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Abstract

Based on original documents from French and U.S. archives, this thesis outlines the weakness
in the International Monetary System which depended on U.S. balance of payments position, and
also explores U.S. measures to maintain the value of the U.S. dollar and reform the Bretton Woods
system, from 1965 to 1973. Since the U.S. imbalance of international payments was directly related
to its military expenditure overseas, that became one significant consideration for the U.S.
government in deploying its military forces in Europe, especially in West Germany. Money,
political and military force interacted closely during the Kennedy, Johnson, and especially the
Nixon years: the Americans expected to establish a political linkage between trade, money and
defense, by promising to engage the presidential authority in a successful solution to all major
issues. The initiative of the “Year of Europe” was therefore an endeavor to apply the “link” concept
into specific matters.

The U.S. attempt to reform the Bretton Woods system was however challenged by the French
from the mid-1960s. Focusing on how French policy makers, governments officials and financial
technicians assessed the defects of the Bretton Woods system, the U.S. international monetary
policy, and the countermeasures — such as the proposal of the Collective Reserve Unit, the
convertibility of dollars into gold, the indifferent attitude toward the SDRs and the refusal to enlarge
the exchange rate bands — that the French devised, this thesis explores the role of opposition that
the de Gaulle and Pompidou government played in the monetary domain, and analyzes how the
monetary issues merged with political, military and diplomatic matters. Though the disputes over
the monetary issues and the NATO alliance existed, dialogues between the United States and
France were never broken. The continuity of the negotiations guaranteed an exchange of views, and
in the face of emergencies, like the May-June crisis of 1968 in France, and the invasion of
Czechoslovakia, the United States and France maintained consistency.

The thesis also examines how the U.S.-French, or broadly speaking, the U.S.-European
alliance developed in the transitional period of the Cold War. The conclusion highlights the fact that
monetary issues could be politicized and used as bargaining power, but faced with dangers that
threatened the survival of the whole western world, the United States and France would coordinate

with each other through sacrificing some of their present interests to save the alliance.

Key words: the United States, France, the monetary relations, U.S.-French relationship, the

Bretton Woods system, the Cold War



Résumé

A partir d’archives financiéres et politiques inédites, collectées en France et aux
Etats-Unis, cette thése analyse 1’évolution du systéme monétaire international et la fagon dont
il est affecté par le déficit de la balance des paiements des Etats-Unis. Elle tente d’évaluer
I’efficacité des mesures prises par les Etats-Unis pour maintenir la valeur du dollar américain
et réformer le systéme de Bretton Woods de 1965 a 1973. Le déséquilibre des comptes
extérieurs étant directement li€é a ses dépenses militaires a I'étranger, le gouvernement
américain ne souhaite pas se désengager dans le contexte de la guerre froide. Bien au
contraire, il compte davantage déployer ses forces militaires en Europe, en particulier en
Allemagne de 1'Ouest. Ainsi, la monnaie et la force militaire ont étroitement collaboré au
cours des années Kennedy, Johnson et surtout Nixon. Les Américains ont essay¢ d’établir un
lien politique entre le commerce, la monnaie et la défense, dans le but de faire participer le
prestige du président & une solution efficace a tous les problémes majeurs. L’initiative de «
I’Année de I’Europe » visait donc a appliquer le concept de « lien » a des questions
spécifiques.

Le projet de réforme du systeme de Bretton Woods proposé par Washington, des le
milieu des années 1960, a cependant été contesté par Paris. Notre analyse met 'accent sur la
manicre dont les décideurs politiques francais et les techniciens financiers ont évalué les
défauts du systéme de Bretton Woods, la politique monétaire internationale américaine et les
contre-mesures préconisées. Entre autres, la proposition de 1'unité de réserve collective, la
convertibilité du dollars en or, l'indifférence face aux DTS et le refus d’élargir les bandes de
taux de change. Cette thése explore le role d’opposition joué par les gouvernements de de
Gaulle et de Pompidou dans le domaine monétaire. Elle montre comment les problémes
monétaires renforcent les enjeux politiques, militaires et politiques.

Bien que les différences concernant les questions monétaires et 1’alliance de ’OTAN
aient existé, le dialogue entre les Etats-Unis et la France n’ont jamais été rompu. La continuité
des négociations garantissait un échange de vues tout en maintenant la cohérence, y compris
face a des situations d'urgence telles que la crise de mai 1968 en France et l'invasion de la
Tchécoslovaquie en 1968.

La thése examine également comment I’alliance américano-francaise, ou plus largement
I’alliance américano-européenne s’est développée pendant la période de transition de la guerre
froide. La conclusion souligne une forme de politisation des questions monétaires et

constituent un instrument incontournable dans la conduite de négociations. Mais face aux



dangers qui menacaient la survie du monde occidental, les Etats-Unis et la France se
coordonneraient en sacrifiant certains de leurs intéréts actuels pour maintenir 1’équilibre de

I’alliance.

Mots clés: les Etats-Unis, la France, les relations monétaires, les relations

américano-francaises, le systtme de Bretton Woods, la guerre froid
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Introduction

“A trade deal with the U.S. will be far better for the Chinese if they solve the
North Korean problem,” President Trump declared in one morning of 2018 in his
twitter post. Here, two irrelevant issues at first glance: “trade deal” and “North
Korean problem,” seemed to have “secret” ties behind the scenes, which reveal the
close relations between economic issues and defense as bargaining chips of two
negotiators.

The U.S. strategy of trading one domain for another was not the first time known
to the world. Since the 1960s, when the American economy was troubled by the
deficit of the balance of payments and lower-speed growth than its Western partners,
the U.S. authorities began to consider a feasible way to ask the Europeans to offer
financial aid and make consensus in the monetary domain by threatening its troops’
withdrawal in this region. This attempt unsatisfied and worried the Europeans, even
the result turned to be fruitful for the United States: it signed several two-year
agreements with West Germany.

As U.S. “opponent” partner in the West camp since the end of Second World War,
France always played a particular role regarding the reform of the International
Monetary System, NATO affairs, strategic weapons, and the Vietnam War. On the one
hand, it refused U.S. endeavor to link the economic and monetary issues with others,
by pointing out that U.S. military protection in Europe was the utmost importance. On
the other hand, it took a harsh position against the United States concerning the
monetary issues. De Gaulle’s open rebuke on dollar’s hegemony and his demand on
the return to the gold standard in the press conference on February 4, 1965, arrived at
the climax of Franco-American conflict in the monetary domain. Meanwhile, France
kept a watchful eye on U.S.-German offset negotiations and was anxious about the
possibility that the series of negotiations would be in the sacrifice of European effort
to establish a common monetary and economic policy.

This thesis sets forth an overall examination of the monetary affairs in the
American-French relationship from 1965 to 1973. This was a period which started
with de Gaulle’s open criticism on dollar’s privilege and ended with the attempt of the
Nixon government to link the monetary issue with other domains. These include first
of all the problems produced by the fundamental disequilibrium in the Bretton Woods
system and U.S. balance of payments deficit from 1944 to 1964, the U.S. and French
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proposals to reform the International Monetary System, the controversy role of gold,
the divergence on the introduction of the new assets, and the fluctuations within a
certain margins from 1965 to 1973.

