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Foreword

At its meeting in Hanover on 27th-28th June 1988 the European
Council recalled "that, in adopting the Single Act, the Member States of
the Community confirmed the objective of progressive realisation of
economic and monetary union". The Heads of State and Government therefore
decided to examine at the European Council meeting in Madrid in June 1989
the means of achieving this union. To that end they decided to entrust to a
Committee, chaired by Mr. Jacques Delors, President of the European
Commission, "the task of studying and proposing concrete stages leading
towards this union". '

In response to this request by the Heads of State and Government,
the Committee has the honour to submit the attached Report. The ideas
expressed and the proposals contained in the Report are given on the
personal responsibility of the members of the Committee.
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1. The objective of economic and monetary union

AL (A‘»\.S

I .
1. Efforts in the Community to progress towards® full economic andl L8 Le b S haray Sl B4
. . . v T We Lomeet Aol @ v J :
monetary integration began iweewrmost as the Bretfon-Woods system~ was (o ILL ° J‘ﬂk, 9 M. b Q,[’ (YO A G S S b
brealeing-up.--The=Werner-Report=on~thesrealisation ges=ofxeconomic~and !tn. olr Geeo \"1’ (Vo h o Wew () Lim cu\..' .
monetary=unton~was~drawn-up-in.1970. This initiatide took place against the . ’ N

background of the major achievements by the Cofmunity in the 1960s: the z»gw I
completion of the transition period leading tofcustoms union, the setting : ) ' : '

up of the common agricultural policy and the creation of a system of own
resources. The Werner Reportrp}esented a first attempt to define and set
out a plan for the attainment of economic and monetary union. In March
1971, following the Werner Report, member states expressed "their political
will to establish an economic and monetary union".

{—f,/)weruy( e “701 -

2. Several important moves followed th;.&conclusion ofgd®1: in 1972
the "Snake" was created; in 1973 the European Monetary Co-operation Fund
(EMCF) was set up; and in 1974 the Council Decision on the attainment of a
high degree of convergence in the Community and the Directive on stability,
growth and full employment were adopted. Yet, by the mid-1970s the process
of integrationfl'ost momentum under i€ pressure from @ divergent policy
reactions to the economic shocks occurring at the time.

[~ bet

3. 1In 1979 the process of monetary integration was relaunched with
the creation of the European Monetary System (EMS) and the, @am. The success
of the EMS in promoting its objectives of internal and external monetary
stability/:ontributed in recént years to further progress,|as reflected in f Ad‘,
the adoption, in 1985, of the internal market programme and the signing of
the Single European Act.
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2. The European Monetary System and the egm

4. The European Monetary System was created by a Resolution of the
European Council followed by a Decision of the Council of Ministers and an
Agreement between the participating central banks.

5. Within the framework of the EMS the participants in the Exchange
Rate Mechanism (ERM) have succeeded in creating a zone of increasing
monetary stability Wiidef gradually relaxing capital controls. The exchange
rate constraint has greatly helped the participating countries with
relatively high rates of inflation in gearing their monetary policy towards
the objective of price stability, thereby laying the foundations for both a
converging price performance at a low rate of inflation and the attainment
of a high degree of exchange rate stability: This, in turn, has promoted /O/Z__
moderation in cost increases in many countri@nd led to an improvement in
®ge overall economic performance. Moreover, reduced uncertainty about
exchange rate developments and the fact that the parities of the /(/ &\ vy ﬁo\‘ G o
participating currencies MW allowed to depart significantly from the

fundamental economic factors have¥-tfacilitated. dntsachuropeanmetbadomat _ Mrwﬂmh&-s eStSebemieplacemwordingminabiacketcshys
times-of=severe<econemic=difficulties~andshigheunemploymenth. protected intra-European trade against excessive exchange rate volatility. )

The EMS has served as the focal point for improved monetary
policy co-ordination and7provided a basis for multilateral surveillance 7A°J

sithin the iy, atls_swosss o prD[aHeoE o €% &2

willingness of ,ceuntries to opt for a strong currency pedéey stance, bet
m&%‘? and pragmatic way in which the System has been MM/

espechally-by-the fincreasingly close co-operation among central banks. fThe (Para—5;2Ziid sub-para.) Sentence between Dratkets=Sugaested~by~Pohls
System has also benefited from the role assumed by the Deutsche Mark as.an

i “ Manchor" for participants' monetary and intervention mlicies.f]Mhm P qu 5

ok Ao (oms Bane ag

uw-’»t evolved in response to changes in the economic and financial environment
an and o_re‘tll& gf'{ﬁsic.ms (Palermd 1986 and Basle/Nyborg 1987) its mechanisg. hayye
been emended[and improveds {Arenplhenacd, ,
A4At the same time, the EMS has also suffered from a number of (Para. 5, 3rd sub-para.) Whole sub-para., slightly amended, is suggeSted by

weaknesses. The lack of convergence of fiscal policies as reflected in Pohl.

large and persistent budget deficits in certain countries has remained a

source of tensions and has put a disproportionate burden on monetary

policy. Moreover, a number of Community countries have not yet joined the

exchange rate mechanism and one participant adheres to a wider fluctuation



margins. The transition to the second stage of the EMS, as foreseen by the
Resolution of the European Council adopted in 1978, hal“ nct been
accomplished .~

LH"\-S V\.‘A
6. An important element in the—Jawnehing=ef the European Monetary

System was the creation of the ecu. In establishing the EMS, the European

Council declared in 1978 that "a European currency unit (ecu) will be at
the centre of the EMS". BApart from being used as the numeraire of the

exchange rate mechanism and ﬁn—deﬂmnaﬁeﬁeq operations in both the

intervention and credit mechanisms, the ecu serves primarily as a reserve

asset and a means of settlement for EMS central banks. Although it is an-

integral part of the EMS, the ecu has for a number of reasons played OD1Y, Breremimorlsrm N

limited role in the operating mechanisms of the EMS. ﬁé reason is that
compulsory intervention and the build-up of intervention balances to be
settled in ecu has remained rather limited as central banks had
increasingly recourse to intra-marginal intervention involving the use of
partner currencies. ="\ ea-

By contrast, the ecu has gained considerable popularity in the
market place, where its use as a denominator for financial transactions has

spread significantly. In international banlu@ ecu is at present the
sixth most important unit of denomination and fifth in international

bond issues, with a 6% market share. A wide set of ecu instruments is mem
available for investors, both at the short and the long end of the market.
Moreover, the creation of an ecu clearing system, in which more than thirty
commercial banks now participate, has contributed to the development and
8 liquidity of the ecu market.

