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CURRENCY STABILITY AND THE COMMON MARKET 

As you all well know, the principal function of the Federal 

Heserve System is that of formulating and effectuating a flexible mon-

etary and credit policy geared to the needs of a growing economy while 
at the same time endeavoring to protect the integrity, if you please, 

°r stability of our currency internationally. It was on this basis I 

assume that I, as a member of the Federal Reserve Board, was invited to 

discuss this subject with you. 

For this reason, I would like to make one point clear at the 

outset. In the international as well as the domestic field, the source 

almost all of our currency problems is to be found in areas other than 

currency itself. While monetary mismanagement can jeopardize currency 

stability and attainment of more basic objectives, primarily economic 

growth, that underlie the desire for currency stability, monetary manage-
ment alone cannot guarantee the realization of these objectives. With 

this in mind, let us turn to some of the other factors involved in the 

topic under discussion. 

In these times, which seem to present a never-ending array of 

National and international problems, it is encouraging to note some of 

the advances that have been made. One of the most significant of these 

is the great economic recovery and expansion of the free world and, more 

especially, of Free Europe in the past ten to fifteen years. When we re-

flect on the vast war-torn and ravaged areas of Europe at the close of 

World War II, the prostrate condition of most European economies, the 

dollar shortage that seemed to preclude procurement of needed tools and 
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materials for rebuilding and their decimated productive manpower, the 

economic growth and progress which has been achieved is almost beyond 

comprehension. In fact, concern is expressed by some in this country 

over the fact that the European rate of growth in recent years has ex-

ceeded our own. 

In this connection, it is important that we keep two facts in 

mind. Firstj recognizing our own political need for strong allies in the 

then developing cold war and for prosperous customers for our own foreign 

trade, it became a prime economic and political objective of the United 

States during the early postwar years, by means of the Marshall Plan and 

otherwise, to promote the establishment of a payments balance and a viable 

and dynamically expanding economy for Western Europe. Second, it was to 
be expected that Europe would experience an abnormally rapid rate of 

growth for a period because its level of economic activity in immediate 

Postwar years was so low. 

Now in 1962 after a very substantial postwar revival, Europe 

is on the threshold — indeed has already crossed the threshold — of a 

great new venture, The European Economic Community or Common Market. It 

is hoped and expected that this venture will stimulate a vast new surge 

of economic growth and development — growth and development that to some 

extent may come in any case but that the Common Market can greatly foster 

and intensify. We in the United States should share the hope for this 

new economic surge in Europe in the knowledge that such development will 

in the long run greatly benefit not Europe alone but ourselves and the 

rest of the world as well. Let me cite only one example. The amount 
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and character of aid to less-developed countries that will be possible 

and feasible during the years to come will depend to a very large extent 

on the rate of economic growth achieved in Europe as well as in the United 

Stateso As you know, the extent to which this burden can be shared is a 

significant factor in our own current balance of payments problem. 

As we move ahead with Europe, we shall want to do so, as far as 

Possible, on the basis of price levels that are in balance internationally. 

This implies the existence of generally open competition and freedom of 

trade as between countries, reasonable price stability internally, and 

confidence in the stability of exchange-rate relationships — in other 

^ords, currency stability. Here, it might be well to point out that there 
are two facets of currency stability. One is the stability of exchange 

rates or, in other words, the relative value of the dollar, for example, 

as compared with other currencies. The other is the stability of the 

dollar in terms of its purchasing power in our own economy. Experience 

shows that sustainable and broadly shared economic growth can best be 

achieved by the presence of all of these elements. 

As for open competition and freedom of trade, I realize that 

the prospects for them in Europe are greater in the industrial than in 

the agricultural field but I believe that over the long pull the inner 

logic of the Common Market concept itself will promote greater openness 

of international competition in agriculture than is visible on the horizon 

at the moment. We should recognize, however, that the nature of our own 

agricultural program will be a significant factor in seeking improvement 

of our agricultural markets in Europe. 
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As to the other two factors important to the establishment and 

Maintenance of price levels in balance internationally5 that is, reason-

able stability of price levels and confidence in the general stability 

exchange rates3 it is useful to consider first how each is related to 

the external forces — whether they stem from the Common Market or from 

anything else — that can influence the stability of a currency.. 

