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Europe's monetary officials were glad to see 1992 end. The British pound, Portuguese escudo, Irish punt, Danish krone and even the proud French franc came under repeated selling pressure in international markets last year, a phenomenon often blamed on "unbridled speculation."

As the first month of the new year ended, however, hopes for a respite were dashed when the Bank of Ireland was forced to raise overnight interest rates to 100 percent. The French franc likewise has remained under constant selling

pressure, proving the game is not over yet. The smart money says the European Monetary System itself will be threatened before flowers again bloom in the fields of France.Much has been written about the "EMS murders," when speculators allegedly pushed several European currencies lower against the German mark. Yet political and financial leaders in the Group of 7 industrialized countries - Canada, England, France, Germany, Japan, Italy and the United States - seem to almost deliberately misunderstand why European currencies came under concerted selling pressure last year.

After the forced exit of the British pound from the EMS, it even has become fashionable for officials on both sides of the Atlantic to call for limits on investors operating in world currency markets. James Tobin, professor at Yale University, for example, suggests a 0.5 percent turnover tax on foreign exchange transactions, with the proceeds to be donated to those spendthrift souls at the World Bank.

"The travails of the world economy since 1973 inspire nostalgic longings for Bretton Woods," Mr. Tobin wrote in December. "The recent troubles of the exchange rate mechanism have dramatized such issues."

He and other liberal economists believe the solution to market volatility is to set politically determined limits on price movements, thus the sentimental references to the period of fixed exchange rates under Bretton Woods system from 1945 to 1973.

And yet the real question raised by last year's EMS turmoil is not whether more controls on currency price movements are needed. Instead, it's whether fixed or even managed exchange rates are workable, much less consistent, with promoting and expanding global trade and investment flows.

In fact, were it not for politicians' attempts to maintain a currency's value at an arbitrary level, "speculators" such as George Soros would never have had the opportunity to earn more than $1 billion by betting on price movements in the great unregulated international currency bazaar.

The value of one nation's currency relative to another's reflects the market's collective evaluation of that country's economic and political prospects. Advocates of managed exchange rates protest that economic fundamentals support a given exchange rate now prevailing, for example, with respect to the franc and mark. This basic dispute over views of economic reality is the essence of free markets.

Brokers in Europe and around the world pick up the phone and execute orders to sell a given currency (and buy another), exercising the basic right of people in a free society to own or not own a country's money. When governments deign to support a currency at one level, while market perception dictates a different price, free agents are obviously invited, even compelled, to aggressively buy or sell the currency in question until the offending politicians come to their senses.

Britain is a classic example of political pride running squarely into

financial reality. For reasons more associated with nationalism than with underlying economic reality, successive Tory governments in London attempted to peg the pound at an unreasonably high rate against the German mark, even as English industrial output, productivity and exports eroded relative to other nations.

Late last year, the government of Prime Minister John Major adamantly supported the pound against increasing selling pressure. This culminated in the sudden devaluation of sterling in late September and the decision by Mr. Major to withdraw from the EMS, a move taken almost 61 years to the day after the great sterling devaluation of 1931.

After the September debacle, the British government then executed a borrowing program, incurring $12 billion in new public debt to replace reserves spent supporting the pound in the currency markets. Borrowing on the credit of the British taxpaying public, all in the name of arbitrarily maintaining the pound's value against the German mark, smacks of economic folly as well as political duplicity.

Using debt to support sterling implies a change in overall policy that the borrowed money will help to implement. But very little, if anything, about British economic or government policy has changed since the painful events of last year, even as the government now, finally, has lowered interest rates.

Unless and until British residents are willing to work, live and save like Germans, and thereby increase British production and exports, there is no hope of pegging sterling (or the lira and franc) to the mighty German mark. This is the hard political truth that underlies the debate over economic policy in Britain - and in the United States as well.

In a very real sense, the notion of monetary union before economic integration, in the European Community or elsewhere, is antithetical to the goal of expanded trade and increased global competition. Why? Because it would eliminate the ability to separately evaluate the relative competitive values of what are still very distinct social and economic units.

Perhaps the ultimate lesson of the EMS currency market turmoil is that ''free trade" among men or nations does not require a single, unified monetary system, nor is one currency necessarily desirable. Goods and services must be priced competitively in the global economy. So, too, the tax and fiscal policies of each government and nation must also be "priced" as part of the greater competition among different economies for both capital and goods.