The expansion of financial market activity in ecu reflects in
part a growing issuance of ecu-denominated debt instruments by Community

MM
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(WWWMeeﬁraeke%s-suggested_hy_l%’dhlW

institutions and public sector authorities of some member countries, bulpeee— L ,!M\r‘

@80 the ecu's attractiveness as a means of portfoho d1ver51f1cat10n and
as a hedge against currency risks. However, as~diseus seheomfnnex=tc"
this—Rapert the evolution of the ecu market has been rather uneven.

International banking business and new ecu Euro-bond issues grew vigorously
in the first half of this decade, but have moderated since then. The lion's
share of banking business represents interbank transactions whereas direct
business with non-banks has remained relatively"small and appears to have
been driven primarily by officially. encouraged borrowing demand in a few




countries. Moreover, ecu-denominated deposits by the non-bank sector have
stagnated since 1985, suggesting that the ecu's appeal as a near money
substitute and store of liquidity is modest. In addition, in the
non-financial sphere the use of the ecu for the invoicing and settlement of
commercial transactions has remained. limited, covering at present only “«.\ Lo w" [992.,
about 1% of the Community countries' external trade.

3. The Single European Act and the internal market programme

7. In January 1985 the Commission proposed ealise~the™objective.cmmmess Mo for &t
of a market without internal frontiers by - The - e measures il
for the removal of physical, technical and fiscal barriers W
white Paper, which specified the precise programme, timetable and methods
for creating a unified economic area in which persons, goods, services and
capital will be able to move freely. This objective,«-tegethe&w&th-ﬂm
nesessapy—léga'l-ps@visi@nsr,\ was embodied in December 1985 in the Single
European Act.

8. The Single European Act marked the first significant revision of
the Treaty .of Rome. It introduced three important changes in the
Community's strategy for advancing in the integration process. Firstly, it
greatly simplified the requirements of harmonising national law by limiting
harmonisation to the essential standards, 4ndmbymsystematicmadoption=ofk
mutual recognition of national norms and regulations. Secondly, it
established a faster, more efficient and more democratic decision-making
process by extending the scope of qualified majority voting and by giving
the European Parliament a greater role in the legislative process. Thirdly,
it reaffirmed the need to strengthen the Community's economic and social
cohesion, to enhance the Commnity's monetary capacity in the perspective
~of economic and monetary union, to reinforce the Community's scientific and-
technological basis, to harmonise working conditions with respect to health
.and safety standards, to promote the dialogue between rhanagement and labour
and to initiate action to protect the environment.

9. (/(/‘6nsiderable progress has been made(Gver the last three years)in
implementing the internal market programme.,In December=1988™tlie "European

Council, meeting in Rhodes, noted that "at [the halfway stage towards the
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deadline of December 1992, half of the legislative programme necessary for
the establishment of the large market is already nearly complete" and
underlined "the irreversible nature of the movement towards a Europe
without internal frontiers". There is, indeed, widespread evidence that the
objective of a single market enjoys broad support by consumers and
producers and that their economic decisions are increasingly influenced by

the prospects of 1992. The anticipation of a market without internal Doyle: referring to the previous draft o Report attaches importance
frontiers has generated a new dynamism and has contributed to the recent to the discussion of regional POllC .7issues presented i at aft; his
acceleration of economic growth in the Community. suggestion summarising the regio; aspects is as follow
While the changes which wi be brought abou by EMU-offer mnsem
4. Problems and perspectives A L. opportunities for economit advancement, 1/}111/ be essentlal, m order to
comp Ce brovy / ensure the develo] t of a more balanced”economic structure throughout the
10. The implementatiom of the /s gle market will 1link national - Community, that-Community, regiorji},a‘nd structural~policies”be enhanced and

economies much more closely together”and significantly increase the degree
of economic integration withip~the Community. This -devedegment will offer
considerable opportunities”’for economic advancement because a unified jg”thought is eSsentddlly expressed inpargs”32, lst sub-para.
enlarged economic s will greatly increase the freedom of choice of ’
market participants, raise their purchasing power and generate considerable
possibilities for exploiting economies of scale and comparative advantageg. .

However, f£oF these Wmﬂm@rﬁed;imi’ L har bame b B L be LeAlest Ao
significant structural adjustment ,is—tikedy—to~Pe Toquiredh Both private
market participants and policy makers will have to adapt their behaviour to
changes in legislation andjthe=emergence=ofmasheH cconemicsetiing M 2 veduna, { A LM gt ¢ &uw‘wk«t?)

M

While vthe Community has made important progress 'ih“"‘i’t‘s*pro%

integration Meazs, it has to be recognised that this precéSs ha
beenfuneven and that there is a>need for reater convergefice in economic—— @
ormance. Although there has beer™a. distinct” downward trend in th
moyement of both consumer prices and=init labour, costs, the dispersion of
igflation rates is still.con§iderable. At the Q:Q\WHB, despite effort
wards budgetmf(ﬁ-;gﬂdation in several member countriésy. budgetar
sitions*Continue to deviate considerably throughout the Com\u?n?'an
e =%{mjhnbaimees—hav“ﬁrﬁfﬁmd-nmkediyﬁﬂhe—feeent—past The
existence of these hmmﬁ nStweendy points to areas where economic

performances have to be made more convergent, it
) et X Change=sratemaswan-instrunentesofanemme.

