 
interests. The German decision to allow the mark to float was a serious blow to the common 
agricultural policy, to which the United Kingdom was opposed. It also delayed monetary union, to 
which the City was hostile. The British, who advocated greater exchange rate flexibility, hoped that 
France’s relative isolation would soon enable such a solution to be adopted. As for the United 
States, it was only too happy to witness this European quarrel, 7 especially since this split in the 
European bloc gave it good reason to hope that it would be able to convince the IMF to adopt a 
flexible exchange rate system, thereby firmly establishing the pre-eminence of the dollar system. 

When, on 5 May 1971, the West German Government decided to suspend trading in the mark, it 
seemed to throw doubt on the process of economic and monetary union. On 9 February 1971, the 
Finance Ministers of the Six had adopted the third medium-term economic policy programme, 8 of 
which one practical measure was to aim to reduce the fluctuation margins between the Member 
State currencies from 1.5 % to 1.2 % as from June 1971. The German authorities still hoped to 
restore fixed exchange rates very shortly, but given the persistent uncertainty surrounding the dollar, 
it became clear that the process would take longer than planned. 9 On 10 May 10 the German and 
Dutch Governments decided to stop defending the lower limit at which the dollar was pegged and 
allow their respective currencies to float. But this actually had the opposite of the intended effect; 
instead of a process of rapprochement, it led to a sort of fragmentation. 11
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In the midst of the international monetary crisis the Ecofin Council meeting on 12 May 1971 ended 
without decision having been reached on the continuation of economic and monetary union. On the 
same day the President-in-Office of the Ecofin Council, Valéry Giscard d’Estaing, explained to the 
National Assembly in Paris the measures the government planned to take to counter the European 
monetary crisis, affirming that ‘[…] we must uphold the spirit and the letter of the Bretton Woods 
Agreements, in other words return to a system of fixed exchange rates and maintain progress 
towards economic and monetary union.’ 12 The considerable increase in international liquidities and 
the uncontrolled movement of large volumes of Eurodollars — boosted by speculation — were seen 
as the prime causes of the international monetary crisis.

At the beginning of the summer the US balance of payments deficit reached a dramatic level. On 
the open market the price of gold soared. On 15 August 1971, President Richard Nixon announced 
that the US Administration had unilaterally decided to suspend the convertibility of the dollar to 
gold. 13 It also introduced a temporary 10 % surtax on imports. The vulnerability of a fixed 
exchange rate system to speculation, together with the systematic failure of the international 
authorities, such as the IMF, to coordinate and act upon national policies, meant that Bretton Woods 
was ultimately doomed. 14 After 15 August 1971 it became imperative to frame a new international 
monetary order. Europe was caught off guard. ‘[…] Due to the delays in introducing a Community 
system we were technically ill equipped and badly prepared mentally to respond in good order.’ 15

It was in this context that the Ecofin Council met on 19 August 1971. Repeating the proposals that 
he had made back in May, Karl Schiller went even further, advocating that European currencies 
should be allowed to float against dollar, but in a concerted manner. He argued that to ward off 
speculative movements of capital all the EEC currencies should be more flexible in relation to the 
dollar. The circumstances ruled out, ‘at least in the short term, a return to a system of fixed parities 
within narrow fluctuation margins’. 16 Italy and the Benelux countries shared this view. These three 
partners framed a plan 17 — presented by Belgian Finance Minister Baron Snoy et d’Oppuers — 
which involved allowing all the European currencies to float against the dollar, while maintaining 
the system of limited margins within the Community. 18 The other countries did not agree to this 
initiative.

France defended a different position, supporting the two-tier foreign exchange market. For the 
purposes of trade the official exchange rates should be maintained, whereas for financial dealings a 
joint floating system should be adopted. It also outlined plans to retain fixed parities thanks to 
foreign exchange controls. 19 Concluding his statement, the French Finance Minister, Valéry Giscard 
d’Estaing, affirmed the French view that it would be ‘illusory to consider […] further European 
integration without fixed exchange rates between the currencies of Community Member States’. 20

So the Community partners were deeply divided on what monetary policy should be adopted. Since 
they were unable to agree on a joint strategy, they preferred to act separately. ‘That day the 
Community missed a fine opportunity to unify monetary policy and form a united front against the 
monetary disorder which had taken hold worldwide.’ 21

Between August and December 1971 the turmoil in international money markets continued 
unabated, but the positions of Community Member States gradually converged. The Six, backed by 
the British, exerted considerable pressure on the US Administration to consider devaluation of the 
dollar and the fixing of a new official price for gold. On 10 September 1971 the European 
Commission addressed a memorandum to the Council of Ministers detailing its views on the 
measures planned by Europe to cope with the American decision to suspend the convertibility of the 
dollar to gold. 22 On this basis, the Six succeeded on 13 September in setting forth a joint position 
on the dollar, centring on demands for devaluation of the US currency and an end to the surtax on 
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imports. 23

