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In The Fall of the House of Usher, the famous novel by Edgar AlIen 
Poe, a visitor to the House witnesses the decay of a once illustrious 
family and the collapse of the whole splendid building. "A sense of 
insufferable gloom pervaded the spirit" of this observer all through the 
inescapable disaster, until, in the end, he makes his narrow escape. A 
similar feeling must have pervaded the minds of monetary policy makers 
in the mid-l970s when they looked back at what had remained of the 
once proud Bretton Woods architecture of post-war international 
monetary cooperation. But whereas in Poe's novel, the visitor was able 
to leave the tragic scene, those observers of the 1970s had to try and 
rebuild a new framework for international economic policy. In Europe, 
they chose this new structure to be a decidedly European one, and the 
story of its rise from the ruins of Bretton Woods is the topic of this 
chapter. 

The slow dissolution of the transatlantic post-war monetary order 
(	 (the so-called Bretton Woods system) in the late 1960s and early 1970s 

was accompanied by an acute sense of crisis in the Western World. 
During this period, the political and ideological bases of international 
and national economic policies were challenged and profoundly trans
formed. The ideas and controversies which shaped these transitions con- 'f '1 

tinue to influence and inform the debate about the open-ended dynamics -= 

of European monetary union which is at issue in this book. This chapter 
seeks to elucidate in particular the shifting conceptions of monetary '-; , 
order which resulted in the first attempt to construct a European I'. '...-" '( , 

monetary union in the early 1970s. Special emphasis will be given to the f-:(" ~,'1 

"'I":"increasingly divergent positions of the United States and European 
countries regarding international economic policy, the emergence of a \" 
fragile consensus in Europe regarding the legitimacy of monetary inte
gration in regional terms~  and the close correlation between develop
ments in the Cold War security environment and international monetary 
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relations. The apotheosis of the "Keynesian" model (cf. Chapter 2 by� 
David Purdy for the concept of "Keynesian") and the onset of its crisis� 
in many Western economies - which was partly provoked by the effects� 
of international monetary disorder and paralleled by increasing� 
difficulties in the state-managed regulation of international monetary� 
policy - provides the broader background to this analysis.� 

The public breakthrough of the idea of European monetary union 
came at the EC Hague Summit of December 1969. Based on a proposal 
by the German Chancellor, Willy Brandt, the six EC countries 
announced their intention to work out "a plan in stages [...] with a view ( 
to the creation of an economic and monetary union"l. This initiative 
signalled a'clear challenge to the framework in which post-war mone
tary relations had been managed in the Western World: a transatlantic 
monetary order with the dollar at its centre, based on institutionalised as 
well as informal mutual cooperation. Like every social order, structures 
in the international realm are stabilised by three mechanisms: "coer
cion", "self-interest" and "shared beliefs in the legitimacy of a given 
order". Only rarely is just one of these mechanisms at work; usually we 
find a combination of them2

• The Bretton Woods order was based on a 
mutually re-enforcing combination of self-interested calculations and 
strong beliefs in its legitimacy which were held by a majority of decision 
makers in all participating countries (with the partial exception of 
France). The element of coercion had only a negligible impact in pre
serving this order, mainly in the form of structural power exerted by the 
United States

3
. Accordingly, the prime motivations for the fall of 

Bretton Woods were, first, the perception by the participants that the 
monetary order more and more violated essential interests (above all 
state autonomy in setting domestic economic priorities) and, second, the 
de-legitimisation of core political elements of the existing order, com
bined with a rise of attractive contending conceptions. Which of these 
factors has a causal priority is left indeterminate on purpose. The histori
cal record suggests an intricate web of mutual influence. 

Final Communique of The Hague Summit, 2 Dec. 1969, in: European Yearbook� 
XVII, 1971, p. 519.� 

The (essentially Weberian) conceptual framework of this chapter is based on: Hurd,� 
1999, pp. 379-408. For the use of a similar framework dealing with the legitimacy of� 
EMU in the contemporary debate, see Patomaki, 1997, pp. 164-206.� 

This structural power, though important in shaping the form of the postwar order,� 
accounted only marginally for its stability. Thus, it was not the decline of American� 
power which led to the desintegration of Bretton Woods as some analysts such as� 
Charles Kindleberger or Mancur Olson argued. For the concept of structural power� 
and a critique of the "declinist" interpretation, see Strange, 1985, esp. pp. 10-13.� 
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At the outset, the main features of the Bretton Woods order will be 
identified. Then, I will describe the progressive disintegration of the 
transatlantic consensus regarding this order and show how this 
strengthened already existing rival conceptions, above all the idea of 
European monetary integration. Finally, I will briefly survey the reasons 
for the breakdown of the state-managed regulation of monetary affairs 
on a worldwide level, symbolised by the August 1971 decision of 
President Nixon to terminate the gold-convertibility of the dollar. The 
parallel rise of a neoliberal language in economic discourse legitimised 
this step; its argument was greatly strengthened when the US escaped 
from the detrimental economic and political consequences of these 
events. Finally, this language also entered the European debate in the 
aftermath of the failure to reconstruct a comprehensive European poli
tical economy in the form of the Werner Plan (see the chapter by" 
Burgess and Stn'ith in this volume). The conclusion will try to draw 
some inferences from this analysis which might be of relevance for the 
future development of EMU. 

The Features of a Monetary Order 

The post-war monetary system was named after the multilateral 
conference of 1944 in Bretton Woods (NY) which was to determine the 
shape of the international economic system for the post-war world. The 
conference was dominated by the American and British delegations (the 
latter was led by John Maynard Keynes), and their views shaped the 
resulting agreement. A series of new principles, rules and institutions, 
such as the IMF, was established. The term "Bretton Woods system" is a 
somewhat misleading label for the emerging order; the new institutions 
still had to find their role, the rules had to be implemented or, if 
considered inadequate, readjusted, and the consensus regarding the role 
of the state in the management of international financial markets had to 

:, f: ~  Y;r;tbe tested4 
• In the end, the features of the monetary system as it emerged 

after 1945 differed in important technical aspects from what had been 
envisaged, in particular concerning the role of the dollar as the world's 
principal reserve currency5. All major industrial countries linked the 
value of their currencies to the dollar. The dollar value was expressed in 
a fixed ratio to gold ($35 an ounce), and guaranteed by an American 
promise to exchange dollars on request to gold from the abundant 
reserves at Fort Knox. A system of fixed but adjustable exchange rates 

James, 1995, pp, 87-126.� 
It is more accurate to speak of a fixed-rate dollar system which developed slowly in� 
the course of the 1950s. However, for the sake of convenience, the term Bretton� 
Woods system will be retained in this chapter. See McKinnon, 1993.� 
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with a strong bias against parity changes emerged. The dollar-gold
 
exchange guarantee provided the reserve currency with credibility;
 
however, due to the core role of the American currency, the main
 
condition on which the stability of the whole system rested was that the
 
US managed its domestic economy and the effects of its external
 
commitments in ways that were not detrimental to dollar stability.
 