-adgustmenf“é’o“l'ﬂm waband@nedq_



deadline of December 1992, half of the legislative programms mecessary for
the establishment of the large market is already . nearly complete™ and
underlined "bhe irveversible' patwre of the movement towards a Europe
without internal frontiers". There is/-indesd/ widespread evidence that the
objective of a single wmarket enjoys broad support by consumers and
producers and that their econcmic decisions are increasingly influenced by
the prospects of 1992. The anticipation of a market without internal
fromtiers bas geperated a new dynamisw and bas contributéd to the receat
_ acceleration of economic growth in the Commmity.

4. Problems and perspectives
Cows}.\eb\ oA )
aptementation- of the single market will link naticnal
econonies much wore closely together and significantly increase the degree

of economic integration within the Commnity. This~devedepaent—witi—offer
sensiderabde PO q’ -l Lol sconoaTc-——advanee i beCanse &\ [mifM
»enlargedeummics;a&-wil]greaﬂyinaeasethefree&n choice of

mr)mtparticipants,misetheirpndnsingpmrandqamtecmsidemhle'

possibilities for exploiting econcaies of scale and comparative advantage.

R However. or..these-—oppertunities—to—bor y—exp :;-;-,; A

T market participantsandpolicyuaketsuillhavetoadapt their behaviour to
' d]mg in lgislatjm and the—ema QT Of —ar-nes-econamie—setting/

t of both consumer prices
inflatioh rates is still consi: ¢
l : \, R F

to deviate u i
external imbal: . have accentuated | ¥ in the recent past) The
existemeafthweid:alanws_mtonlypo‘ to areas where economic

performances have to made more coovergent, if\also indicates that under
present circumstances use of the exchange rate as an instrunnt_‘of
adjustment could not yet be abandoned. : :

Doyle: referring to tbe previoas draft of the Report; attaches importance -

to the discussion of regional palicy isswes presented in that draft; his
soggestion smmarising the regiomal aspects is as follows:

'mlilethechalgwuhidzuillhebmnhtabwtbyﬂlﬂcfferimnse

oppartunities for econcmic advancement, it will be essential, in order to

ensurethedevelophentofamrehalanmdeoonmicstmctmthmnghwtthe_

Community, that Comsunity regional and structural policies be enhanced and
tbattherebearegionaldimusicntoauecmc-icpolicios.
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To e eodwui €L ononomw e nvvon m,emf, '

Tis' thought is essentially expressed in para. 32, st sub-para.
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12. As economic interdependgénce increases, the room for independent
policy manoeuvre will decrease. E’reedom of capital movements and integrated
financial markets ‘@ould quickly t_@_ns@incompatible national policiesﬁ
into exchange rate tensions and put an increasing and undue burden on
monetary policy, if exchange rate realignments or recourse to safeguard
clauses were to be avoided. The integration process thus requires more
intensive and effective policy co-ordination, not only in the monetary
field but also in all areas of national economic management affecting
aggregate demand, prices and costs of production. In~particulahgpmatesthe

Jg L‘((,LQ{ coor 0A'ace Ll Ol A€ rn A € p”t«‘pt' - Wbl‘\.‘_,

maereseeenemi*e-pei'-i*cy-slevel.famtherseﬁf@r’esrare:‘ﬁqulred. In' the monetary
field the weaknesses of the EMS, referred to above, continue to exist.
Outside the EMS, policy co-ordination remains largely perfunctory, e
;specially in the area of fiscal policy the 1974 Decision on economic
convergence has not succeeded in establlshlng an effective foundation for
policy co-ordination. i. ressure for mutually consistent
macro-economic policies has se—-f-ar en lessenedWby the existence of
capital controls in some countries and/the segmentation of markets through
various types of non-tariff barriers.” But full mobility of capital will
become effective in 1990 and as the internal market programme is being
implemented each country will be less and less shielded from developments
elsewhere in the Community, amd Fhe attainment of national economic
objectives will become more dependent upon a co-operative approach to
policy-making.

T T Stmos L Pt ine !.u..'a(tmb-‘(h\a

13. T.hwss{f the 1nterna5‘ma£ket programme
i abi the cwmasl imbalances and, therehyagans

hewik B

=l
= m#«uh

M"&" v

to strengthen ffhe co-ordination of its member countries'

economic policies. Ir—their—decision=making=—natienadesauthorties..gre

repescussiens , are 11kely to fail at certain times. ma_rz

co-operation Should be relied upon as much as possible to arrive at
increasingly convergent natjonal policies, thus taking account of divergent
constitutional jsituations in member countries, there is also likely to be a

need for more Hinding procedures. hu. L__\
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14. ~Eeconemic=-and=monetary, union has been an__objective of _th
Community since™1971 and was confirmed by the European CounciI™ at itE
meeting on 27th-28th June.1988 in Hanover when this_Conmfiittee was set upt
The implementation of a n:h“wwmm‘zfﬁ;ntiers constitutes
_important step in the directif)ptj,economi'c:h d monetary union, but it doe:
not lead by itself to the~atitainment of this fim ‘w&ive. As will
discussed in the,f6Tlowing parts of this Report, economit=and monet
union requir€S additional and far-reaching steps in all areas of economilc
policy=making.

In accordance with its mandate, the Committee has focused its et W M‘
attention on the question of m to achieve economic and mODEtary.unionmlitmm——"
has not considered its task to enquire whether maary union e ™ et
is desirable, or—shich-advantayEs=cortd=bomtxpectedmframity Therefore, @4‘* e A e W@»D
requirements and implications of economic and monetary union are discussed )
not in the light of a cost-benefit analysis, but as part of an
investigation of the conditions under which such an union would be viable

and successful.
In—mdﬁvbe—abie-tb'?eho:ﬂ@mﬂﬁt-iswssgnﬁal : < E‘ . ? A
to.define=cleary~ttie=final-objective.fFor this reason, the following part ;‘: >

of this Report examines the principal features and implications of an
economic and monetary union. The subsequent part then presents a pragmatic
step-by-step approach which could lead in three stages to the final
objective.