Since the beginning of the monetary crisis, the differences between France and Germany had 
become more evident. In an effort to establish a common line of conduct, the two partners initiated 
parallel talks at several levels. The German and French diplomatic archives show that between June 
and the end of November 1971, five diplomatic consultations were held, in which the question of 
EMU was at the top of the agenda. During this period, the two central banks were in regular contact 
to ensure that they were familiar with their reciprocal arrangements. Having prepared the ground, 
President Pompidou and Chancellor Brandt agreed, on 3–4 December, on an overall agreement 
based on a return to fixed exchange rates, which was nevertheless more flexible than the Bretton 
Woods system. Under this arrangement the dollar would be devalued, the franc would stay at its 
existing level, and the mark would be revalued. It was also possible that the fluctuation margins 
between European currencies would be reduced. 24

The Community also maintained its diplomatic pressure on the United States through the Group of 
Ten. 25 At the start of the talks (in London on 14 September 1971), the Americans demanded 
revaluation of the other currencies, a lowering of trade barriers and more even distribution of the 
international defence budget, whereas the ministers of the other countries suggested unilateral 
devaluation of the dollar by raising the price of gold. At the second meeting (in Washington on 
26 September 1971), the parties still disagreed. The United States seemed prepared to allow the 
crisis to continue because speculation was resulting in revaluation of the other currencies, which 
was in fact its principal aim. The third meeting (in Rome on 30 November–1 December 1971) saw 
the beginnings of a compromise. 26 In his memoirs Pierre Werner recalls the US Secretary of the 
Treasury, John Connally, raising the idea of realigning the various currencies, including a possible 
10 % devaluation of the dollar.

On 13–14 December President Pompidou met President Nixon to present the joint position adopted 
by the Community partners. The two leaders agreed on a swift realignment of the various currencies 
through devaluation of the US dollar and revaluation of the other currencies. On this basis, 
European, American, Canadian and Japanese representatives met on 17–18 December at the 
Smithsonian Institute to seal the Smithsonian Agreement. 27 The signatories undertook to set new 
par values between their currencies and to provide for 2.25 % fluctuation margins on either side of 
the official authorised rates. 28 This, then, was the US ‘monetary tunnel’ through which the 
‘European monetary snake’ 29 would soon be passing. In view of the fact that European currencies 
were pegged against the US dollar (inconvertible to gold), the Community found itself once again 
tied to a currency and an economy over which it had no control.

On the whole, the Smithsonian Agreement offered immediate temporary solutions to the monetary 
crisis, but it did nothing to solve the real, structural problems sapping the basis of the International 
Monetary System. The dollar, which suffered its first devaluation since the end of the Second World 
War, remained inconvertible to gold. The agreement made little attempt to address the lack of 
symmetry in the adjustment, the political choice of an internal balance to the detriment of external 
equilibrium, problems of liquidities and the lack of confidence among international economic 
players. The end of the Bretton Woods system and the pressing need to erect a new International 
Monetary System seemed imminent.

The lull which followed on the foreign exchange markets and the relative harmonisation of the 
position of the Six on reform of the International Monetary System enabled cooperation on 
monetary matters to resume within the Community. On 21 March 1972 the Council adopted a 
resolution to set in motion the first stage of the Werner Plan. 30 The central banks, which were called 
on to gradually narrow the fluctuation margins between the currencies of Member States, concluded 
the Basel Agreement, which established a system for narrowing the fluctuation margins between the 
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Community currencies, with intervention and short-term support mechanisms. This was the 
‘monetary snake’, the first European attempt to stabilise exchange rates. The currencies of the six 
Member States which founded the original Community and those of the candidates for accession 
due to join the Community in January 1973 (the United Kingdom, Denmark and Ireland) joined this 
mechanism. The aim of the ‘snake’ was to limit exchange rate fluctuations by preventing the 
disparity at any one time between two EEC currencies from exceeding 2.25 %. This mechanism 
was associated with a ‘tunnel’, which set the limits for fluctuation against the dollar — which was 
highly unstable but remained the international reference currency. This limit could be as much as 
4.5 % (twice the fluctuation limit between the European currencies). Beyond these limits (2.25 % 
and 4.5 %), the central bank of the country concerned had to intervene. The special rules for 
Benelux countries were maintained and came to be known as the ‘worm in the snake’. 31 

Subsequently, to shore up the ‘monetary snake’, the central banks created the very short term 
financing facility, which would become ‘a genuine arrangement for mutual credit between the 
central banks’. 32
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