Despite these variations to the Bretton Woods blueprint, its guiding 
principles remained intact during the post-war period. This included 

\ above all, closer cooperation among the industrial states in the manage
(ment of international monetary affairs and a better surveillance of finan


cial markets compared to what had existed prior to the Second World
 
War. The post-war monetary order was to give political authorities tight
 
control over foreign exchange markets with the triple intention of
 
preventing the "beggar thy neighbour" policies which had characterised
 
the foreign economic policies of the 1930s, of maintaining stable
 
exchange rates in order to allow a smooth liberalisation of international
 
trade, and - last but not least - of shielding their domestic economies
 
from the impact of disruptive tendencies in international financial
 
markets6

• Supported by extensive capital controls, states closely moni

tored international financial movements in order to protect the newly
 
created welfare state - the central element in legitimising post-war
 
democracies - from eventual capital flight or currency speculation
 
which might have easily undermined interventionist government
 
policies? Extensive state intervention in the international economy went
 
hand in hand with the huge augmentation of the state's role in domestic
 
economic management.
 

These objectives were furthermore closely related to the Cold War
 
environment. The Bretton Woods idea of a cooperative monetary frame

work spanning the whole world was dead as soon as the superpower
 
conflict began. The Communist countries would not participate. Mone

tary relations in the Western World became part of an overall strategy
 
which was to shield Western democracies through economic stability
 
and growth from the perceived threat from abroad and from within,
 
especially in countries with strong Communist parties such as France
 
and Italy. The United States became militarily and economically much
 
more entangled in Europe and Asia than it had planned. In the im

mediate post-war period dollars streamed into Europe (and Japan) to
 
finance reconstruction and the formidable military machinery of the
 

o	 'Ruggie, 1982, pp. 379-415. However, this label obscures the fact that the progressive
 
\.·'liberalisation of international trade was supplemented by a close control of capital
 

. markets.
 
Helleiner, 1994.
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Cold War, and the Europeans were building up their reserves with these 
dollars (which was more profitable than holding gold because dollars 
paid interest). In combination with the overwhelming superiority of the 
American economy, this was the major factor in making the dollar the 
world's most used currency. The US had not to worry about the balance 
of payments deficits resulting from its political and economic commit
ments as long as the bills were not presented at the US treasury for gold 
all at once. Thus, an informal bargain emerged: the US had the privilege 
of financing its huge external commitments by printing dollars accumu
lating in the system, the Europeans profited from this credit for 
investments and they acquired security against the East through the 
American military commitment. The essential thing to note is that politi
cal and economic aspects were very closely intertwined in this construc
tion: the transatlantic monetary order was not only a set of economic 
arrangements. It was a highly political enterprise, based on a common 
outlook and language among the major participants in economic and 
political affairs. As long as the larger political and economic objectives 
of Europe and the US were in accordance, the Europeans would be 
content to allow the US call the tune in international monetary relations. 
In the 1960s, when dollar speculation threatened the stability of the 
system, it was the security partnership which was essential for the 
continued support most European countries lent to the Bretton Woods 
system8

• This (unintended) transatlantic bargain was the political core of,! 
the post-war monetary system, which had as its normative base the) 
combination of state-managed regulation of the international economy,( 
the emerging Cold War political framework and the post-war welfar~)  

state.. 

Monetary decision makers on both sides of the Atlantic gradually 
acquired during the years of the common management of the system 
(particularly in institutions such as the IMF, the Bank for International 
Settlements, the OEEC/OECD etc.) a strong transatlantic identity re
garding international monetary questions9 

• Alternative conceptions of 
monetary order were marginalised. The Rome Treaties of 1957 men-

Zimmermann, 2001. 
This relatively restricted group of individuals formed a kind of epistemic community 
("networks of knowledge based experts" acting on the basis of shared beliefs, 
expectations and ways of interpreting social reality. See Haas, 1992. In a field which 
required a rather special expertise, this epistemic community was able to exert a 
more than average influence on their peers who usually were elected politicians with 
little knowledge of financial matters. For these politicians, however, the link between 
the Bretton Woods system and the transatlantic security system was a dominant 
consideration and, thus, they generally agreed with the advice of the transatlantic 
monetary elite on the ways to preserve the existing system. 
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tioned European monetary cooperation only in passing and focussed on 
trade issues. Monetary policy was considered transatlantic business. The 
European Payments Union, which could have been the core of a 
European monetary order, was dissolved without discussion in 1959 
when it had fulfilled its immediate task of regulating intra-European 
payments balances. Although this was regretted by many participants, 
there was no initiative to deepen and institutionalise European monetary 
cooperation. 10 Early proposals for a European currency policy, such as a 
resolution by the European parliament in 1959, were not taken seriously 
by the transatlantic elite managing international monetary policy!!. ( 

However, cracks in the system appeared as early as the late 1950s,
 
and this was not surprising. The fixed-rate dollar system was flawed,
 
from a strictly economic point of view. Robert Triffin formulated the
 
dilemma: the growing world economy necessitated a continuing supply
 
of the reserve currency. However, as soon as the dollars accumulating in
 
the system approached the value of the American gold reserves, doubts
 
in the dollar-gold exchange pledge inevitably arose. The high dollar
 
reserves in other countries cast a shadow on the future stability of the
 
dollar12. Curbing the dollar outflow would result in a shortage of liquid

ity. To continue pumping dollars abroad, however, would cause increas

ing exchanges of dollars to gold, thereby undermining the base of the
 
dollar even more. The American government felt particularly threatened
 
by the possibility of a run on its gold reserves in case nervous holders
 
began to cash in their dollars. From 1958 to 1961, the American gold 
stock declined from $20.6 billion to $16.9 billion. However, a devalua
tion of the dollar against gold was ruled out, partly for prestige reasons, 
partly because it would have made US investments and commitments 
abroad vastly more expensive. When President Kennedy asked his 
Secretary of Treasury to educate him on the actual advantages of a 
reserve currency, Douglas Dillon answered: "To date, foreign countries 
and their nationals have acquired nearly $20 billion in dollar accounts. 
This, in effect, is a demand loan to us of $20 billion which has allowed 
us to pursue policies over the years that would have been utterly 
impossible had not the dollar been a key currency!3". Another reason 
against a dollar devaluation was the possibility of competitive devalua
tions by other countries, and that might have set in motion the unravel
ling of a post-war monetary order which had served all participants so 

10 Kaplan and Schleiminger, 1989, pp. 320-1.
 
11 Tsoukalis, 1977, pp. 53-4.
 
12 Triffin, 1960.
 

13	 Foreign Relations of the United States (thereafter: FRUS) 1961-63, IX, Memo Dillon 
to JFK, II Feb. 1963, p. 164. 
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well!4. The possibility of cutting back on security commitments abroad 
was discussed extensively but Cold War objectives were overriding 
balance of payments concerns and only very small steps were taken!5. 
Utterly inconceivable for the American government was the pursuit of a 
restrictive policy at home to stabilise the dollar, first, for electoral 
reasons, and, second, because it would have perverted the rationale of 
the fixed-rate dollar system which was to contain the disturbing influ
ence of financial markets on domestic economic policies and to preserve 
national autonomy in economic policy making. 