- and monetary integration in the Community.; Economic unicn and monetary

monetary policy and macro-economic management. A monetary union would
require a single monetary policy and the responsibility for the formulation
of this policy would consequently have to be vested in one decision-making
body. In the economic field a wide range of decisions would remain the
preserve of national and local authorities. However, given the impact that
they might have on the overall domestic and external economic situation of
~ the Community and their implications for the conduct of a common monetary
policy, such decisions would have to be piaced within an agreed
macro-economic framework and be subject to binding rules which would
[enable the Community to determine an overall policy stance,] avoid major
differences between individual member countries in public sector borrowing

requirements and put binding constraints on the financing of budget

deficits.

19. An essential element in defining the appropriate balance of power
within the Comiunity would be the strict adherence to the constitutional
“principle of subsidiarity", according to which the functions of higher
levels of government should be as limited as possible and should be only
subsidiary to those of lower levels. Thus, the attribution of competences
to the Community would have to be confined to those areas in which
collective decision-making was necessary, whereas all policy functions
which could be carried out at national (and local) levels without adverse
repercussions on the cohesion and functioning of the economic and monetary
union would have to remain within the competence of the member countries.

20. The Comittee feels that concrete proposals leading to economic
-~ and monetary union can only be made if there is a clear understanding and
" - acceptance of the implications and requirements of the final objective, and
if due account is taken of past experiences and developments with economic

union are closely intertwined, form two integral parts of a single whole
and would therefore have to be implemented in parallel. It is for reasons
of expositional clarity that the following sections look separately at the
principal features defining an economic and a monetary union. This
description begins with the concept of a monetary union, chiefly because an
economic union can be circumscribed more clearly and specifically once the
main elements of a monetary union have been identified.

(Para. 18, last sentence) Amended in accordance with suggestion by Pthl; he
also suggests deletion of the part between brackets.
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I1. The final stage of economic and monetary union
\

1. General considerations

15. Economic and monetary union in Europe would imply complete
freedom of movement for persons, goods, services and capital, as well as

irrevocably fixed exchange rates between national currencies or a single
currency. This, in turn, would presuppose a high degree of integration and
require a common monetary policy and consistent economic policies. These
policies should be geared towards price stability, balanced growth and
converging standards of living, high employment and external equilibrium.
" Economic and monetary union would represent the final result of the process
of progressive economic integration in Europe.

16. Even after attaining economic and monetary union, the Community
would continue to consist of independent nations with differing economic
characteristics, traditions, social customs and languages. The existence

and preservation of this plurality would necessitate that a degree of .

autonomy in economic decision-making continued to rest with individual
member countries and that a balance were struck between national and
Community competences. For this reason it would not be possible simply to
follow the example of existing federal states; it would be necessary to
develop an innovative and unique approach.

17. The Treaty of Rome, as amended by the Single European Act,
provides the legal foundation for many of the necessary steps towards
economic integration, but does not suffice for the creation of an economic
and monetary union. The realisation of this objective would call for new
arrangements which could only be established on the basis of a new Treaty
and consequent changes in national legislations. The Treaty would lay down
the functional and institutional arrangements, as well as provisions
governing their step-by-step implementation.

18. Taking into account what is already provided for in the EC
Treaties, the need for a trapsfer of decision-making power. from member
states to the Community as a whole would arise primarily in the fields of

(Para. 7'

Leigh-Pemberton suggeSts to ghift this ay 17 to the end,.ofy
/zy I; in é Tinal sentenmpa;@sfa‘f/tﬂ;er

. Areatment.

(Para. 18)

/@mberton,su Gosts that para. 18-could be omitted.
e e




monetary policy and macro-economic management. A monetary union would

require a single monetary policy and the responsibility for the formulation
_of this policy would consequently have to be vested in one decision-m‘k}},@

" body. In the economic field a wide range of decisions would remainWthe
- s preserve of national and local authorities. However, given the impact that
they might have on the overall domestic and external economic situation of
the Community and their implications for the conduct of a common monetary
policy, such-.decisions would have to be placed within an agreed
macro-economic framework and be subject to binding rules which woul
F-‘\[enable.ihe_ﬂqmmni.ty to determine an overall policy stancer,.W
‘differences between individual member countries in public sector borrowing
requirements and put binding constraints on the finafcing of budget
deficits.

19. An essential element in defining the appropriate balance of power
within the Community would be the strict adherence to the constitutional.
“principle of subsidiarity", according to which the functions of higher
levels of government should be as limited as possible and should be only
subsidiary to those of lower levels. Thus, the attribution of competences
to the Community would have to be confined to those areas in which
collective decision-making was necessary,, wheveas ﬁll policy functions
which could be carried out at national (and local) levels without adverse
repercussions on the cohesion and functioning of the economic and monetary
union would hom@R® remain within the competence of the member countries.

20. 'The Committee feels that concrete proposals leading to economic
and monetary union can only be made if there is a clear understanding and
acceptance of the implications and requirements of the final objective, and
if due account is taken of past experiences and developments with economic
and monetary integration in the Conmunity.j’EconomE’“”u'ﬁion “and monetary
union are closely intertwinedAform two integral parts of a single whole
and would therefore have to be |implemented in parallel. It is for reasons
of expositional clarity that the following sections look separately at the PR
principal features defining economic and a monetary union. Thiw™
description begins with the copcept of a monetary union, chiefly because an
economic union can be circumsgribed more clearly and specifically once the
main elements of a monetary union have been identified. '

(Para. 18, last sentencg) Amende/d/in accordance with:
also suggests-déletion of the gart betwe®n brackets.

D
A
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2. The principal features of monetary union

21. A monetary union describes -a single currency area in which
policies are managed jointly with a view to attaining common macro-economic
objectives. As already stated in the 1970 Werner Report, there are three
necessary conditions for a monetary union:

- the assurance of total and irreversible convertibility of
currencies; '

- the complete liberalisation of capital transactions and full
integration of banking and other financial markets; and

- the elimination of margins of fluctuation and the irrevocable
locking of exchange rate parities.