Since it is well recognized that the global monetary relations after the World War
II were highly politicized.'Hence concentrating on the monetary issues means
including other issues into the total consideration. The U.S.-French monetary
relationship is a perspective through which the disagreement on the military affairs,
the divergence in the political domain are exposed. The line of this study was
therefore drawn under the following aspects: the interaction of monetary, political and
defense realms between the United States and France.

So far, the outline of the thesis has been stated. It is a question of articulating
economic history and the history of international relations, as well as monetary and
diplomatic history. It is also an attempt to explore the interaction of one domain on
others.

Moreover, the deterioration of the U.S.-French monetary relationship did not
come in a sudden, it was related to the context of the Cold War. Since the end of the
Berlin crisis in 1961, the de Gaulle government evaluated that the United States
became the No.l superpower in the world. Its hegemony was represented in the
military domain as well as the role of U.S. dollars. Demanding a monetary system
which was not founded on one currency not only responded to French government’s
consideration about the changing external environment but also corresponded to its
pursuit of independence and the European identity. But constrained by the differences
in the ideology during the Cold War period, France could not step out of the West
camp, it would still remain in line with the United States in the face of emergencies

that would threaten the survival of the whole west alliance.

Academic review

The study of the U.S.-French international monetary relationship influenced by
U.S.balance of payments deficit, U.S. military expenditure in Europe, and French
international strategy since the 1960s involved several fields of study. It is at the

center of the problematic of the double articulation between the economy and the

' See Francis Gavin, Gold, Dollars, and Power: The Politics of International Monetary Relations,

1958-1971(North Carolina: UNC Press Books, 2004).



politics, between the national and the European levels.

The first generation of researchers conducted the theory about International
Political Economy (IPE): Charles Kindleberger,> Benjamin Cohen,® Robert Gilpin,*
and Georges-Henri Soutou,> who have developed the close link between money and
force. According to their theory, both of the two factors function as weapons and
contain elements of persuasion and compulsion. They ensure the smooth conduct of
negotiations between nations or threaten one side to make concessions to the other.

During the same period, some researchers study some specific problems, such as
U.S. stationed troops in Europe and the military spending there. We could consult, for
example, the work of John Newhouse, US Troops in Europe: Issues, Costs, and
Choices,® and that of Gregory F. Treverton, The Dollar Drain and American Forces

7 The sources in both

in Germany, managing the Political Economics of Alliance.
books come from the press and government reports, but they do show a clear picture
about the links between political strategy, economy and military spending, which
established the basis for future researches.

In the 1980s, two publications made their appearances in the historiography on
American troops and the expenditure: the first one studies the transatlantic
negotiations on the sharing of the military burden, see Christopher S. Raj, American
Military in Europe, controversy over NATO burden sharing,? the other explores the
role of the U.S. Senate in the military deployment from the United States to Europe,
see Phil Williams, The Senate and US troops in Europe.’

Meanwhile, since the arising of problems and final breakdown of the Breton
Woods system from the 1950s to the 1980s, numerous works, conducted by the

expertise of economists and scholars in political science, concentrated on the

monetary and economic factors that contributed to its collapse, like Robert Triffin,

2 Charles P Kindleberger, Power and Money, The Politics of International Economics and the Economics of
International Politics(London: Basic Books, 1970).

3 Benjamin Cohen, Organizing the world's money: the political economy of international monetary relations(New
York: Basic Books, 1977).

4 Robert Gilpin, The Political Economy of International Relations (New Jersey: Princeton University Press, 1987).

> Georges-Henri Soutou, L’or et le sang. Les buts de guerre économique de la Premiére guerre mondiale(Paris:
Fayard, 1989).

¢ John Newhouse, US Troops in Europe: Issues, Costs, and Choices (Washington D.C.: The Brookings Institution,
1971).

7 Gregory F. Treverton, The Dollar Drain and American Forces in Germany, managing the Political Economics
of Alliance (Ohio: Ohio University Press, 1978).

8 Christopher S. Raj, American Military in Europe, controversy over NATO burden sharing (New Delhi: ABC
Publishing House, 1983), chapter 5.

° Phil Williams, The Senate and US troops in Europe (New York: The Macmillan Press Ltd., 1985), chapter 4.
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Gold and the Dollar Crisis, the future of convertibility, 1961;!%Jacques Rueff, La
Reforme du System monétaire international, 1973;1Alfred Eckes, A4 Search for
Solvency: Bretton Woods and the International Monetary system, 1941-1971, 19752
and John Odell, U.S. International Monetary Policy: markets power and ideas as
sources of change, in 1976.13

As early as the 1990s, based on declassified archives, important works about
European-American political and monetary relations emerged with a sizable quantity,
see for example Harold James, International Monetary system since Bretton Woods,
and Barry Eichengreen, 4 retrospective on the Bretton Woods system: lessons for
international monetary reform,’? According to some authors, in the era of General de
Gaulle and President Johnson, French disagreement in the monetary field was to a
significant degree due to the general consideration of de Gaulle, see, for example,
William C Cromwell, The United States, and the European Pillar: The Strained
Alliance. However, there are certain scholars, like Michale Bordo, Dominique Simard,
and Eugene White, hold the view that the conventional historians have misinterpreted
French international monetary policy, and in fact “French international monetary
policy wanted a revision of the international monetary system along the lines of the
gold-exchange standard of the 1920s and of the ‘Tripartite Agreement’ of 1936,
which the de Gaulle government perceived as more beneficial to French economy
than the asymmetric Bretton Woods system.”!?

Since 2000, much more attention is paid to the link between U.S. troops in
Europe and the problem of the deficit of payments or the weakness of the dollar.
Three historians and their works should be highlighted here: Hubert Zimmerman,'¢

Marc Trachtenberg!” and Francis Gavin.!® A large number of archives contribute to

10 Robert Triffin, Gold and the Dollar Crisis, the future of convertibility (Massachusetts: Yale University Press,
1961).

1" Jacques Rueff, La Reforme du System monétaire international (Paris: Plon,1973).

12 Alfred E. Eckes, A Search for Solvency, Bretton Woods and the International Monetary system, 1941-1971
(Austin: University of Texas Press,1975).

13 John Odell, U.S. International Monetary Policy: markets power and ideas as sources of change (New Jersey:
Princeton University Press,1976).

4 Michael D. Bordo and Barry Eichengreen, A retrospective on the Bretton Woods system: lessons for
international monetary reform (London: University of Chicago Press, 1993).

15 M. Bordo, Dominique Simard and Eugene White, France and the Bretton Woods international monetary system:
1960 to 1968 (Cambridge: National Bureau of Economic Research,1994), 1.

16 Hubert Zimmermann, Money and Security: Troops, Monetary Policy, and West Germany's Relations with the
United States and Britain, 1950-1971 (Cambridge: Cambridge University Press, 2001).

17 Marc Trachtenberg, “The French Factor in U.S. Foreign Policy during the Nixon-Pompidou Period, 1969-1974",
Journal of Cold War Studies (Volume 13, 2011).