The consequence was that the US took a strong lead in forging a 
reaffirmation of the transatlantic bargain. Eisenhower and Kennedy 
called on the Europeans to help shore up the system. In the following 
years the leading industrial states devised an elaborate system of new 
rules and regimes which were to stabilise the monetary order (Goldpool, 
General Agreements to Borrow, Roosa-Bonds etc.)!6. Germany (later 
joined by other countries such as Italy and Japan) agreed to transfer 
back the dollars it acquired from the huge American military machinery 
on its territory by buying American weapons - a clear sign for the close 
link between security and monetary system17

• The American-led effort to 
stablilise the system glaringly exposed its political background. The 
European willingness to support the dollar rested upon the US promise 
to put their balance of payments in order and even more on the still 
intact common outlook regarding the political and economic bases of 
the transatlantic system. 

Despite the re-enforcement of international cooperation, the Ame
rican deficits did not disappear completely. However, the clearest sign 
for the continuing crisis of the transatlantic system was the plight of the 
holder of the second reserve currency, the United Kingdom. Sterling 
was widely considered the first line of defence for the dollar and its 
stability was seen by UK governments as a vital element in their at
tempts to preserve Britain's status as the second financial power in the 
world. However, the British reserves were woefully inadequate for this 
purpose and the relative slow growth of the economy suggested an over
valuation of the British currency. In addition, the promotion of London 
as the world's financial centre and the concomitant permission of the 
Eurodollar market by British authorities had the paradox effect that 

• 
14 Odell, 1982.
 
15 For these debates see the documents in FRUS 1961-63, volume IX.
 
16 Strange, 1976.
 
17 Zimmermann, 1999.
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Britain itself created the conditions for increasing speculation 18. The 
successive speculative waves against sterling were the most visible test 
cases for the transatlantic bargain. Time and again, Britain had to be 
bailed out by credit packages which were put together under the 
auspices of the IMF and multilaterally negotiated by American authori
ties. The single elements of the system were not fitting together any
more, at least not as well as they had done in the 1950s, and doubts 
whether it still served the interests of the participants multiplied. It was 
clear that the monetary system was in need of reform. Voices calling for 
a radical reform of the system became more influential among academic ( 

, economists l9 
• Even more ominous was the rise of alternative political 

conceptions of monetary order which would have radically transformed 
the system. 

The Rise of Contending Conceptions 

The emblematic figure in this context is the French President Charles
 
De Gaulle. As soon as he assumed his post in 1958, he embarked on a
 
mission of regaining national autonomy for France in what he
 
considered the essential domains of state power. This was above all the
 
field of military security, in which he challenged the legitimacy of the
 
NATO security system. His actions culminated in the French withdrawal
 
in 1966 from the military organisation of NATO. In parallel, France
 
started to block all efforts regarding an extension of the supranational
 

The Eurodollar market was a rapidly growing off-share market based in London 
which allowed dollar transactions with minimal state intervention. The US welcomed 
this because it provided an incentive for private financial operators to hold dollars 
and not cash them in for gold. Furthermore, US banks had felt constrained by various 
new government regulations which were to slow down the movement of dollar loans 
abroad. As a result they greatly expanded their European branches making heavy use 
of the Eurodollar market. For the UK, this market had the effect to bolster London's 
role as the world's financial centre without endangering the domestic economic 
policies of the government. If the London banks had continued to pursue all of their 
business in sterling (on the use of which the government had put in any case severe 
restrictions), sterling liabilities abroad would have increased uncontrollably, posing a 
threat to sterling stability. The Eurodollar market went against the spirit of the 
Bretton Woods compromise (regarding the close surveillance of markets by states) 
and was a first sign of its weakening. See: Helleiner, 1994, pp. 81-100. 

Il)	 In addition to Triffin's proposals, Milton Friedman was the prominent representative
 
of an alternative scheme based on flexible exchange rates and minimal state
 
intervention. In 1964, the very influential German "Council of Economic Advisers"
 
suggested in its Annual Report the introduction of a flexible exchange rate for the
 
DM. The reaction of the German government was negative. It cited its international
 
commitments, the danger of continuous DM revaluation, the necessity of interna

tional economic cooperation in order to harmonize economic policies and the impor

tance of fixed exchange rates for the Common Market.
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powers of European institutions and prevented a widening of the Com
mon Market to include Britain. Soon, however, it became clear to De 
Gaulle that it was not enough to throw off the yoke of NATO or to 
rebuke European bureaucrats: as long as the dollar was the international 
reserve currency, France would not be free to determine its own fate. To 
the Gaullists, the Bretton Woods system symbolised a "Yalta monetaire 
fait a deux20", paralleling in importance the famous wartime conference 
of 1945 during which the Big Three allegedly had divided up Europe 
without regard to the concerns of smaller countries. The Gaullist critique 
of the dollar centred on two points: that an overvalued dollar (with 
respect to gold) helped the US to buy up European industries with cheap 
money, and that the key currency role of the dollar allowed the Ameri
cans to finance their expansive foreign policies by printing money21. By 
portraying the international monetary system as a structure which 
perpetuated American hegemony and from which defection was in 
French interest, De Gaulle tried to undermine the consensus under
pinning the transatlantic order. In February 1965, the French President 
threw down the gauntlet: he announced that France from now on would 
exchange every dollar it earned immediately for gold in order to force 
the US to a radical change of the monetary system22. The healthy state of 
the franc in the mid-1960s provided De Gaulle with the necessary means 
for his challenge. This fundamentally different conception precluded in 
principle any French participation in attempts to reform the transatlantic 
system, notwithstanding the pressure exerted by France's partners. De 
Gaulle noted: "Le fameux isolement dont on nous menace n'a, dans 
I'espece, aucune importance du moment que nous maintenons en bon 
ordre notre propre balance de paiements. D' ailleurs, nous nous sommes 
deja 'isoles' nous-memes, et fort avantageusement, en convertissant 
automatiquement beaucoup de nos dollars en Or.,,23 

The Gaullist idea of national monetary autonomy, however, was not 
uncontested in France. French monetary authorities, for example, 
cooperated in the reform steps taken by the Western countries outlined 
above. France even remained in the gold pool (which was to stabilise the . 
value of gold) until 1967, and it took part in talks about the reform of 
the transatlantic system. Thus, many officials in French monetary 
institutions obviously remained transatlantic in their outlook24. A third 

20	 Testimony of Jean-Yves Haberer, Chef du Cabinet of French Foreign Minister 
M. Debre, in Institut De Gaulle, 1992. 

21 On French monetary policy in this period, see Bordo et al., 1995. 
22 De Gaulle, 1969, pp. 330-4. 
23 De Gaulle, 1987, p. 245 (note to Pompidou, Couve de Murville, and Debre, 31 Jan. 