The first two of these requirements have already been met, or .

will be with the completion of the internal market programme. The single
most important condition for a monetary union would, however, be
accomplished only when the decisive step was taken to lock exchange rates
irrevocably. : . )

As a result of this step, national currencies would become
increasingly close _ihbstitutes and their interest rates would tend to
converge. Howeway, Ybe pace with which these developments took place would
depend critically on the extent to which firms, households, labour unions
and other economic agents were convinced that the decision to lock exchange
rates would not be reversed. Initially, the continuing existence of
national currencies might leave doubts about the commitment to unchangeable

exchange rate parities and could engender market perceptions of differences-

between individual currencies' quality and standing. Both coherent monetary
management and convincing evidence of an effective co-ordination of
non-monetary policies would'be crucial in dispelling such doubts over time.

22. The three above-mentioned requirements are necessary for the
~ establishment of a single currency area, but their implementation would not
necessarily mark the end of the process of monetary unification in the
Conmunity.:’fhe adoption of a_single currency, while not strictly necessary
for the creation of a monetary union, might be seen - for economic as well
as psychological and political reasons - as a natural and desirable further

Pli K4

't (Para. 22) Leigh-Pemberton would prefer the introduction of a single

currency

as soon as possible after the locking.

(Para. 22) Qiampi recalls that the fowtm\“the ecu should develop ..."
;1}5@ of ("the eeuTias the potential to deve npf‘.’?"'ﬁﬁe?adopted at
he Febru

ary meeting.
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development of the monetary uniofm.f A single currency would clearly
demonstrate the irreversibility of the move to monetary union, considerably
facilitate the monetary management of the Community and have a much greater
weight relative to other major currencies than any individual Community
currency. [Ea—this—comMETTION; 1t would De desirable Lo endorse-the~ided”
that-!tin_eﬂz-has-t}ié"ﬁa‘tentlarﬁ)"d“\'iélop into~the~future~currencmofmthe,
Community and=an,official declaration to this effect should be made~at™ the
time of the decision toxdraw up a new Treaty. This would-sifiply that the
present basket ecu is replace‘d%a new ab x—paﬁt“?::: at the time of:
transition to the common cu.t;wtﬁe{{gitim would have to be made
without discontinuity the present™ecu and the future single
currency: any debtwcOntracted in ecus before the introduction of the single
currenc mave to be payable at face value in e?ﬁé""lfwatmmatur—i‘t'y,
Q’/ﬁ”'nsmmﬁé"shrgi@"cmem.had..bemade @he replacement of

national currencies by a single currency would take a certain time,

and-that its use.din-ecomme 3 and.: Linancra ansaciiens=had«sp REae.

23. The establishment of a monetary union would have far-reaching

"QMM

require that economic agents had become suff1c1ently acquamted with dm e 2w Luvw\%]

implications for the formulation and execution of monetary policy in the

Community. Once permanently fixed exchange rates had been adopted, -but
natienal.currencies=continued=to~existwinsan.environmentsof=freesand=fully
mtegrated-ucapltalmand*money"‘markets there would be a need for a single

? Lpgsthreueh the co-ordmatmn of as many national monetary pohcles
as there were currencies icipating in the unlori Thrr—m"turn-weau}d
PgRbEemthe—ahbrHsR spOﬂSlblllty fox7monetary pohcy/tﬁ-,a new
1nst1tut10n, = 2 ; b= Ban) o
of“wmlﬁ‘are“@utm&“ﬁmmubﬂwﬁ, in which centralised and
collective decisions on the supply of money and credit in the Community
would be taken.

This shift from national monetary policies to a single monetary
policy is an inescapable consequence of entering a monetary union and would

-11 -

(Para. 22) Alternative fext proposed by Pohd:
It is probably too fy for a dec1s9;1’ﬁla_ t!
into the future

present ecu §@ develop
ncy of the Copimunity. The presentsBasket egu assumes
compone%r“:'enmes. Their dnsappearance woul’d/ by
ex1st1ng e woulddkfa&ve to be replaégd by a

! ncy. In any

ithout dlSCO f’ uity from Rthe
ould be required

characteristics.

S S whae htaas Ay

fuw{"( ol [oe_ {w[z Ve,

7fl.=m.,& i, b ot Lo

x

mark one of theprd kea.apa-l "E&tﬂﬁena»lmchang s required by economic and
monetary union¥{Ia HeNekmthewinedsion=wouldunot=be=soxdeen,
bmtwmm‘?mletmnkofusaﬂprogressmelyaumtens:Lfled
o—ordlnatlennofﬁnatia"ﬁ'imfa”r‘iwﬁﬁ} ‘ciespewhich=had=in=nanys=respects

—{Para~23=2nd=sub=panamj=hlternativeatextnproposed-bynxPohls;
Although a progressively intensified co-ordination of national monetary
policies would in many respects have prepared the move to a single monetary

L Ge oeles &



. !
%

- 1la -

policy, the implication of such a move would be far-reaching. Together with
the permanent fixing of exchange rates it would deprive individual
countries of the principal instrument available to correct economic
imbalances and act independently in pursuit of national objectives,
especially price stability. This loss would be most intensely felt by those
countries that had retained some room for manceuvre to pursue stability
objectives under the less binding EMS rules.
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atreadyforestiadowed - the==move ~to™=aSifgleMonetary —policy~sin==the=

Even prior to the decision to fix exchange rates permanently, the (j‘*u )

liberalisation of capital movements and financial market integration will
_cr&gte a situatjon in which the co-ordination of monetary policy will have
to Lstrengthen"’ progressively. Once every banking institution in the
Community is free to accept deposits from, and to grant loans to, any
customer in the Community and in any of the national currencies, the large
degree of territorial coincidence between the national central banks' area
of jurisdiction, the area in which their currency is used an e.-area-in~
which "their" banking system operates will be lost, the effectiveness of
national monetary policies will become increasingly dependent upon
co-operation among central banks. Indeed, the growing co-ordination of
monetary policies will make a positive contribution to financial market
integration and will help central banks ,‘t(gain the experience that is
necessary for moving to a single monetary policy.