18 F. Gavin: Gold, Dollars, and Power: The Politics of International Monetary Relations, 1958-1971...,0p.cit. See
also, “The Gold Battles within the Cold War”, Diplomatic History26, Issue 1 (January 2002).
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unveil the complexity of the relations between the army and the currency in the
transatlantic relationship.

Hubert Zimmerman explores U.S. and UK strategies on their military spending
in West Germany from the 1950s to the 1970s. According to the author, it has been
for a long time that the two countries have considered restoring a conventional
German army to lighten their financial burdens: “The rationales behind the re-creation
of a German army were no longer limited to the military arguments of the generals or
to the political argument of aligning the Germans with the West. Now they were
founded on powerful economic necessities, t00.”'” In his book, Zimmerman does not
discuss the French role in the U.S.-German negotiations, but it is clear that France has
had a profound influence on the considerations and actions of the Federal Republic of
Germany (FRG). For example, the French withdrawal from NATO's integrated
command increased the feeling of insecurity among the Germans.?’ Influenced by
this insecurity, military cooperation between the FRG and the United States deepens.
From this point of view, France was a catalyst, which played a delicate role in
accentuating the importance of the American troops stationed in Germany.

In his article, “The Improbable Permanence of a Commitment: America’s Troop
Presence in Europe during the Cold War,”?!Zimmermann extends his study to the
mandate of Richard Nixon. Unlike the policies of Kennedy and Johnson, the Nixon
government's policies on troop withdrawal reflected the confrontation between the
President and U.S. Congress. On one side, the President urged the importance to keep
U.S. force level in Europe; on the other side, the Congress put pressure on the
President to remove about half of U.S. troops stationed in Europe.

Zimmermann's articles and book provide details about U.S. European strategies
and policies in the context of the continuous deficit of the balance of payments. The
American military protection was good leverage for U.S.-German negotiations; in this
way, the deficit of the United States could be reduced to some extent. Moreover, in
the international arena, the Germans had to cooperate with the Americans on other
domains, like the reform of the international monetary system.

Furthermore, special emphasis should be placed upon the researches of Marc

Trachtenberg and Francis Gavin. In the article titled "The French Factor in US

19 H. Zimmermann, Monetary and..., op.cit., 14.

20 Jbid, 165.

2 H. Zimmermann, “The Improbable Permanence of a Commitment: America’s Troop Presence in Europe during
the Cold War”, Journal of Cold War Studies (Volume 11, 2009): 3-27.
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Foreign Policy during the Nixon-Pompidou Period, 1969-1974," Trachtenberg refers
to Digital National Security Archives (hereafter DNSA), documents in the
Declassified Documents Reference System (hereafter DDRS), and telephone records
of Henry Kissinger to explain the French influence on American policies. The author
chooses some typical events: the end of the Bretton Woods system; the year of
Europe; U.S.-Soviet detente and the Yom Kippur War, to discuss in details how
Franco-American relations evolve from a relatively good relation to the tensions from
1973 to 1974.

This study is to be compared with the study of Francis Gavin, the former
student of Trachtenberg, who does much research on the interactions of military and
monetary policies between the United States, France, and West Germany during the
1950s and 1960s. He reveals the influence of the American deficit on the
consideration of the withdrawal of troops, and the divergent viewpoints of U.S.
departments: the Treasury Department (Secretary Douglas Dillon), and the State
Department (George Ball) / the Council of Economic Advisers (Walter Heller). The
only deficiency is that the author does not consult the French or German primary
sources; therefore, are not well concrete and complete.

Besides, the European monetary unification process represented Europe’s
ambition to achieve closer cooperation in the monetary and economic domains.
Whereas the work of Dimitri Grygowski: Les Etats-Unis et l'unification monétaire de
[’Europe (The United States and the monetary unification of Europe) **shows a new
perspective on U.S. European policy, the history of the transatlantic monetary
relationship, and the history of European monetary unification. His research retraces
the monetary relationship between the USA and Europe from the end of the 1950s to
the 1980s in the light of a considerable amount of archives: U.S. national archives,
documents of Banque de France, etc; the research of Laurent Warlouzet: Le Choix de
la CEE par la France: L’Europe économique en débat de Mendeés France a de Gaulle
(1955-1969)(France’s choice about the CEE, Economic Europe in debate from
Mendes France to de Gaulle(1955-1969),>> who provides numerous aspects about

France’s consideration on European project; the collection edited by Robert Boyce

22 Grygowski Dimitri, Les Etats-Unis et I'Unification monétaire de I’Europe(Bruxelles, P.LE. Peterlang, 2009).

2 Laurent Warlouzet: Le Choix de la CEE par la France: L’Europe économique en débat de Mendés France a de
Gaulle (1955-1969)(France’s choice about the CEE, Economic Europe in debate from Mendes France to de
Gaulle(1955-1969) (Paris: CHEFF, 2011).
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and Olivier Feiertag: “La France face au dollar: les chemins de la mondialisation au
XXe siecle. Introduction”, develops the relationship between franc and dollar, as well
as France and the United States.?*

To conclude the research cited above, it appears that the historiography of
monetary, military and political interactions between the United States and France has
not been sufficiently studied. The approaches are dominated by the study of the
monetary-military relations between the United States and West Germany in the
1960s and 1970s. Furthermore, less access to the original documents of the American
and French presidencies limits the depth of the researches. However, these researches
on all accounts illuminate the following studies, by throwing up specific observations
and instructional historical documents to the public. Based on these excellent works,
and with the help of abundant archives, this study intends to shed light on the
interaction of monetary, political, and military domains between the United States and

France in 1965 to 1973.

Questions and objectives of the study

The U.S.-French relations are complex, ranging from political, diplomatic,
military and monetary aspects, such as the disagreement on the nuclear issues, the
Vietnam War, the problem regarding the FRG, or the construction of the Common
Market. Here we will confine ourselves to U.S. balance of payments problems, the
monetary affairs, political and military matters, by applying approaches such as:
exploring the separate viewpoints of the U.S. and French successive governments;
elaborating the internal discussion of the decision-makers, advisers and middle-level
officials regarding political, military, and monetary matters in each government; and
trying to understand the compromises and negotiations between the two countries,
sometimes with the intervention of the Common Market.

In the light of financial and political declassified archives, we will see how
different domains interact, and solve the following questions:

1. Since the Bretton Woods system was characterized by U.S. wills, and was

finally abolished by the United States, then during this process, how did the United

2 R. Boyce, O. Feiertag, « La France face au dollar : les chemins de la mondialisation au XXe siécle.
Introduction », Histoire@Politique, 2013/1 (n° 19), 1-5.
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States adjust itself to the change of external environment, especially when it realized
that it had lost the capability to dominate the monetary and economic orders in the
West camp?

2. Taking U.S. allies in Western Europe, especially France for example, how did
they cope with the challenges of the United States? Did they passively obey U.S.
proposals of adjustment, or did they hope to grasp the opportunity of the changing
economic structure to build European monetary and economic integration?