1966). 
24 See Gavin and Mahan, 2000. 
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conception was represented by Finance Minister, Giscard d'Estaing, and 
pronounced by his deputy, Andre de Lattre, in January 1965: the idea of 
a European currencl5

• This was a surprising step. Previously, calls for a 
European currency had come mostly from European pressure groups, 
such as Monnet's Action Council for the United States of Europe. They 
had never been taken really seriously by the member countries. The 

,same happened to the EEC Commission's ambitious Action Programme 
for the Second Stage of the Common Market, presented in 1962, which 
was formulated under the presidency of Walter Hallstein by Robert (

.Marjolin. In this report, the Commission suggested joint economic 

.planning on the Community level, fixed exchange rates among Member 
States and a common monetary policy leading finally to a single 
currencl6

• It argued that 

[The present international monetary system] makes for a certain fragility 
calling for constant action if undue strains are to be avoided. The 
Community will be all the more able to act effectively in this direction as it 
will function as a single unit; the emergence of a European reserve currency 
would considerably facilitate international monetary co-operation and a 
reform of the present system [...]. The establishment of the monetary union 
could become the objective of the third stage towards the Common 
Market,27 

The explicitly "Keynesian" background of the programme was 
expressed in the introduction: "[A]n economic order based on freedom 
can only exist in the world of today at the price of constant state 
intervention in economic life.,,28 In effect, this was a Bretton Woods 
programme without its transatlantic component. 

The rebuff for the initiative was strong, particularly in Germany. 
Bundesbank president, Karl-Heinz Blessing, attacked the proposal as a 
pipe dream and insisted that monetary policies had to be dealt with on a 
larger basis, that is the transatlantic level. Furthermore, the economic 
policies of the member countries would have to converge much more 

29before any discussion of monetary integration made sense . This 
prefigured the "coronation theory" which later reappeared in the debate 
on the Werner Plan. Blessing's critique was echoed by his government 

25 Political Archive - Auswartiges Amt (PA-AA), Dept. 111 AI, vo!. 176, Botschaft 
Paris to AA, 19 lan 1965. 

26 Memorandum of the Commission on the Action Programme of the Community for 
the Second Stage of August 1962. Full text in: European Yearbook X/1963, pp. 797
899. 

27 Ibid., pp. 869,871, 875. 
2X Ibid., p. 799. 

2lJ	 Remarks of 27 lan 1963, in: Deutsche Bundesbank, Ausziige aus Presseartikeln, 
9/1963, pp.I-3. 

and by the other member countries, particularly by De Gaulle. In 1963, 
the Action Programme was quietly shelved. Giscard's initiative, which 
came two years later, had a similar fate. It was greeted with silence in 
the EEC countries. The French president did not like the ideas of his 
minister either, and in January 1966 Giscard d'Estaing left the 
government, to be replaced by the Gaullist Debre. Later the same year, 
De Gaulle managed to remove Hallstein from his post as president of 
the Commission. 

De Gaulle's intention of bringing down the transatlantic system 
failed, however, although the US gold reserves in Fort Knox shrank 
considerably. No other monetary power supported France. Germany 
immediately declared its solidarity with the US. To be sure, it shared 
with the rest of Europe some of the critique De Gaulle uttered against 
lax American monetary policies. The Germans complained that the 
system forced them to import inflation and thus undermined the 
domestic priority of price stability30. But the primacy of transatlantic 
cooperation in solving the monetary distortions remained dominant, not 
only in the Federal Republic but also in countries such as Britain, Italy 
or the Netherlands (as mentioned earlier, an important factor was the 
security partnership linking these states to the US). A clear indication of 
this was the case of the Italian exchange crisis of 1964. Rome turned to 
the United States for help, consulting in the process only with Bonn. 
This was strongly criticised by the European Commission which had 
repeatedly called for prior consultation among the Member States in the 
case of far-reaching economic measures31 

• 

Growing US Distance from the Transatlantic System 

The crisis of the pound and the continuity of American deficits made 
clear that a small reform would be insufficient to save the transatlantic 
order. What was needed was a major adaptation of the system to the 
exigencies of the new economic situation, particularly regarding the 
regained strength of Europe and the increasing international mobility of 
capital, proffered mainly by the Eurodollar market. The American 
proposal for the introduction of Special Drawing Rights (an artificially 
created reserve medium which was to relieve the pressure on the dollar) 

30 Emminger, 1976.
 
31 Strange, 1976, pp. 131-2. Later on, however, the Italian government accepted the
 

Commission's recommendations for a restrictive policy; but this was mainly in the 
interest of providing external support for unpopular measures at home (vincolo 
esterno) - a parallel to the role the convergence criteria of Maastricht had for 
domestic reform in Italy. 
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in 1965 might have been the start of such a major undertaking32
. Why 

did the great reform of the transatlantic order not come about? 

One reason, of course, is that with France's actions, one core country 
was aiming at a radically different conception. But France would have 
been hardly able to resist, in the long term, a common front of the US 
and the other Europeans, if those were agreed on a managed transition 
towards a new form of transatlantic monetary cooperation. What was 
more important is that, from the mid-1960s onward, the Americans 

\.	 themselves, hit by societal unrest and the effects of Vietnam, increasing
ly came to question the central tenets of the transatlantic bargain. Over/ 

, extension and perceived lack of European helpfulness in South East 
Asia, but also in the monetary realm, became very prominent themes in 
US politics. This resulted in a much more assertive and confrontational 
American policy towards its allies, and in increasing de-legitimisation of 
a monetary system which appeared to place the burden of adjustment 
only on the shoulders of deficit countries. Vietnam put growing pressure 
on the American balance of payments and also on internal price 
stability, leading to inflation which, via the dollar, was transmitted to the 
international system. President Johnson refused to raise taxes in order to 

, contain the inflation33
. Domestic autonomy and the exigencies of the 

l international monetary system increasingly appeared to contradict each 
other. The American government still defended the transatlantic order in 
the security field against vigorous attempts by Congress to cut the 
military commitment in Europe, and in the monetary realm against the 
critics of the dollar-gold-standard and increasing speculation. However, 
realising the difficulties of negotiating a major reform under these 
circumstances, the Secretary of Treasury, Henry Fowler, had the 
ingenious idea to suspend part of the fixed-rate dollar system until the 
Vietnam war was over: 

I propose that we give serious consideration to asking the key dollar-holding 
nations [... ] to pledge not to convert dollars they presently hold and not to 
convert any additional dollars [emphasis in original] that may accrue to 
them as long as the Vietnam struggle continues. To accomplish this, we will 
have to state in the strongest possible terms that: 1. We most emphatically 
do intend to bring our balance of payments into equilibrium. 2. The Vietnam 
War, with its attendant direct and indirect balance of payments costs, has 
made it difficult for us to do this as soon as we hoped. But we will do it. 
3. We are bearing virtually the entire burden of the Vietnam conflict. We 
view this as commitment on behalf of all free natipns. We do not ask others 

32	 The plan was announced by US Secretary of Treasury Fowler on 10 July 1965. See 
American Foreign Policy. Current Documents 1965, pp. 231ft. The ensuing com
plicated EEC-US negotiating process is analysed by Cohen, 1977. 