In summary, the realisation of a monetary union would mean that

ion of free capital movements and full financial integrat’igxyt’he
exchange rates between Community currencies would be irreversibly”fixed.
This would create a etary union in which all national curreficies became
increasingly close substitytes for each other and ﬁ'gh‘t eventually be
replaced by [the ecu as the] s Community currency.#The transition from a
situation of fixed but adjustable eRehange ratesto a system of permanently
locked parities would imply a fundament hdnge in the economic as well as
the monetary management of the Communit§. Natiqnal monetary policies would
have to give way to a single monetdry policy for ‘the Community as a whole,
formulated and executed ynt‘ly in the context of a\European System of
Central Banks. At the,s@me time, a single currency area™wpuld imply the
abandonment of th€ exchangé rate as an instrument of adjustment of
imbalances ng Community countries and would therefore requ}'_re, in
parallel”to the process of monetary integration, effective measures to
enfefce policies in non-monetary areas.

X

2. Ul ge
COrtianane Lo en,

V(gara. 24)_Pohl. suggest s«to=omitereference=to=thexecyr e
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3. The principal features of economic union

25. Economic union - in coexistence with a monetary union - combines
the characteristics of an unrestricted common market with a set of rules
which are indispensable for its proper working. In this sense economic
union can be described in terms of four basic elements:

- the single market within which persons, goods, services and
capital can move freely;

- competition policy and other measures aimed at strengthening
market mechanisms;

- common policies aimed at structural and regional development; and

- macro-economic policy co-ordination, including binding rules for
budgetary policies. ’

In identifying the content and limits of specific rules and
arrangements defining an economic union, the Community should be guided by
two considerations.

Firstly, the economic union should be inspired by the same
- market-oriented economy principles that constitute the foundation of the
economic order of its member countries. Differences in policy choices may
exist between member countries or - within the same country - in different
periods. However, beyond such differences, a distinctive common feature of
economic systems in Europe is the combination of a large degree of freedom
for market behaviour and private economic initiative with public
intervention in the provision of certain social services and public goods.

Secondly, an appropriate balance between the economic and the
monetary components should be ensured for the union to be viable. This
would be essential because of the close interactions between economic and
monetary developments and policies. A coherent set of economic policies at
the Community and national levels would be necessary to maintain

permanently fixed exchange rates between Community currenciespy m@@

convesioly, a common monetary policy jin support of a single currency area V)
would be necessary for the Community to develop into an economic union.

[26° measures-almed at creating~the<single market are to a large

e - T )
g_);ﬁgrg,&enusaged in the éeaty of Rome and élﬁ/Syxgle Europew ,_,W-:Lthv“”'L_
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ﬁiests "possibié‘wsig—igs
M

(Para. 26) Pohl suggests to delete=para.-26;..he _comments:

R e
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The text also assumes partial harmonisation of nationaltax treatment, but
nowhere in the text is’ﬁnere firm support for the idea that tax authority
should be (partlyyl{rgely, in good part?) vested with the Community (i.e.
a future European’ Parliament), as part of thé needed degree of uniformity
of fiscal poljCy, and in response to tl}e/rieed for built-in redistribution
wechanisms 10 deal with the effects 6f regional imbalances (in place of

otherwisefunavoidable large-scale démands for fiscal transfers).

Leigh=Pemberton suggests redraft to make clear that a common monetary
po}/{cy and a single curre(c; are not necessary for economic union, though
t,liey may be desirable;/t{e also suggests that para. 26 could be expanded to
give greater detailfgn a "soft" union which goes beyond the single market
as described heré.
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their\‘i\lementation, by 1992, all barriers which tend to separate marke
along national borders will be eliminated. In particular, all techni
regulatory obstacles will be removed, norms will be harmonised g@”mutually
recognised, andMgertain common minimum standards governing &bcial policy
and consumer and\environmental protection will be eed. Moreover,
differences in natiohal tax treatment may have to, reduced to avoid
severe distortion in ‘the competitiveness of dustries operating in
different countries of the ‘Community. 4

The creation of a single marketg@ill impart strong impulses to
welfare through both a further
and regions' comparative advantages
[\icale in production, research and
faterialise™as the residents in the enlarged
yontiers respond te price, wage and interest rate
smsmitted throughout the Community, will provide

economic growth and increase economig
specialisation in line with countrig
and the exploitation of econo
marketing. These gains will
market without internal
movements, which, t

)'stimulate economic activity and employmen \1{1 the Community as
“and will generate greater economic freedom and i‘rpreased trade in
@ and services.] i

fhstel b (1 pobntot beaefly
27. The creation of a single currency area would

~advantages of an enlarged economic spancz." because it would remove
intra-Community exchange rate uncertainties and lower transactions costs,
eliminate the possibility of movements of exchange rates unwarranted by
fundamental factors, contribute in the longer run to the evolution of a
more homogeneous economic structure in the Community and reduce the
susceptibility of the Community to external shocks.

At the same time, however, exchange rate adjustments would no
longer be available as an instrument to correct economic imbalances within
‘the Community. Such imbalances might arise because the process of
adjustment and restructuring set in motion by the removal of physical,:
technical and fiscal barriers is unlikely to run smoothly or always produce
satisfactory results within reasonable periods of time. Imbalances might
also emanate from labour and other cost developments in one member country,
external shocks with differing repercussions on individual economies, or
divergent economic policies pursued at national levels.
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With parities irrevocably fixed, foreign exchange markets would
cease to provide a source of pressure for national policy corrections when
national economic disequilibria developed and persisted. Moreover, the
statistical measurement and the interpretation of economic imbalances might
become more difficult because . in a fully integrated market
balance-of-payments figures, which are currently a highly visible and
sensitive indicator of economic disequilibria, would no longer play such a
significant role as a guidepost for policy-making. Nonetheless, such
imbalances if left uncorrected would manifest themselves as regional
disequilibria. Measures designed to strengthen the mobility of factors of
production would be one way to deal with such imbalances.

—

e

28. gae creati%n-@' an /econﬁﬁim monetary union weuld=need=to
complement the single market ‘through action in three interrelated areas:
competition policy and other measures aimed at strengthening market
mechanisms; common policies to enhance the process of resource allocation
in those economic sectors and geographical areas where the working of
market forces needed to be reinforced or complemented; macro-economic
co-ordination, including binding rules in the budgetary field and other
arrangements both to limit the scope for divergences between member
countries and to design an overall economic policy framework for the
Comnunity as a whole.