3. How did the interaction of monetary, political and military relations proceed?
When exchange rate arrangements become a stumbling block to U.S.-European
relations, could this situation be overcome through political negotiations? Was U.S.
military protection to Europe an ace card in negotiating with its allies in other
domains? What was the impact of the political and military negotiations on resolving
the conflicts between the USA and European monetary problems?

4. What was the relationship paradigm between the United States and its
European allies from mi-1960s to the early 1970s: affiliation, partnership, or both?

Primary archives and official documents

This thesis will first consult the primary archives and official documents from
the French side and the U.S. side, in order to understand the U.S.-French monetary
and political relationship. The rich archives allow the author to rethink the model of
transatlantic alliance in the years of 1960s to 1970s, and well analyze the political
impact on U.S.-French monetary relations, and the consequence of the monetary crisis
on the political, military matters.

— The archives from the French side:

(1) The Presidential documents in the National Archives(Pierrefitte-sur-Seine) of
the de Gaulle and Pompidou governments— series SAG1 and 5AG2—  offer
detailed discussion about the international monetary reform in the Conseil Restreint.
The presidential archives allow us to explore for example how the de Gaulle
government’s gold policy developed and how the Pompidou administration handled
with the Nixon New Economic Policy declaration.

(2) Michel Debré papers in the National Archives (Pierrefitte-sur-Seine), series
4DE/5SDE, mainly present Debre’s dialogues with international monetary authorities
as Economy and Finance Minister and his officials’ counseling reports on
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international monetary policy.

(3) Jean-René Bernard papers in the National Archives (Pierrefitte-sur-Seine),
series 86AJ, unfold the process of decision making for certain economic affairs and
currency negotiations, which help us to better understand the details of the
negotiations in the Pompidou government.

(4) The archives of the Banque de France principally deal with some technical
questions, like the U.S. deficit in the balance of payments. Besides, some reports were
interesting to be mentioned, for example, an analytical report of 1966 ever referred to
the hypothesis that the Johnson government would suspend gold-dollar convertibility
and it then provided French with possible measures to counter the negative effects.

(5) René Larre papers and Valéry Giscard d’Estaing’s documents in the Center
for Economic and Financial Archives (CAEF), cover the reform of the international
monetary system negotiations.

(6) The archives in the Ministry of Foreign Affairs contained the ambassador
reports about U.S. economic situation etc.

(7) Claude Pierre-Brossolette’s oral archives in the Institute of Pompidou revive
the negotiations about the reform of the international monetary system, specifically
French internal discussion on the adoption of a two-tie ex-change rate market since
August 19, 1971.

— Archives from the U.S. side:

(1) Documents in U. S. National Archives II Record Group 59, reveal the
process of U.S.-German offset negotiations. A portion of archives includes the
exchange of high-level visits.

(2) Documents in U. S. National Archives II Record Group 56, mainly include
groups papers and discussions about the economic and monetary issues in the
Treasury Department.

(3) Archival collections or databases, like FRUS, DNSA and DDRS, are
essential for this study. They involve precise analyses about U.S.-Europe relationship
and the development of French American policies, in which all sorts of subjects:
monetary affairs, diplomatic contact are included.

(4) Annual reports, public papers of the Presidents, Department of State Bulletin,
and survey of current economy provide a panorama for U.S. each year’s
domestic/external economic and monetary policies.

— Archives from other institutions:
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(1) UK database, such as Documents on British Policy and The Nixon Years,
1969-1974(sources from the National Archives, UK), Annual reports of the
Bundesbank and the Annual Reports of the IMF will be used to summarize the
overseas reaction on sterling crises, speculation on mark and the French-U.S. relations
in the eyes of a third country.

(2) Digital sources, like that in the Virtual Centre for Knowledge on Europe
(https://www.cvce.eu) reveal the primary archives about the development of the
European Community since its foundation.

—Memoirs and biography, present the issues that the main actors themselves
have experienced them, like Nixon’s and Kissinger’s memoirs, biographies about de

Gaulle and Pompidou etc.

Organization of chapters

The present approach is chronological based on rich historical documents,
memoirs of the major actors and the previous researches.l divide the research into
four parts:

— Background: from 1958 to 1964

With the return of power of General de Gaulle, France saw its economic and
social recovery since the end of the 1950s. This period was also characterized by
French and American monetary cooperation.

First of all, since the end of the Eisenhower government, the United States has
been chronically suffered from the balance of payments deficit. To maintain the
dollar’s value, France participated in the gold pool; to manage the monetary system
well, France agreed with the General Agreements to Borrow. She also took a positive
measure to save the value of the pound sterling.

Secondly, France did not embarrass Americans about the gold issue. France was
cautious in the face of the speculative movement of gold that hit the European
markets in October 1960. In the Conseil Restreint of 1963, there were officials, such
as Guillaume Guindey and Valéry Giscard d'Estaing, proposed not to ask for the
return of the gold standard, de Gaulle himself agreed with them too.

As a result, the most intense disagreement between France and the United States
in the monetary field, in other words, the public announcement of de Gaulle, came
later than their differences over political and military affairs. The beginning of 1963
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already tested the double refusal of France on the entry of Great Britain to the
prevailing market and on the proposal of the "Multilateral Nuclear Force." Nor did the
French want to share the military burdens of the United States in Europe. The
Franco-American political and military relations deteriorated remarkably from that
moment. However, we have seen that until 1963, in the monetary field France made
efforts to maintain its cooperation with the United States. In 1964, the French still
proposed an international reserve unit in order to ensure liquidity and adjustment of
the balance of payments. With the rapid refutation of this idea by the Americans and
the British, the French Government saw the possibility of a new reserve dominated by
the Americans. This disappointing experience finally hardened de Gaulle’s decision
on attacking the U.S. currency hegemony on February 4, 1965.

— Part One: from 1965 to 1968

Chapters two and three (1965- 1968) describe how the Johnson government
limited the capital outflow by implementing the Interest Equalization Tax and the
voluntary programs. To diminish the deficit, the American government continued its
talks with the FRG from 1965 to 1968 and got two two-year offset agreements.
However, these efforts were counteracted by U.S. broad participation in the Vietnam
War. The deficit was still there and even deteriorated from 1967 to 1968.

To stabilize the international monetary system and add additional liquidity, the
United States proposed an extensive discussion on the creation of new assets. The
introduction of the Special Drawing Rights was finally placed on the agenda, while on
the other hand, the de Gaulle government fought against U.S. attempt and insisted on
the monetary role of gold. U.S.-French monetary problems gathered with their
political and military disagreements. 1965 to 1966 was then marked with the outbreak
of the overall conflicts, especially the French opposition against the United States in
all dimensions.

Even the two administrations could not always reach the consensus, their
exchange of views continued. Since the May-June strike 1968, France has been
dramatically weakened in the social and economic fields, and the Soviet invasion of
Czechoslovakia highlighted its aggressiveness and the necessity of U.S. force
presence in Europe. The joint effort to face the security and currency challenges
permitted the two governments to get closer than the years before, which lay a good
foundation for the contact of U.S. and French new governments since 1969.