33	 Zimmermann, 2001. 
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to see it this way, but we do ask that they not act in a manner that will 
prevent us from meeting our commitments and/or destroy the international 
financial institutions that are such a vital part of the world we are attempting 
to defend.34 

This would have meant that Europe had to forego its principal 
element of control over America's management of its reserve currency 
and instead of that trust in an unbinding promise that Washington would 
do its best to behave responsibly in the future. Such a strategy could 
work only if the political and economic bases of the transatlantic system ( 
were intact. However, it was confidence in the wisdom and continuity of 
American policies which suffered most from the Vietnam fallout. The 
war provoked grave apprehensions in Europe whether the US would 
honour its side of the bargain and keep the dollar stable while preserving 
its security commitments in Europe. It also led to fundamental doubts in 
the general thrust of American policies. The charge that Europe was 
financing the Vietnam War by holding dollars derives from that. 
Another European worry was the American tendency to balance the 
problems in Asia with moves towards an accommodation with the 
Soviet Union, a process in which the allies were not sufficiently 
consulted35 

• The character of the transatlantic economic community as 
an anti-communist grouping was eroding. At the same time, the close 
link between a broad consensus among and within Western countries on 
security policy and continued support for the transatlantic monetary 
system was dissolving. Thus, American pressure to induce European 
countries to hold dollars (and thus extend credit to policies they would 
underwrite no more) in line with Fowler's proposal was deeply 
resented36 

. 

At the end of President Johnson's tenure in January 1969, the US 
government displayed a mixture of resignation and resentment against 
the Europeans who were not ready to completely break with De Gaulle 

34	 FRUS 1964-8, VIII, Memorandum by Treasury Secretary Fowler to President 
Johnson, 10 May 1966, pp. 274-5. 

35	 Examples for this tendency which began after the Cuban Missile Crisis are the Test 
Ban Treaty of 1963, the Non-proliferation Treaty of 1968, or Lyndon B. Johnson' s 
bridge-building speech of October 1966. 

36	 The only country which, after massive political pressure, would sign formally such a 
commitment was Germany in the form of the famous Blessing letter in 1967 (Text of 
the letter in: Hearings before the Combined Subcommittee of Foreign Relations and 
Armed Services Committees on the Subject of US Forces in Europe, US Senate, 
90th Collgress, 1st sess., 3 May 1967, Washington 1967, pp. 81ff.). This commit
ment was part of the acrimonious negotiations taking place in 1967 between the US, 
Britain, and Germany about the cost of Allied troops in Germany and the possibilities 
of Germany to offsetting this cost. The negotiations showed how strained the bargain 
had become. See: Zimmermann, 2001 a. 
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and go along with the American proposals to reform the system. The 
quarrel about a veto right for the Europeans regarding the creation of 
new liquidity in the form of SDRs was one expression of this dis
enchantment. When the SDRs were finally agreed to, the result was far 
too unambitious to save the transatlantic system. The additional liquidity 
provided by the expansion of the American economy in the wake of 
both Vietnam and the attempt to construct a more comprehensive social 
network in the US (the "Great Society" programme) made clear that the 
core problem was not the lack of liquidity that Triffin had predicted. The 
various dollar and gold crises from 1966 to 1968 showed that the 
international monetary system rested upon the political will of the 
United States to keep the inflationary forces in the country under control 
and to accept at least some restrictions on its domestic autonomy for the 
sake of saving the transatlantic system - and this will was waning3

? A 
last attempt in this sense was the restrictive balance of payments 
programme announced on New Years Day 1968 which imposed limits 
on investment abroad and foreign lending - to no avail, however38 

. 

These measures were strongly criticised by the business community 
which was a traditional supporter of the Republican Party. When Nixon 

\	 came to power in 1969, the de-legitimisation of the transatlantic order in 
the US accelerated. The most important reason was the new emphasis 
Nixon placed on national autonomy. His admiration for De Gaulle was 
no accident. Like the general, Nixon had no a priori attachment to the 
institutionalised cooperation established by the Bretton Woods frame
work - particularly since the public debate suggested that its effects 
were damaging to American national interests. According to this dis
course, the transatlantic system had led to a situation in which the Euro
pean weight had grown so much that the US felt its policy autonomy 
threatened. The Nixon administration was not willing to agree to 
European demands for a domestic economic policy which would stabi
lise the external value of the dollar. In economic issues, Europe was 
seen as rival not as partner. Nixon's Secretary of Treasury, John 
Connally, wrote: 

I believe we must realise there is a strong element of thinking within Europe 
( J-J that would take advantage of weakness or clumsiness on our part to promote 

,\) l ~' 	 the Common Market not as a partner but as a rival economic bloc, com
peting vigorously with the dollar and reducing or shutting out, as best as it 
can, D.S. economic influence from a considerable portion of the world. 39 

37 Nall, 1990, p. 152.
 
3X Strange, 1976, pp. 288-9.
 
3<) Declassified Documents Reference System (thereafter: DDRS) 1999, Doc. 385,
 

Connally to President Nixon, 8 June 1971. 
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In monetary relations, the Europeans became "the other", a feeling 
which was reciprocated on the other side of the Atlantic. Whereas in the 
post-1945 period the political background of the American support for 
the international monetary system had been the stabilisation of the Euro
pean allies against the East, the Nixon administration was preoccupied 
by an alleged American decline and the need to find a reconciliation 
with the USSR and China. The language of American decline served to 
legitimise the non-compliance with previous rules. The danger that the_ 
disenchanted Europeans would be attracted by the East was now very 
tiny indeed (such a possibility would have changed the political 
background completely; this is suggested by the nervous reaction of 
Kissinger and Nixon to Brandt's Ostpolitik). A strategy of national 
autonomy was perfectly viable for the US, as long as the Cold War still 
kept the military Alliance together. However, the bipolar Cold War 
ideology which had been an important element in the US support for the 
monetary system was indirectly weakened by Nixon's detente policy. 