29. Competition policy - conducted at the Community level - would
have to operate in such a way that access to markets would not be impeded
and market functioning not be distorted by the behaviour of private or
public economic agents. Such policies would have to address conventional
forms of restrictive practices and the abuse of dominant market positions/
but would also have to deal with new 'aspects of antitrust laws, espeeially
in the Field of merger and takeover activities. PTHE use of government Jgasmgrwgn_bpacmwge =0 by PoRr———
subsidies to assist particular industries should be strictly circumscribed

because they distort competition and cause an inefficient use M—
allocation of scarce economic resources.j~—"

30. Community policies in the regional and structural field would be ™&Ci oy
frofepareiOI L~ impertancey;] in order to promote an optimum allocation of (Para. 30, 1 t/s’ﬁb-par?.) Leigh-Pemberton: not all countries regard
resources and to spread welfare gains throughout the Community. Without resource~transfer as a s WeseWishm
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that there are no easy options_and that experience to date (at the-fiational ‘

and Community level) does n6t offer reass ce\that such poliCies would be
effective. /
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adequate consideration for regional imbalances, the economic union would/
faced with grave economic and political risks. For this reason icular

attention would have to be paid to an effective Community pelicy aimed at
cushioning regional and structural disparities and p ting a balanced
development throughout the Community. In thisContext the regional
d have to be taken into

implications of other Community policies wow

account. é{ —,
i i d..@ﬁ..lﬂ;&ﬂg.of.exchange rates-s/ﬂ"

Mould-take=place~in=a=~situatIoh i whichs~owing (to 111-adagted structures

and differences in productlvu,,; dddoswswoudd

stili*=ewpet . The impact of economic and monetary integration on #hese /Ity~ PP (x,“_L‘M .
disparities maﬁe'( difficult to assess: on the one hand, economic

integration would provide less developed regions with lower wage levels

with an opportunity to attract modern and rapidly growing service and

manufacturing industries for which the choice of location would not

necessarily be determined by transport costs and market proximity. On the

other hand, however, transport costs and economies of scale would tend to

favour a shift in economic activity away from less developed regions,/c/\\

especially if they were at the periphery of the Community,_to..the~highly

developed areas at its centre. {The economic and monetary union should (Para. 30, 2nd SUb‘Pm h-Pemberton suggests;rediiaft If econ?w and

avoid undue economic and political tensions arising from possible monetary unjon“were to be/undertaken beforé the dllslzlar}es*@ e
dislocations of industries and labour forces. Therefore, it would have to . to avgid”... forces, the/Comm l‘md have to ergcoutage

encourage and guide structural adjustment which would help the Community's
poorer regions to catch up. with the wealthier ones.]”To this end, the
Community would have to develop further an effective policy and be endowed
with adequate financial resources to allow it to support regional’
development efforts undertaken at national levels.

A step in this direction was taken in February 1988 when the ‘
European Council decided to strengthen and reorganise the Community's - ' oA ¢ oLua.cJ-\. o L ‘
regional |policies in several tespects: the size of structural funds will be o ‘
doubled over the period up to 1993, emphasis will be shifted from project !
to programme financing, and a new form of partnership will be established
between the Community and the receiving regions. In the process of creating
economic and monetary union such policies might have to be strengthened
further after 1993, depending upon the speed of progress towards economic
and monetary union.
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[At the same time, excessive reliance on financial assistance
through regional and structural policies could cause tensions ,that=Treed=tes
be=ryoided. The principal objective of regional policies should not be to
subsidise incomes and simply temper inequalities in standards of living,
but to help to equalise production conditions through investment programmes
in such areas as physical infrastructure, communication, transportation and
education so that large-scale movements of labour do not become the major
adjustment factor. The success of these policies will hinge not only on the
size of the available financial resources, but to a decisive extent also on
their efficient use and on the private and social return of the investment
programmes. Indeed, tifoemme recent experience of countries inside and
outside the Community has shown that structural and regional development
programmes have been particularly successful when improvements in the
resource base of regiOnsyencouraged by investment in infrastructure and
educati ve been ‘weinfdrced by decentralised initiatives for local
entrephip, modernisation of urban areas and local institutional
arrangements favouring development. A long-term approach would offer
countries with lower levels of productivity an appropriate period of
transition and in this sense would constitute an essential element of the
policy mix to ensure continuing economic integration.

Apart from regione.l;l policies, the Treaty of Rome;as amended by
the Single European Act) hagg laid the foundation#,és( Community policies
aimed_at _common-.goals in areas such as infrastructure, research and
technological development, and environment. Such policies' would not only
enhance market efficiency and offset market imperfections, but could also
contribute to regional development. Subject to the limits of the principle
of subsidiarity, such policies would have to be developed further in the
process towards economic and monetary union.]

[If wage flexibility and labour mobility are insufficient to
eliminate differences in compktitiveness in different regions and countries
of the Community, there could be relatively large declines in output and
employment in areas with deteriorating competitiveness. In order to reduce
adjustment burdens temporarily, it might be necessary in certain
circumstances to organise financing flows through official channels. Such
financial support would be additional to what might be provided by
spontaneous capital flows or external borrowing and should be granted on

®
19 Pl L36.5

(Para. 40, 4th and 5th sub-paras.) Leigh-Pemberton suggests to omit the two
sub-paras. between brackets.

o k23

(Para. ;(X, 7th sub-para.) Doyle suggests deletion of this sub-para.

28
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terms and gonditions that would prompt the recipient to intensify its
adjustment gfforts.]

31. YMacro-economic policy is the third area in which action would be
necessary for a viable economic and monetary union. This would require an
appropriate definition of the role of the Community,ifz the co-ordination of
economic policies.