—Part Two: 1969-1971
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Chapters four and five analyse the new era of the U.S.-French relationship:
Nixon’s visit to Paris in February 1969 and Pompidou’s visit to the United States in
1970. The two sides realized their high-level exchanges, during which, a in-depth and
frank point of views on the German issues, the Vietnam War, the international
economic and monetary affairs, were shared by both of the two administrations. The
first crisis confronted the Pompidou government, and the European countries were the
unilateral announcement of U.S. President Nixon on the suspension of dollar-gold
convertibility and the ten percent surtax. The negotiations to solve the Nixon
economic shock and the signing of the Smithsonian Agreement reflected the
cooperative spirit in the West camp in front of a significant divergence of interests
again.

—Part Three: from 1972 to 1973

Chapters six and seven present the aftermath of the Smithsonian Agreement
(1971), U.S. further action to end the Bretton Woods system and the Year of Europe
initiative. With the fluctuation of the dollar at the beginning of 1973, the fixed
exchange rate system was over. The misunderstanding caused by the monetary affairs
sped the pace of the establishment of the European monetary union. Moreover, the
Nixon administration proposed a solution to put everything in a package, that is to say,
to solve the economic matters, the defense, and the diplomatic issues in the
framework of its political initiative, the "Year of Europe altogether". However, the
U.S. aim was clear, to use its military advantages to force Europe to make
concessions in the economic field. In short, during this period, defense, currencies,
and politic issues intertwined each other, which are both weapons and play cards for
France(the Nine as a whole) and the United States on the international political

spectrum.
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Partl From the “dollar gap” to the “dollar glut”, 1944-1968
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Prologue

The United States dollar, symbol of the U.S. economic and financial flow,
occupied the pivot position in the international monetary system (IMS) in the
aftermath of World War II. Its official position was firmed up during the Bretton
Woods conference in July 1944, which made the U.S. dollar convertible to gold. One
ounce of gold could be exchanged for U.S. $35.2° Other countries’ currencies would
be pegged to the U.S. dollar and the floating rate would be kept at plus or minus one
percent.?6

However, the IMS relying on gold-dollar linkage maintained its stability for just
over a decade. With the deterioration of the U.S. balance of payments and the
exacerbation of U.S. capital outflows in the late 1950s, central banks accumulated a
growing portion of their international reserves in the form of U.S. dollars; it was thus
doubtful that the United States would guarantee gold-dollar exchange rate at U.S. $35
per ounce, which directly led to an increase of speculative activity. More foreign
dollar holders then chose to convert U.S. dollars into gold, and since the beginning of
the 1960s, numerous gold and dollar crises broke out.?’

From the “dollar-gap” to the “dollar glut”, what happened to the U.S. dollar and
its issuing country? Was the Bretton Woods system with the U.S. dollar as its core,
the booster for the United States to promote its economic hegemony? Or did the
system bring about unspeakable difficulties? The international monetary relationship
reflected political and diplomatic interactions, when the U.S. economic position
declined and the status of the dollar deteriorated, did the political, military and
diplomatic relations in the western world change as well?

In fact, the transformation in the international monetary relationship between
France and the United States was delicate, and typical, since the 1960s. During this

period, France was unsatisfied with U.S. hegemony in all aspects - it pursued the

%5 The Roosevelt government, with regard to the reduction of federal gold reserves, passed the Gold Reserve Act
on January 31, 1934, declaring a depreciation of the US dollar. The price of gold was adjusted from US$20.67 to
US$35 an ounce. This parity applied to the Bretton Woods agreement.

26 Benn Steil, The Battle of Bretton Woods, John Maynard Keynes, Harry Dexter White, and the making of a new
world order (New Jersey: Princeton University Press, 2013).

27 Numerous books concern the history of the early years of the Breton Woods system and the dollar crises. The
author selected the most recent and representative ones here: M. Bordo and B. Eichengreen, A retrospective on the
Bretton Woods system: lessons for international monetary reform (London: University of Chicago Press, 1993);
Harold James, International monetary cooperation since Bretton Woods (New York: Oxford University,1996);
Filippo Cesarano, Monetary Theory and Bretton Woods: the construction of an international monetary
order(Cambridge: Cambridge university Press,2006); Eric Helleiner, Forgotten foundations of Bretton Woods:
international development and the making of the postwar order (New York: Cornell University, 2014).
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so-called “independence” in military and diplomatic domains. It was the same case
for monetary affairs. When France’s propositions in regard to the reforms of IMS
were refused or ignored by the Americans, the de Gaulle government hardened their
attitude. The year of 1965 was therefore a turning point which witnessed the drastic
denouncement of General de Gaulle on the dollar’s hegemony. France’s international
monetary policy reflected its overall international strategies, and the way to resolve
monetary problems influenced French-US international political, economic, and
military relations as a whole.

This chapter will focus on the process of alliance negotiations on different
domains. It is worth mentioning that the conflicts between the monetary and military
fields were quite in the same rhythm. The United States used their military strengths
to force the Europeans to make economic and monetary concessions. But thinking
about this period from another angle perspective, we are allowed to recognize that
because of the fact that Europe had improved their economic and monetary status,
that their economic advantages finally pushed the United States to come to the
negotiating table.

The alliance would no longer be conducted by one side, the transatlantic
relationship was transforming somewhat from “affiliation” to “partnership”. And as
one of the leading countries in EC, France’s sense of autonomy became much more
manifested: it accelerated the pace of pursuing independent diplomacy and economic
policies with the intensification of French-U.S. divergences. There are two essential
objectives characterized the foreign policy of General de Gaulle: the first was to
create a multipolar international system, which would replace the current bipolar
system by allowing the formation of a group of independent European countries, first
in Western Europe, then in the whole of Europe...the second goal of de Gaulle was to

acquire the leadership in Europe for France.”?®

28 In his article, André Eshet divided the forein policies of de Gaulle into three periods, the first phase, from 1958
to the end of 1962, France was influenced by the Algerian war, then by the process of peace and independence; as
long as the Algerian conflict lasted, General De Gaulle could not conduct his great policy abroad. The second
phase, from 1963 to the end of 1965, was marked by the easing of tensions between the USSR and the Western
powers. On the one hand, there existed the quarrel over the integrated multilateral forces project, and NATO's
nuclear strategy. On the other hand, it was the time of France's gradual withdrawal from its obligations as a NATO
partner. The third phase coincided with the “Détente" - in any case according to the ideas of General De Gaulle -
and with the gradual rapprochement between France and the socialist states by the declaration of General De
Gaulle in February 1966, when he announced that he would withdraw France from the Alliance's military
organization.It was during this last phase that the General developed his doctrine of independent action. André
Eshet, “Aspects stratégiques de la politique étrangére gaullienne”, in Elie Barnavi and Saul Friedlinder, La
Politique Etrangére du Général De Gaulle (Paris: Puf, 1985), 75-78.
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Chapter I The heavy heritage from 1944 to 1964

The chaotic international financial order between two world wars and the
disastrous mistakes brought about by the Great Depression in the 1930s were widely
known by the Western countries. How to reorganize the post-war international
financial order, recover the economic health, prevent vicious speculation, and
eliminate competitive devaluation, became main themes during the Bretton Woods
Conference in July 1944. During this conference, one a common agreement was that
the freedom of current payments, especially trade payments, should be guaranteed, in
order “to facilitate the expansion and balanced growth of international trade, and to
contribute thereby to the promotion and maintenance of high levels of employment
and real income and to the development of the productive resources of all members as
primary objectives of economic policy.”?