This led to a situation in which the new government took no 
initiative to do anything about the monetary turmoil as long as it did not 
see its domestic priorities endangered by the "market". First, it tried to 
get domestic inflation under control by tightening macroeconomic 
policies and cutting government expenditure. When this policy failed 
and appeared to scare away voters, the government undertook a series of 
expansionary steps which struck the fatal blow to the Bretton Woods 
system40. Domestic expansion in the US went hand in hand with wage 
and price controls and a series of trade restrictions in the international 
field. The project of a mutual reform of the transatlantic order in 
accordance with the principles of Bretton Woods was dead. National 
autonomy was the new gospel, and in such a framework the transatlantic 

(	 bargain had no place. The rise of neo-liberal thought in those years had 
the welcome function of legitimising this policy. The Americans 
continued to insist, however, that the Europeans should not rock the 
boat by transferring back the dollars which accrued to them. In June 
1971, Connally advised Nixon to insist with Chancellor Brandt that 
"Germany's present policy of holding dollars and not buying gold is 
absolutely fundamental to US-FRG relations,,41. As a result of the policy 
of "benign neglect", however, the US deficits rose out of all proportion. 
When dollar-holders desperately tried to cash in their reserves, Nixon 
acted and in August 1971, after years of precipitously increasing specu
lative crises, closed the gold window, imposing a ten percent surtax on 
all imports. As there was no alternative to the dollar, the world was set 

40 Nau, 1990, pp. 154-6.
 
41 DDRS 1999, Doc. 378, Memorandum for the President, 12 June 1971.
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on a virtual dollar standard. Thus, the burden of adjustment was shifted 
abroad, and America's autonomy regarding its domestic policies and the 
size of its external commitments was preserved. The Europeans, how
ever, were left with two unpleasant options concerning the resulting 
dollar glut: either to re-value their currencies against the dollar or to try 
and neutralise the capital inflow by restrictive measures on the domestic 
market. 

The Origins of the Werner Plan 

What was the European reaction to these developments? The 
intensive battle in early 1967 in the German government about whether 
it should continue to hold dollars in order to preserve the American 
troop presence was an expression of growing irritation with American 
policies and a new phenomenon in the Federal Republic: increasing 
monetary nationalism, represented above all by Finance Minister Franz

) Josef Strauss. This became very evident during the tempestuous Bonn 
ad hoc meeting of the Finance Ministers of the ten leading industrial 
states in November 1968 which had the purpose of finding a common 
response to a wave of huge capital movements into the DM. The main 
target of speculation were the French franc and sterling, and in a 
desperate attempt to defend the parities, the reserves of both France and 
Britain were soon brought close to exhaustion. Both governments put 
the blame for the crisis on the Federal Republic which refused to re
value an allegedly under-valued DM. Prior to the meeting, Prime 
Minister Harold Wilson had called the German ambassador in the 
middle of the night to demand immediate action by the German 
government; otherwise Britain would be forced to reconsider its NATO 
commitment on the continent which was costing it valuable foreign 
exchange42

• The French government did not mince its words either. In a 
letter to the German Chancellor, Premier Ministre, Couve de Murville, 
warned: "Dans une question d'une telle gravite [...] le gouvernement 
franc;ais s' adresse donc au chancelier federal pour lui demander que son 
gouvernement prenne immediatement les mesures ou les positions qui 
s'imposent pour eviter une nouvelle deterioration dramatique de la 
situation43

". The unrest of May 1968 had resulted in a capital flight 
leading to a rapid decrease of French monetary reserves and to a period 
of prolonged difficulties for the franc. This was the reaction of the 
financial markets to the Grenelle Accords of May 1968 (which was 
intended to quell the social unrest by rising wages). It made obvious that 

42 AAPD 1968, 11, Ambassador Blankenhorn to Foreign Minister Brandt, 20. Nov. 
1968, pp. 1498-500. 

43 The letter is dated 9 Nov. 1969; PA-AA, Dept. III A 1, vol. 582. 
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the relatively undisturbed pursuit of domestic economic objectives was 
no more compatible with the idea of a strong and independent franc. 
De Gaulle's "splendid isolation" was an illusion. 

Prior to the Bonn conference, the US joined the chorus of those 
requesting a DM revaluation. However, the German government did not 
bend although, at a meeting of the central bankers in Basle, the president 
of the Bundesbank had agreed with his French colleague on a concerted 
adjustment of the franc-DM parity. Subsequently, he tried in vain to 
convince his government of the benefits of such an arrangement44 

• 

StrauB and his colleague from the ministry of economics, Karl Schiller, 
declared that they would not act under pressure and devalue a solid 
currency just to bailout weak currencies. Doubts spread in Bonn on the 
franc parity ignited new speculation. When the conference ended in 
complete disagreement, everybody expected a huge franc devaluation. 
However, De Gaulle would not take the humiliation and decided to hold 
the parity by re-introducing severe exchange controls, cutting public 
expenditure and imposing a surcharge on imports coupled with 
subsidies for exports. 

The clamorous Bonn conference was probably the key event in the 
process of dissolution of the transatlantic consensus and its substitution 
by a European conception in Western Europe. The Federal Republic's 
previous policy of stabilising the fixed rate dollar system finally led to 
very strong pressure on the German government to take measures which 
it considered adverse to core economic objectives, particularly the 
export interests of the German industrl5

• Unprecedented speculative 
funds streaming to the Federal Republic were to become a regular 
feature, undermining the domestic autonomy granted until then by the 
Bretton Woods system. The Bonn conference was a sign that the disil
lusionment of German politicians in currency matters was prevailing 
over the continued adherence of the financial elite to the transatlantic 
system. 

The time was ripe for alternative conceptions and in early 1969 there 
was already one on the desks in European capitals: EC Commissioner 
Raymond Barre's report on European monetary integration46 

. The Barre 
report was a reaction to the Bonn conference and it reflected the deep 
concern of the Commission regarding the effects of monetary disunity 

44 Emminger, 1976, p. 518. 
45 The Federal Republic employed border adjustment taxes to make imports less and 

exports more expensive in order to reduce the extremely positive trade balance. 
46 Memorandum der Kommission an den Rat tiber die Koordinierung der Wirtschafts

politik und die Zusammenarbeit in Wahrungsfragen; Bulletin der EG 3/1969, Sonder
beilage. 
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on the project of European integration. Barre appeared particularly establishment that a strategy of national autonomy was illusory and that
 
worried about the prospect of possible changes in the exchange rates of a European solution was the only possibility to avoid the franc, if ever
 
major European currencies (which had been fixed since the DM free from dependence on the dollar, being subjugated to German
 
revaluation of 1961). This would create grave dangers for the Common monetary policy. To the long-term concern of avoiding monetary de

Market, particularly for the CAP, which was in economic terms the core pendence on Germany came the urgent short-term business of saving the
 
project of the EC until then. Regarding the practical proposals of Barre, CAP which was thrown into havoc when France and the Federal
 
however, his memorandum was, compared to the 1962 Action Program	 Republic finally realigned their currencies (in August and October 1969
 
me, very cautious. It suggested prior consultation among the member respectivelYi2

• Remarks by the new German Foreign Minister WaIter
 
countries before they undertook important economic measures and the Scheel, to the end that the CAP was practically finished, deeply irritated
 
creation of a mechanism for short-term and medium-term assistance to ( Paris53 . France left no doubt that the accomplishment of the common
 
help countries in balance of payments difficulties. Barre proposed agricultural market was a precondition for any progress in the field Qf.
 
