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France’'& the European lionetary Systen

~ A leading French journalist, who is an old friend of mine, had a private
meeting last week with Bernard Clappier, Governor of the Banfue de France,
to discuss the ENS. The following is the gist of his report back to me -
on a wholly non-attributable basis.
———————

1. Clappier is confident that the ELS will in fact get off the ground,
some time in January, but he does not consider it very importante
in itseld. In his view, the only significance of the ELiS is as a
potential first step towards the creation of a genuine European
Monetary Fund, which would be able to launch the Ecu as a genuine
international reserve currency. B o

2. This will not be possible, however, until the EUS has been in operation
for at least two-to-three years, according to Clappier; and even then
the introdgction of the Ecu as a new reserve currency would have to be
undertaken very gradually.

3. Whether the EMS can survive that long is an open question. Certainly,
the whole exercise is valid only if there is a general trend among the
member countries towards a convergence of inflation rates. (Clappier
believes that this is probably the case for France - the French inflatia
rate, although high, he believes to be trending downwards - but he is
much more sceptical about Britain and Italy.

4. Iiven so, the disparity between inflation rates is such that ==
Ay Clappier is insistent that the ElS must not be too rigid. There winl 1
g-ﬁ?. have to be regular parity adjustments: the aim must be (in contra-
oy distinction to the old Bretton loods system) to ensure that such
adjustments are 'unspectatular and undramatic’.
e ——

5, Nevertheless, despite taking it for granted that the franck - even

f. within the EMS - will continue to depreciate in terms of the Dliark,
Clappier believes that it will depreciate less then 1% would outside

& the EMS. This is largely based on the observation that, since Ffrance

;wq;"$5118ft the snake in 1975, the franc has depreciated by 30% in terus of

: T:'r;7;€he'ﬂmark, whereas the difference between the Germen and French rates

! 4

;fjj,’iégf’inflation over that period would have indicated a depreciation of
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only 15%. Clappier reckons that, within the EMS, changes in parities
would Teflect wimmmwmes differences in national inflation rates - and no
more than this.

6+« Thus the net short-term effect for France of joining the LNS - a
slightly higher international value of the framc than would otherwise
oceur - should, according to Clappier, prove a useful buttress to the

h current internal economic policies of fiscal and monetary discipline
being pursued by the Barre Government.

7. Clappier gave a very relaxed impression over the whole matter. He
clearly would not be particularly surprised if the ElS were not to

5 + lendure; and although he hoped it would, he would clearly not consider

it a disaster if it did not.
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- Footnote

In addition to retailing his private conversation with Clappier, my

informant gave me as his own opinion the prediction that, well wefore
. the Presidential election of 1981, and possibly some time in 1979,

S#ananssd Giscard will drop Barre and the unpopular economic policies

with which he is associated. His tip as Barre's successor is lionory.
#
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: From: Nigel Lawson IP fﬂ(:

with compliments

The enclosed background note may be of interest
in comnection with my note of 30th October on the
.ulh b'

1 apologise for the typine: i my secretary is away
and I have had to do it myself.
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7th lovember 1978

vrs Thaicher has asked me to
thank you very much for the
background note on the European
Honetar{ System. This was
most helpful

Richard Ryder
Private Uffice

kigel Lawson Esq P