First, external forces, if powerful enough, can exert strong 
uPward or downward pressure on the domestic price levels If, for example, 

this country were in the midst of a boom with full employment and inten-

sive use of plant capacity, a substantial rise in exports caused by infla-

tionary conditions abroad would work to strengthen inflationary pressures 

at home* Conversely, a depressed condition abroad could curtail the demand 

£or our exports with a deflationary effect on our own economy* The effect 

of such pressure on the domestic price level in either direction is likely 

to be undesirable even though comparable movements in price levels may 

he taking place in other leading countries with the result that such price 

trends are having little or no effect on our balance of payments0 

Second, any continuing adverse trend in a country's balance of 

Payments will raise question at some point as to the permanence of its 

exchange rate and hence is apt to weaken confidence in the stability of 

its currency. If the payments deficit or surplus becomes large and seems 

Unlikely to be reversed within a reasonable period of time., a possible 

change in the rate of exchange of the domestic currency for foreign cur-

rencies becomes a hazard for international traders and investors. 
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Now let us look at the Common Market with a view to forming a 

judgment on whether it constitutes a threat to the stability of the dollar 

in either of these two senses. 

First, for the foreseeable future there seems to be no reason 

to fear that the Common Market will jeopardize the stability of the dollar 

by exerting a powerful deflationary or inflationary influence. Prospec-

tive continuation of the dynamic growth of production and employment in 

the Common Market countries means that it is quite improbable that this 

group of countries will exert a deflationary influence on the U. S. price 

level. Neither is it likely that the economic evolution of these countries 

during the next few years will have a significantly inflationary impact 
uPon us. It is true that during the past year or two, price levels in 

some of the Common Market countries have begun to feel the impact of the 
r^pid rise in wages that has now gone on for several years. As a result 

of the freeing of international trade and the reestablishment of currency 

convertibility in recent years, however, the ever-present threat of foreign 

competition has made it difficult for many European producers to raise 

their prices. Moreover, while some European countries remain in substan-

tial payments surplus, the threat that further advances in internal price 

levels ultimately poses for payments balance has already stiffened their 

resistance to the uptrend in prices. To the extent that European prices 
are prevented from rising, the rapid rise of European wages on the one 

hand, and the ever-present threat of the competition of imports from out-

side Europe on the other, put a squeeze on profits that over time will 

dampen European demands for labor and so check further wage increases. 
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It :i.r> true that our Government has assumed that the continued 

dynamic growth of the Common Market will tend to increase our exports 

enough to more than offset any increase in imports that might result from 

°ur own growth. Given our existing margins of unutilized plant capacity 
and labor supply, such expansion should serve mainly to help us more nearly 

to achieve our own objectives of sustained high-level employment and more 

rapid growth at stable prices. Under these conditions, any resulting 
r'ise in our export surplus would probably have an expansionary effect on 

°Ur economy rather than an inflationary one. 

We may now consider the other way in which the Common Market 

^ay be related to the stability of our currency — namely, through its 

'influence, if any, on the stability of the dollar's value in exchange 

Markets. Here, I am thinking of the possible impact of the Common Market 

directly on our payments balance, as distinct from the balance of payments 

impact that might result indirectly from inflationary or deflationary 

Pressure that the Common Market might conceivably exert on our general 

Price level. 

The ways in which the U. S. balance of payments might suffer 

directly as a consequence of the growth of the Common Market would be 

chiefly as follows: 

First, through an insufficient increase or even an actual decline, 

in our exports to the Common Market area itself as a result of discrimin-

ations implicit in any customs union; 

Second, through an insufficient increase or actual decline in 

°Ur net exports, both to the Common Market and to other countries due to 
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"the increased competitiveness of Common Market producers resulting from 

"the increased efficiency which the Common Market may generate ; 

Third, through an increased flow of U0 S, loan and investment 

capital to Europe and a reduced flow in the opposite direction because 

the relatively high interest rates and the equity-gain possibilities 

associated with Common Market growth potentials for the longer run. 

Certainly it would be a mistake to ignore or to minimize the 

threat that each of these factors may pose for the U0 So balance of pay-
ments, already a matter of concern to all of us in recent years. Indeeds 

it is possible that the Common Market has already contributed to our bal-

ance of payments problem by reason of its actual evolution to date and 

the investment which it attracts because of future promisea And I have 

already mentioned the problem of our agricultural exports, the long-term 

outlook for which is still greatly clouded by uncertainties surrounding 

the agricultural pricing and tariff policy of the Community and by the 
way that policy will be administered. 