neither a common currency, nor a European central bank nor a European European integration. Thus, the de-legitimisation of Gaullist ideolog.{"T
 
reserve fond. He also argued that the planned monetary mechanism and a mix of short- and long-term concerns opened the path for t~-I 


would not duplicate the work of transatlantic institutions. The reaction French government's embrace of a European solution. However, this
 
of the member countries during prior consultations ranged from mildly opening was fragile: Pompidou, for example, was not convinced that a
 
positive to indifferent47. In July 1969, the Finance Ministers met and European solution was preferable to the Gaullist conception54.
 
endorsed the parts of the Barre plan related to consultation and short


48	 Giscard's hints and the Commission proposals surprisingly struck a 
term assistance . Italy and the Netherlands still had reservations and receptive chord in Germany, the country which had been the core sup
warned of a duplication of transatlantic mechanisms by European porter of the transatlantic system on the European side. How is this to be 
structures. 

explained? The major reason is that the previous consensus in Germany 
The French government, however, welcomed the agreement and its on the priority of pursuing international monetary policy in a trans

Finance Minister called it "un premier pas important,,49. His name was atlantic framework was rapidly dissolving. Although important actors i 

\ Giscard d'Estaing who had reassumed his post after De Gaulle was such as the Bundesbank, remained wedded to the Bretton Woods i 
i replaced by Georges Pompidou in April 19695°. Giscard lost no time to system55, and although Strauss and Schiller flirted with a Gaullist con- i 
. communicate to the German government that he still considered a ception of national autonomy, based on the success of Germany's anti- i 

European solution the best way to confront the monetary crisis, despite inflationary policies, it was the European option which ultimately pre
the silence which had greeted his earlier proposals51 . It was obvious: vailed at the EC Hague summit of December 1969. The central role in 
during the months in which the member countries discussed Barre's this decision fell to Willy Brandt who was elected Chancellor in Sep

; memorandum, the French vision of monetary policy had changed. The	 tember 1969. Brandt's core project was a reconciliation with the Eastern (
outcome of the Bonn monetary conference was a severe blow for the countries to enhance the Federal Republic's freedom of manoeuvre and 
Gaullist idea of French monetary autonomy. Instead of ending dollar to reduce its dependence on the Western allies in some of the most vital 
hegemony, France had become dependent on German monetary policy 
and even had to accept American financial support. The huge specula
tive movements from franc to DM which continued regularly in 1969 52 The fixed agricultural prices in Europe were based on units of account equivalent to 
convinced the non-Gaullist and non-Communist part of the French	 the dollar. The devaluation of the franc therefore led to a situation in which French 

producers got more money in franc for the same product (which was bought by the 
EC at the fixed price in units of account). Such a situation threatened to lead to over

47	 PA-AA, Dept. I A 2, vol. 1519, Telegram from the German EC-Embassy to production and dumping in other EC countries. The reverse happened to German 
Auswiirtiges Amt, 6 December 1968. farmers.
 

4X Apel, 1998, p. 31.
 
53	 AAPD 1969, n, Conversation of Scheel with French Foreign Minister, 

4" L'Annee Po/itique 1969, p. 273.	 M. Schumann, 9 November 1969, pp. 1237-46. 
50 The Social Catholic Chaban-Delmas became Prime Minister and he brought a young 54	 Dyson and Featherstone, 1999, pp. 290-1. 

official with the name of Jacques Delors into his Cabinet. 55 See the memorandum by Bundesbank Vice-President Emminger to State Secretary 
51 PA-AA, Dept. III A 1, vol. 612, Paris Embassy to Auswartiges Amt: Future French Harkort (AA) on Monnet's proposal for European Monetary Cooperation 20 Decem

Monetary Policy, 24 July 1969. ber 1968; PA-AA, Dept. III A 1, vol. 596. 
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fields of external relations56. At the same time, the Chancellor was 
acutely aware of the problem that this new Ostpolitik might provoke 
apprehensions from countries wary of greater German independence. 
The currency crisis of late 1968 had been a very good illustration of this 
fact. After the meeting, the British and French press speculated on how 
Germany would use its new power founded on the strength of its 
currency. A continuation of German policies of national autonomy at 
times of a disintegrating transatlantic order was bound to re-enforce 
these voices and increasingly undermine the achievements of Germany's 
Westpolitik. Brandt shared the analysis by the head of the Economic 
Division in the Federal Chancellory that "[a] consequent [...] German 
policy of stability inevitably would set in motion tendencies towards a 
dissolution of the EEC", because this would again and again undermine 
the other European currencies57. In his years as Foreign Minister since 
1966 he had witnessed the progressive deterioration of relations with 
France, the procrastination in European institutions and the increasingly 
destructive influence of monetary conflicts on Germany's relations with 
its partners. Additionally, he was sympathetic to the critique levelled 
towards US policies by the European left and thus not particularly 
disposed to make a strong effort in order to save the transatlantic 
bargain. Thus, European integration became a crucial part of his foreign 
policy design. A symbolic and self-binding step by Germany would 
serve to provide a cover for the alarm Germany's partners might have 
felt regarding Ostpolitik and it would serve to repair the Franco-German 
relationship, The situation prior to the EC summit of December 1969, 
which had been proposed in summer 1969 by Pompidou, was very 
suitable for such an initiative. France's "yes" for a start of the talks with 
the UK about EC membership in compensation for Bonn's support of 
the accomplishment of the CAP assured the success of the summit. 

However, Brandt went a step further. During the heads of govern
ment meeting in The Hague, 1 December 1969, Brandt surprised the 
assembled group by endorsing the idea of a European reserve fund and 
calling for the accomplishment of an economic and monetary union in 
stages (based on a plan from the Economics Ministry)58. The reserve 
fund idea had been suggested by Monnet to Brandt prior to the summit: 
"[L' Allemagne] peut prendre une initiative constructive et pacifique et 
genereuse qui depassera - je dirais presque effacera - les souvenirs du 

56 This is clearly reflected in the now available memoranda of Egon Bahr who was the 
main adviser of Brandt. See for example: AAPD 1969, 11, Memorandum by Bahr on 
the Future Foreign Policy of the Federal Republic, 29 September 1969, pp. 1047-57. 

57 BA, B 136, Neyer (Dept. III A I) to Chancellor, 8 January 1969. 
5R Brandt's statement is printed in Bulletin des Presse- und In/ormationsamts der 

Bundesregierung, 2 December 1969, pp. 1241-3. 
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passe59". On 7 November 1969, Brandt had told Monnet that such a step 
60would still be premature . Nonetheless, Monnet's argument that a 

German initiative in the monetary field might make a deep impression 
on the public and demonstrate leadership in Europe struck a receptive 
chord with Brandt. Despite the reservations of his officials, he decided 
therefore that a proposal for monetary union would have the necessary 
symbolic value and serve the series of important objectives outlined 
above. Like the 1989 agreement between Mitterrand and Kohl on the 
Intergovernmental Conference in Maastricht, Brandt's decision to table 
a plan for monetary union was taken in an extremely volatile inter
national situation and in a very short-term and unpremeditated way. 
Retrospectively, Brandt wrote that he intended to give Europe renewed 
impetus with the reserve fund idea which was "encouraged by Jean 
Monnet, yet accompanied by the warnings of his ministries to employ 
the utmost diligence,,61. This quote shows that Brandt's initiative rested 
on a very fragile base in the Federal Republic. Nonetheless, it was the 
first time that a German Chancellor publicly backed the idea of a Euro
pean monetary order. Germany proposed to neutralise the instrument 
which in the months before appeared to demonstrate more than anything 
else the new weight of the Federal Republic. The proposal was 
presented at a moment when Germany embarked on a new policy which 
had at its core the intention to shed off many of the constraints imposed 
by its geo-strategic position. At a time when the security relationship 
with the United States weakened, suggesting less dependence, the 
government also took a step towards creating a rival zone vis-a.-vis the 
dollar. The parallels to Maastricht are striking (see the chapter by 
Magnusson and Ottosson in this volume). 