The "Keynes Plan" submitted by the United Kingdom and the "White Plan" of
the United States were two hot topics, both of which wanted to set up a fixed
exchange rate system that was not based, as in the nineteenth century, on the constant
use of deflation by debtor countries. But their disagreements were remarkable.
“Keynes plan” advocated a system which could eliminate gold as the reserve currency
and give no privileged role to one national currency. Throughout history, it was the
ambiguous role of the pound-sterling and gold that ultimately frustrated the world
monetary system before WWII. The British plan encouraged the formation of a
“Bancor”, which had no relations with gold and was defined only by different
national currencies.

The "White Plan" proposed to establish a link between US dollar and gold.
During World War 11, as President Franklin Roosevelt’s adviser, Harry D. White had
already worked to persuade other countries to peg their currencies to the U.S. dollar.
And at institutional level, White envisaged the IMF as a smaller multilateral
institution, supervised by different countries, which lent national currencies to the
debtor nations rather than create new international assets.’® White, of course, was
working to promote U.S. economical and political interests, just as Keynes was

focusing on British interests. White’s conception of the post-war system essentially

2 Articles of Agreement, International Monetary Fund, United Nations Monetary and Financial Conference,
(Washington D.C.: International Monetary Fund, July 1 to 22, 1944), 4-5.

30" James M. Boughton, “Why White, Not Keynes? Inventing the Postwar International Monetary System”, IMF
Working Papers, (March 2002): 3.
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was attributable in part to the superior economic strength of the United States.>!

However, these two had a common deficiency; the new international monetary
institutions depended too much on state power. When the issuing countries of reserve
currencies, like the United States and the Great Britain wanted to pursue their
self-interests and the maximization of profit, the system could not last for long.

Looking back to the Bretton Woods conference. It was obvious that the United
States’ strong economy, stable dollar status, and huge gold reserves have influenced
the final decision. Regulars of the Bretton Woods monetary system were eventually
dominated by the “White Plan”, which stated that:

“The par value of the currency of each member shall be expressed in terms of
gold as a common denominator or in terms of the United States dollar of the weight
and fineness in effect on July 1, 1944. The Fund shall prescribe a margin above and
below par value for transactions in gold by members, and no member shall buy gold
at a price above par value plus the prescribed margin, or sell gold at a price below par
value minus the prescribed margin.”*

With the failure of Britain’s attempt to convert freely in 1947 and the sterling
depreciation in 1949, the U.S. dollar alone assumed the responsibility for providing
international liquidity.?

This chapter has two main purposes: (1) to trace world financial developments
under Bretton Woods from 1944 to 1964, and explore why this system engendered
difficulties for Western countries and (2) to reveal the French-U.S. monetary
relationship since the 1960s and the interactions among different spheres: the

monetary affairs, the defense problems and the political strategies.
I. The international monetary aftermath of World War 11
At the early stage of Bretton Woods monetary system, it functioned relatively

smoothly, by facilitating world trade’s expansion and post-war economic recovery.

During 1944 to 1958, the U.S. dollar existed as a scarce commodity and was eagerly

31 Ibid, 3.

32 “Articles of Agreement, “4-5.

33 Even after the Second World War, the British economy was declining, but pound sterling was still an important
international reserve currency. In July 1947, with U.S. loans, Britain announced the free convertibility of
pound-sterling. However, with the rapid drain in foreign exchange reserves, they once again announced the
implementation of foreign exchange control in one month. It was not until the end of 1958 that the British
reestablished their currency’s convertibility.
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chased by various countries - the term “dollar shortage” no doubt reflected this
phenomena. However, since 1956, or more strictly speaking, since the breakout of the
Korean War in 1950, the United States had imported an increasing amount of goods
with its current account advantage decreasing. A much more significant change lay in
the capital account. The trend of capital outflows had increased, and since 1958, the
U.S. balance of payments has suffered chronic deficits, so that as early as 1956,
Professor and Diplomat Richard Gardner, commented that the Bretton Woods system
based on White’s as well as Keynes’ plans had been far from solving the central
problems of international monetary stabilization and they even did not discuss the
allocation of responsibility for adjustment between creditor and debtor nations.>*

The failure of the Bretton Woods institutions widely discussed since the late
1950s was doomed. The speculation on gold, the insufficiency of self-restoration, and
the dependency on negotiations from the national level, contained elements of

instability and disintegration.

1.1.1. The development of the International Monetary system (1944-1958)

In the aftermath of WWII, the U.S. dollar was regarded as a "rare currency" for a
long time. On the one hand, Europe was in ruin during the world war, and had
immense need for capital to meet the primary construction and restored social orders.
On the other side, the United States, the world’s most powerful country, could
provide products that Europe wanted. Due to the considerations of anti-communism
and desire to recover Europe’s economic and social orders, the Truman administration
quickly decided to offer economic assistance to Western Europe. In 1947, in a speech
to Congress, the Secretary of State George Marshall stated that: “the remedy lies in
breaking the vicious circle and restoring the confidence of the European people in the
economic future of their own countries and of Europe as a whole.”*® Following this
statement, between the years of 1947 to 1953, the United States transferred to the rest
of the world - in the form of grants and loans— 33 billion dollars.

Besides, the announcement and realization of the Marshall Plan*® vested the

3 Richard N. Gardner, Sterling-dollar diplomacy (Oxford: The Clarendon Press, 1956), 100.

35 “Remarks by the Secretary of State, European Initiative Essential to Economic Recovery”, June 15, 1947, The
Department of State Bulletin 415, (Volume XVI 1947): 1159.

36 Numerous archives and works concentrate on Marshall Plan. In Harry S. Truman Presidential Library&Museum,
there is a special collection focusing on the Marshall Plan covering the years 1946 through 1953. See more details
at: https://www.trumanlibrary.org/whistlestop/study collections/marshall/large/index.php From the French point
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U.S. dollar much more meaning, which was of great significance not only in the
economic sense but also in political and ideological dimensions. The reconstruction of
allied-occupied Germany demanded the liquidity of dollars. France, Great Britain,
Japan and other countries needed American aid as well. Under the name of the
Marshall Plan, the European countries received $11.8 billion in the form of grants and
$1.8 billion in the form of loans from mid-1948 to mid-1952.%7

Even U.S. dollars were exported to the world; the Western countries never
received sufficient liquidity. Take the Western Europe for example, and the reasons
why dollars were rare at that time:

First of all, there were important reconstruction requirements in Europe which
had to be satisfied if Europe was to regain its position as an important world trader
and supplier. Second, in the period 1946-49, the rest of the world, especially Europe,
was unable to produce the kind of goods available in the United States. Third, private
capital flows from the United States were not forthcoming. This last factor can be
explained in brief. American investors, not unlike other investors, responded to the
once-burned twice-shy behavior pattern.®

These three factors contributed to the favorable situation for U.S. dollars in the
international capital markets. The rest of the world sought all means of payments in
dollars and were eager to buy goods and equipment from the United States. And the
pursuit of dollars existed not only in Europe or Japan, South American countries like
Chile and Argentina demanded U.S. dollars as well.