But if it would be a mistake to minimize these potentially adverse 
6ffects for our international payments balance — which would also be ad-

verse for the domestic performance of our economy — it would also be a 

Mistake to exaggerate them or to ignore the offsetting benefits that the 

evolution of the Common Market can confer upon our country. 

With regard, for example, to the first of the foregoing factors — 

the disadvantage our exporters face because of possible discriminations 

favoring producers inside the area — U. So producers in many lines may 

still have some margin for meeting new European competition which they 
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did not have to meet in earlier postwar years, partly because of Europe's 

limited availability of many goods at that time. Furthermore, many of the 

restrictions on U. S0 goods that were formerly excluded from European 

markets because of the dollar shortage have been removed. 

Of course, the extent to which our exporters are handicapped by 

^ y Common Market discriminations will depend upon the height of the com-
mon external tariff wall ultimately erected around it. The President's 

Plan for a "trade partnership" with Europe, which envisages reciprocal 
elimination of many tariffs and sharp reduction of others in our trade 

ttith Furope, may substantially lower that wall. 

A second way in which our external balance might conceivably 

suffer from development of the Common Market is through increased pro-

ductive efficiency and lower average unit costs in Europe that the Common 

Market will promote. While this trend will certainly continue, it cannot 
c°ntinue forever at the same rate0 More important still — because its 

effects will be more immediately felt — is the fact that upward pressures 

European price levels, stemming in large part from the strong uptrend 

wages in recent years, are already tending to offset the effect of 
rising European efficiency on comparative European and U. So price levels* 

As for Europe's pull on United States capital, it is true that 

both Europe as a whole, and the Common Market group within Europe, have 

each received a rising proportion of the increased outflow of American 

direct-investment capital in recent years» But the flow to Europe has 
been in no sense a flood and through last year, at least, the Common Market's 

share in the flow to Europe did not increase. 
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These are some of the reasons for not overestimating the unfavor-

able effects that evolution of the Common Market could theoretically have 

°n the United States balance of payments. In addition, some aspects of 

that evolution should have favorable effects on our foreign balance. 

In the first place, the dynamism of the Common Market, if fully 

exploited, may well stimulate growth in U„ So exports that will more than 

°ffset any growth in our imports. 

Secondly, continued rapid growth of this group of countries will 

enable them to carry an increased share of the burden of economic aid and 

of free-world defense, thus far borne largely by this country. 

Third, the competition, even in our own market, of increasingly 

efficient European producers will force a rise in the manufacturing effi-

ciency of U. So producers that will give them a more competitive posture 

in "world markets and at the same time stimulate our own growth. 

And, finally, the growing strength of the Common Market will 

enable its member countries to contribute larger amounts than before to 

Sold and currency pools designed to underpin the international payments 

system. Thus, as I said in the beginning, the realization of currency 

stability depends upon successful pursuit of rational and progressive 

&°als covering the whole range of economic problems that modern society 

faces. 

By way of conclusion, I want to touch briefly on three additional 

Points: 

First, I have discussed currency stability in relation to the 

Common Market, essentially in long-range terms. Recent and current 



- 10 -

evolution of the Common Market is having and will continue to have some 

impact on our immediate balance of payments problem but it would be diffi-

cult for anyone to say whether on balance that impact alleviates the problem 

°r intensifies it. But one thing is certainly clear — there is nothing 

about the Common Market as such that need prevent continued steady progress 

toward elimination of our balance of payments deficit. 

Secondly, I have discussed the subject almost exclusively in re-

lation to this country and to the dollar. But an elaboration of the same 

general line of reasoning would lead to comparable conclusions as to the 

Prospects and the conditions for currency stability in other countries, 

deluding the countries of the Common Market itself. 

Finally, when faced with the Common Market as an established and 

growing reality, the United Kingdom had the choice of viewing it either 
as a threat to be countered, or as a challenge to be met and an opportun-

ity to be seized. The British Government chose the latter course3 and, 

Respite soul-searching in Britain on this subject that has continued to 

this very day, I believe that that Government will hold fast to its latter 

decision. Although our choice is different from that of Britain, in that 
f°r now and the foreseeable future there is no question of our joining 

Common Market, it is important that our attitude toward this great 
new venture be no less forward-looking than that of Britain. 

The record on this point is clear. Since 19^8 the United States 

Government, under both parties and all administrations, has steadfastly 
SuPP0rted and even promoted efforts toward the economic and political 
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integration of Europe. With proper management and appropriate economic 

Policies, questions of currency stability need never weaken United States 

support of this historic goalc 