The EMU proposal was supported by the smaller countries; even 
Italy now emphasised the necessity of a European counterbalance to the 
US62. A working group, chaired by Luxembourg's Prime Minister, 
Pierre Werner, was charged with presenting a plan in respect of Euro
pean Monetary Union. This assertion of a European "monetary person
ality" was accompanied by an attempt to achieve a closer coordination 
of European foreign policies in general, leading to the Davignon report 
(EPC). However, the process of constructing legitimacy in international 
politics is long and The Hague consensus was still very fragile. This 
accounts for the difficulties of the European project soon after it had 

5lJ BA, B 136,6410, Monnet to Brandt, 21 Octoberl969. 
6ll PA-AA, Dept. I A 2, vol. 1553. 
6] Brandt, 1976, p. 322. 
62 Tsoukalis, 1977, p. 89. 
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been started, although in the years after The Hague Summit the Bretton 
Woods consensus completely fell into pieces. 

The Fall of Bretton Woods and the Contested Territory 
of Monetary Ideology 

In 1970-71, international financial markets got increasingly out of 
control due to the fiscal expansion pursued by the Nixon administration 
and its indifference to the external balance. A quick implementation of 
the Werner Plan would have been a logical step in this situation, but the 
Europeans had wasted precious time during the 1960s. Given the views 
of General De Gaulle any move towards a supranational management of 
European currencies was out of the question in the 1960s, although the 
European economies boomed and although there was ample space to 
create a united position in the monetary talks with the US. In the 1970s, 
disruptive economic conditions made any ambitious project for mone
tary reform a very difficult enterprise. Equally detrimental to the 
European project were divergences among the Europeans regarding the 
implementation of The Hague proposals. In France, the Gaullists re
gained strength and this led to a re-nationalisation of French monetary 
policy. Giscard was unable to deliver what he had promised to his 
German interlocutors. Pompidou would not move towards a pooling of 
national sovereignty in monetary matters and he would not at all agree 
with the proposals of political union which the German government 
argued to be necessary for any prospective EMU. The French President 
"was interested mainly in short-term monetary help63. 

Scepticism about the Brandt proposal soon emerged in the Federal 
Republic, too. On the one hand, proponents of an accommodation with 
the Americans were still very strong. On the other hand, the success of 
the German model in the economic turbulence of the early 1970s 
suggested that a strategy of national autonomy was the best viable 
option. Several unilateral monetary moves in the 1970s cast great doubts 
on Germany's readiness to fully support a European order. This feeling 
was intensified by the German negotiating stance in the Werner Group. 
The Germans from the start intended to impose the blueprint of the 
Bundesbank system on a prospective EMU. Against the "locomotive 
theory" of France and Belgium which saw monetary union as a first step 
towards economic union, the Germans insisted on a policy which 
required economic convergence as the precondition for monetary union, 
the so-called "coronation theory"64. The compromise which was finally 

03 Dyson and Featherstone, 1999, pp. 106-9. 
04 This cleavage becomes clear from the first memoranda of the Economics ministry 

already before The Hague Summit and it crystallised in the deliberations of the 
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found in the Werner report and which foresaw a parallelism in economic 
and monetary integration did resolve those differences only on the 
surface (see the chapter by Amy Verdun in this book). Thus, although 
after 1969 the final objective of European monetary policy had become 
consensus and slowly replaced the old transatlantic outlook, there was 
no agreement on the way to achieve it. The early 1970s became a period 
of ideological ferment with many different conceptions competing in 
Europe and it was to take time before the European monetary order 
inaugurated at government level in The Hague in 1969 gradually

(� acquired the pre-eminence against all rival conceptions. In the 1970s 
and 1980s, European governments and central banks became less and 
less willing .to make any sacrifices for the sake of transatlantic coopera
tion - in contrast with an increasing willingness to coordinate their 
monetary policies in the European context65 . 

What lessons can we draw from the experience of the fall of Bretton 
Woods for the political economy of present day Europe? The essential 
nexus in this story has been the link between the preservation of 
domestic autonomy and the willingness of states to support the trans
atlantic order in which the monetary realm was but one, albeit very 
important, element. The international monetary crisis of the 1960s and 
1970s was so threatening for Western governments because it had a 
deep impact on the autonomy of domestic economic policies. One of the 
most serious consequences of the resulting slow dissolution of the fixed
rate dollar system was that governments on both sides of the Atlantic 
progressively lost their ability to control the forces of the international 
market. During the late 1960s, states such as the US, Germany, France, 
Britain or Italy were all confronted with agonising episodes which made 
overtly clear that the control achieved after 1945 was once again slip
ping out of the hands of governments. Domestic economic objectives, ( 
whether it was full employment or low interest rates, had to be 
abandoned temporarily or for longer periods to meet external pressures. 
A mutual reform of the transatlantic system so as to allow the continued 
undisturbed pursuit of these policies was delayed due to discord across 
the ocean which eroded the political base of the monetary order. When 
this factor hit an international monetary order whose political framework 
was in serious disarray, a quick erosion of the previous pattern of 
monetary cooperation was set in motion. 

Werner Group. See for example: PA-AA, Dept. I A 2, vol. 1553, Deutsches 
Memorandum zur Wirtschafts- und Wiihrungsunion aut der Konferenz der Staats
und Regierungschefs der EWG, 11 November 1969; PA-AA, Dept. III A 1, vol. 590, 
Minutes of the 35th Meeting of EEC Finance Ministers, 29-30 May 1970. 

65 For this process, see Loedel, 1999. 
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In this analysis the Werner Plan has to be interpreted as a European 
attempt to reassert the primacy of the political, to (re-)legitimise 
governments in a changing economic and political environment, and to 
do this by implementing an alternative set of rules for a comprehensive 
political economy after the breakdown of the transatlantic consensus. 
The idea of monetary union as an element of a European ideology was 
to stay on the agenda. EMU gradually acquired a strong legitimacy 
based on European cooperation as an ordering principle in the interna
tional system, although its comprehensive character uniting the political 
and the economic was transformed later on, as the other chapters in this 
volume show. 

72� 