To conclude, from 1945 to 1949, the credibility and usage of U.S. dollars were
relatively stable. It functioned as “the principal currency in which international
transactions are denominated and settled; it is the preferred instrument of international
short-term capital investment and has become the largest reserve currency used by
issuing institutions worldwide; finally, it serves almost exclusively as the means of

intervention for central banks on the exchange markets.”*°

of view and French-U.S. relationship under the Marshall Plan, see Gérard Bossuat, “Le plan Marshall dans la
modernisation de la France”, in Serge Berstein and Pierre Milza, L ’Année 1947 (Paris: Presses de Sciences Po,
1999), 45-73. Matthias Kipping: La France et les Origines de ['Union européenne, Intégration économique et
compétitivité internationale (Paris: CHEFF, 2002). Micheael J. Hogan: America, Britain, and the Reconstruction
of Western Europe, 1947-1952 (New York: Cambridge University Press, 1987).

37 Jean Denizet, Le dollar: Histoire du systéme monétaire international depuis 1945 (Paris: Fayard, 1985), 47

3% Francis Lee, “The U.S. balance of payments in the postwar period”,Financial Analysts Journal 21, No. 3
(May - Jun., 1965): 31-38.

3 Archives de la Banque de France (hereafter ABDF), 1489.2004.02, volume 31, La politique du dollar,
conférence, prononcée a I’Institut des Hautes Etudes de la Défense Nationale, le 2 Mars,1971.
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With the devaluation of main western countries’ currencies in 1949, their
exchange rates remained comparatively constant, which laid the foundation for
economic and social recovery. During this period, the U.S. economy maintained a
strong dynamic of development, the surplus of the balance of payments reached about
2 billion dollars a year, except that the outbreak of the Korean War led to an increase
of the military expenditure and the balance of payments deficits, “the marked shift in
the relationship of exports to imports in 1950 developed largely as a result of the
Korean hostilities and the accompanying speculative rush for materials which

»4l The Korean War witnessed the first

accelerated U.S. imports and exports.
emergence of the U.S. balance of payments deficits, but apart from that, the American
economy maintained its vitality, and the U.S. dollar kept its vitality.

During the whole of the 1950s, the amount of dollars held by foreign countries
did not cause major problems, foreign central banks sought to restore the reserve
margins that they lacked and the internal and external situation of the U.S. economy
and the dollar were still strong. Since the end of the 1950s, however, with the
recovery of the European and Japanese economies and the convertibility of the OECD
members’ currencies, the problems of U.S. capital outflows and the challenges met by
the U.S. economy became remarkable. The American export advantage reduced, the
Europeans and the Japanese competed with them in the global market, and these
situations led the United States to a large balance of payments deficits over the years.
The phenomenon of the "dollar-gap" was quickly replaced by the period of "dollar of
mistrust” and “dollar glut”.

In fact, there were already U.S. officials who warned that in the period from
1950 to 1957, increasing amounts of funds in the form of capital and military
expenditures had already left the United States, but these were largely offset by U.S.
surpluses on trade and services. Thus, the annual U.S. balance of payments deficit
was less than $2 billion. In 1958 there was still a substantial surplus on current
account (comparing favorably with prior years, except 1956 and 1957), capital
outflows were, however, considerably higher than in the pre-1956 period ; The
situation became worse in 1959, with a large reduction in the export surplus, “the

latest estimate for 1959 is for a drop in the surplus on trade and services by $2.5

40 The devaluation of European currencies amounted to 30 percent for the British and the Netherlands, 8 percent
for Belgium, 13 per cent for the Italy, 22 per cent for France, 21 per cent for the Germans.

41 “The United States balance of payments”, Monthly Review of Federal Reserve Bank of St Louis 43, No. 3,
(1961).
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billion below that of 1958... The change is nearly all in the merchandise trade
account: a slight further decline of exports and a $2 billion increase in imports. The
overall deficit for 1959 is estimated at $5 billion.”*?

As reserve currency and means of payment in global trade, the unique role of the
dollar influenced the stability of the IMS. However, the dollar’s health was decided
by the performance of the U.S. balance of payments. When the United States
suffered from continuous deficits, the credibility of the dollar would be in trouble as

well. With regards to this point, Professor Robert Triffin offered his explanations.

1.1.2. The liquidity problem and the Triffin dilemma

The liquidity problems have been discussed in the academic circle since the
1950s and, step by step, spread to the official circle. Robert Triffin was certainly the
one who pioneered this discussion, and as early as the late 1950s, he began to critique
the Bretton Woods system in public and queried the gravity of outflow of dollars.

In his famous book, Gold and the dollar crisis, the Future of Convertibility
written in 1958 and 1959, Triffin explained clearly his concerns on the U.S. balance
of payments position and the results brought about by the deficits: if the United States
corrected its persistent balance of payment deficits, the growth of world reserves
could not be fed adequately by gold production at $35 an ounce, but if the United
States continued to run deficits, its foreign liabilities would inevitably come to exceed
by far its ability to convert dollars into gold upon demand and would bring about a
gold and dollar crisis.** This paradox was then called after his name, the Triffin
dilemma.

Instead of giving detailed remedies for the international monetary system, in his
book, Triffin’s advice was more directed at the U.S. international economic situation.
At the beginning, he came straight to the point that the U.S. confronted several
problems on its current account and capital account:

“(1) to strengthen, or recover, their competitiveness in world trade, by arresting
creeping inflation here, while stepping up their rates of growth and productivity by

appropriate investments in research and technology.

42 FRUS 1958-1960, Vol. IV, doc.49, Paper prepared in the Department of State, July 24, 1959.
4 R. Triffin, Gold and The dollar crisis: Yesterday and Tomorrow (New Jersey: Princeton University Press,1978),
2.
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(2) to press more and more vigorously for the elimination of remaining
discrimination on dollar goods and the further reduction of other obstacles to trade
and payments by foreign countries, and particularly by prosperous Europe.

(3) to stimulate our own producers to devote more attention than they do now to
prospecting foreign markets and expanding their sales abroad.

(4) to do everything to prod European countries to assume their fair share of
development financing abroad, particularly through multilateral assistance programs
rather than through bilateral, tied loan, procedures.

(5) the current relaxation of world tensions may possibly enable us to reduce the

terrifying and disproportionate defense burdens— internal as well as external—
which probably account, more than any other single factor, for the revolutionary shift
which has taken place in the international dollar balance from pre-war to post-war
days.”*
According to Triffin, the primary measure the United States should take was to
eliminate the overall balance of payments deficits and put an end to the constant
deterioration of the monetary reserves. When referred to the IMS, Triffin mentioned
several points: (1) the gold problem; (2) international liquidity; and (3) the exchange
rate regime.

First of all, he argued that the reserve currency should not be made up of one
national currency, and the role of gold as international reserve should be eliminated.
Looking backward, the increased amount of gold could not meet the expanding world
economy's need. Numerical data showed that the role of gold in gross world reserves
had fallen from 85 per cent in 1913 and 95 per cent in 1933-34 to about 60 per cent in
1962. Even more striking was the steadily decreasing role of Western gold production
as a source of current reserve increases, from 78 per cent of such increases in 1934-37
to 51 per cent in 1938-49, 30 per cent in 1950-57 and less than 19 per cent in
1958-62,% so that “any reevaluation of the price of gold would have to be very stiff
indeed to meet the problem and would promise only a temporary breathing spell
46

rather than a permanent solution to the question of international liquidity.

Moreover, the change in the price of gold was not only a financial event, but also

4 R. Triffin, Gold and the dollar crisis, the Future of Convertibility (New Haven: Yale University Press, 1961),
7-8.

4 R. Triffin, The Evolution of the International Monetary System, historical reappraisal and future perspectives
(Karachi: State Bank of Pakistan Press, 1964), 27.

46 R. Triffin, The world money maze, national currencies in International Payments (New Haven and London:
Yale University Press,1966),75.
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a manifestation of a political significance. Under the present monetary system, gold
producing countries, such as the Soviet Union, China and South Africa could menace
the stability of the gold market, the speculation of gold would therefore increase with
the weak position of the U.S. economy and U.S. dollars.

Secondly, according to Triffin, the greatest weakness of the current monetary
system lay in the shortage of international credit. He proposed that “the satisfactory
functioning of such a system necessarily requires an expanding pool of world
monetary reserves and international liquidity, to bridge temporary and unavoidable
fluctuations in each country’s external receipts and payments.”’ This judgement was
the most controversial part in Triffin’s thesis; different people regarded the liquidity
problem from their own perspectives. The French and the Dutch thought that Triffin’s
plan exaggerated the problem of international liquidity development...It was not
necessary for central banks' reserves to grow at the same rate as the world trade...if all
countries are to make reasonable efforts to keep their balance of payments in balance,
they do not need too large reserves.*®

Thirdly, Triffin noticed the rise of worldwide discussions on exchange rate
regime in the early years of the 1960s. He expressed clearly his opposition towards
floating rate regime, due to the fact that in the long run, “it would merely end in
currency collapse in the case of protected inflationary developments.”® In regard to
this aspect, in the U.S. academic and financial circles, economists could not arrive at
an agreement. For Milton Friedman and Gottfried Haberler, they argued that the
major problem in the IMS was the rigidity of exchange rates and unwillingness of the
states to live within their means.>°

Triffin’s overall views on the international liquidity, the gold position and the
exchange rate regime had a profound impact on the U.S. government. Most of his
diagnoses were shared by the Kennedy and Johnson governments, especially that he
emphasized the possibility of the shortage of international liquidity and eliminating
the reserve function of gold. But his propositions were hard to put into practice
because he suggested introducing a new credit to avoid the risk that one national

currency’s instability, highly dependent on individual countries’ decisions, affected

47 R. Triffin, Gold and the dollar crisis, the Future of Convertibility,op.cit., 8.

4 Archives Nationales de la France (hereafter AN), 5AG1, volume 2346, “Note a I’attention du Général De
Gaulle, probléeme monétaire internationaux”, le 25 mars 1963.

4 R. Triffin, The Evolution...op.cit., 40.

30 Jacqueline Best, The Limits of Transparency: Ambiguity and the History of International Finance (London:
Cornell Univerisity Press,2007), 99.
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the whole global monetary market. It meant the United States would lose their
privileges in IMS.

After all, Triffin’s propositions offered the possibilities to reform the Bretton
Woods system, and the U.S. governments under Kennedy and Johnson
administrations also quickened their pace to encourage the creation of new
international reserves, and the central role of gold in IMS alerted the U.S. government

to keep a watchful eye on its hidden danger.

1.1.3. The interactions between money, security and politics

Money, security, and political issues; three different domains at first glance, but
were in fact closely related.”!

Above all, the instability of the U.S. dollar came from the long term deficits in
the balance of payments in the United States. And the deficits were, to a large extent,
affected by U.S. military protection and wars overseas. Protecting Europe on the one
hand and competing with European products in global economic market on the other,
finally became the mainline which connected the monetary affairs, military protection
and U.S.-European political relations as a whole.

Let us consider these three domains from a dual approach:

Firstly, from the United State’s side - since 1958, the Americans gradually
realized that they were losing their advantage in an international commercial sphere;
European, Japanese and Canadian products were competing with theirs for
international markets without reservation. At the same time, however, the United
States spent huge amounts of money each year to defend the security in these regions.
Such a strong contrast reminded the Americans of the fact that the European countries
should compensate U.S. troops’ expenditure. In the last two years of Eisenhower’s
tenure of office, therefore, special attention was paid to the talks with West Germany,
France, and possibilities to reduce U.S. balance of payments deficits. In one system,
when members, such as Western Europe and Japan, continued to make profits and

their leader, the United States, offered a free ride at the expense of its own benefits,

51 Surveys of U.S.-Europe military relations, especially that concern economic expenditure include Hubert
Zimmermann translated by Robert Kimber and Rita Kimber, ‘Occupation Costs, Stationing Costs, Offset
Payments, The Conflict over the Burdens of the Cold War’, in Detlef Junker, David Lazar, and Christof Mauch,
The United States and Germany in the Era of the Cold War, 1945-1990: A Handbook (New Y ork:Cambridge
University Press,2004),333-340.
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both the American people and the U.S. government would show a growing feeling of
dissatisfaction. The Eisenhower government obviously saw the seriousness of the U.S.
deficit and large speculation on gold. The finance minister Robert Anderson
announced in the meeting of the National Security Council in 1959 that it was the
imbalance in the Euro-American commerce that brought about this situation:

“In fact, what we are now tending to do is to have the U.S. finance European
exports. These European countries should themselves be urged to take some of the
same measures we take to finance our own exports... If the balance of payments
disparity continues for any considerable number of years, we in the U.S. would be in
for real trouble.”*?

As time passed, the U.S. government formed a strategy to use their military
advantages to influence economic negotiations with Europe, in order to force the
Europeans to make concessions and give the United States more convenience on
economic and monetary issues. This strategy was broadly used in the Kennedy,
Johnson and Nixon governments.

Secondly, from Western Europe’s perspective - since the end of WWII, U.S.
allies acquiesced to the fact that being the supplier of the world’s money, the United
States had been given a major source of power and independence. At the same time,
the Europeans used the hegemony system governed by the United States to promote
their own economic prosperity. As long as this bargain was sustained and not overly
abused, the Bretton Woods system survived. When gold speculation and dollar crises
broke out at the beginning of the 1960s, however, many Europeans and Japanese
began to believe that the United States was abusing the political an<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>