The major developments affecting macro-economic conditions would
continue to be determined by factors and decisions operating at the
national level. This would apply not only to wage negotiations and other
economic behaviour in the fields of production, savings and investment, but
also to the action of public authorities in the economic and social sphere.
Aside from the system of binding rules governing the size and the financing
of national budget deficits, decisions on the main components of public
policy in such areas as internal and external security, justice, social
security, education, and hence on the level and composition of government
spending as well as many revenue measures would remain the preserve of
member states even at the final stage of economic and monetary union. Ondyes
iE~~the=provision of major  public™goods=censtituting=the=bulkeof=pabTic™
sectorw.activity~were=attributed=to~alarge=extent=to™the™Commnity~devel=
sould~the=Community*budget=be=significantlyxenlarged s

However, an economic and monetary union could only operate on the
basis of mutually consistent and sound behaviour by governments, unions and
other economic agents in all member countries. In particular,
unco-ordinated and divergent national budgetary policies would undermine
monetary stability, generate imbalances in the real and financial sectors
of the Community and render it impossible to pursue appropriate
macro-economic policies for the Community as a whole. Similarly, strong
divergences in wage level t Justified by different trends in
productivi uld produce économic tensions and pressures for monetary
expansion.

_To some extent market forces would exert a disciplinary influence
esamse 7f“mancml markets, consumers and investors would respond to
differences in macro-economic developments in individual countries and
regions, assess the"" budgetary and financial position dfeetEEforent.
tmEsdes., penalise deviations from commonly agreed fiscal guidelines or

wage settlements, and thus exert pressure for sounder policies. However,

(Para. 31) Lek rton fsllg;ﬁt,s/_toﬂomt the paras. between"braeket-'sw

(st? gt the begl a. 31 apd“ending-with the 4th sub-para.).

ta PNMV‘L\"’ ,/74.«‘&- J(»b&.b(,"&’ b A L trnma't smh mﬁ-ﬁl
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experience suggests that market perceptions do not necessarily provide

strong and compelling signals and that access to a large capital market may

for some time even facilitate the financing of economic imbalances. Rather

than leading to a gradual adaptation of borrowing costs, market views about

the creditworthiness of official borrowers tend to change abruptly and

result in the closure of access to market financing. The constraints

\_PMU— imposed by market forces might either be too slow and weak or too sudden

\@M&W countries will have to accept that sharing a
common market and a single currency area imposes policy constraints.d

In the general macro-economic field, an overall assessment of the
short-term and medium-term economic developments of the Community should be
agreed periodically and constitute the framework for a better co-ordination
of national economic policies. The Community should be in the position to
monitor its overall economic situation, to assess the consistency of
developments in individual countries with regard to common objectives and
to formulate guidelines for policy.

ARs regards wage formation and industrial relations, the
autonomous negotiating process of social partners should be preserved, but
efforts should be made to convince European management and labour of the
advantages of gearing wage policies largelyr to improvements in
productivity. Governments, for their part, should refrain from direct
intervention in the wage and price formation process.

[In the budgetary field, particular arrangements would be
necessary. Such arrangements should, firstly, impose effective and binding
limits o2 budget deficits that could be incurred by individual member
countries of the Community, although in setting these limits the situation
of each member country might have to be taken into consideration. Secondly,
the arrangements would have to include (in accordance with the criteria
laid down for a European System of Central Banks) strict limits - both in
size and duration - on the maximum permissible access to central bank
credit and other forms of monetary financing, as well as on borrowing in
non-Community currencies. Thirdly, the arrangements should enable the
Community to conduct a coherent mix of fiscal and monetary policies, i.e.
to dispose of a system of rules that could be applied with a view to

determining the aggregate balance on national budgetary positions, -

including that of the Community.]

big LIl

(Para. #{, 7th sub-para.) Alternative text proposed by Pghl:

In the budgetary field binding rules are required that would, firstly,
impose effective upper limits on budget deficits of individual member
countries of the Community; secondly, exclude access to direct central bank
credit and limit recourse to external borrowing, including borrowing in
non-Community currencies. With a view to effective control and
co-ordination of market borrowing by public entities at all levels, a
"public finance co-ordinating authority" consisting of representatives of
all such entities should be established. One of its objectives would be to
facilitate the conduct of a coherent mix of fiscal and monetary policies.
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. In sumary, the establishment of an economic union would require<

creation of an internal market without physical, teglinical or
fiscal frontiers, supplemented by a competition ﬁqicy which
effectiyely removes distorti_ons' in competitio%

- a system\of policies to stimulate regignal and structural
developments\ through multi-annual investmeént programmes, which
would help reglons with lower product :v‘i,ty to catch up with the
more developed s of the Communi «y/-} »

[- common policies with regard t¢® infrastructure, research and (Para. 32, 3rd-5th indent) Leigh-P rton suggests to comit the three
technological development, and” environment, which would help to indents between brackets. 4 o
exploit the full potentdgl”of the single market and complement '
its role in the allocatién resources;

- consideration of the,social dimdpsion of the European Community;

- a framework for /menitoring and cogordinating general short-term
and medium-term” economic developments in the Community with a
view to attaining non-inflationary, balapced economic growth;] )

- effective” and binding rules, which wo ensure a coherent (Para. 32, last indent
macrg#tiscal policy stance in the Community,\exclude access to

j& ect central bank credit and limit recourse \to borrowing in

’

¢nded as suggested by Pohl.

third currencies.

4. Institutional arrangements

33. Management of the economic and monetary union would call for an
institutional framework which would allow policy to be decided and executed
at the Community level in those economic areas that were of direct
relevance for the functioning of the union. The institutional framework
would have to promote efficient economic management, properly embedded in Beomanmae o
the democratic process. <The-ereatiop=obna Sitaten.,
the-gettimg-up-of a new monetary institution, placed in the constellation
of Community institutions (European Council, Council of Ministers, European
Parliament, Commission and Court of Justice). ATtHOUGHthe-estabIishment ef
ese)ﬁanﬁ'e-\méenévould not necessarily require-tho-srcatdon=ef a new
institutioy Ihe formulation and implementation of common policies in
non-monetary fields and the co-ordination of policies under the competence

=\ AL .
Coerdie,
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of national authorities/ comld=rctmire/ a revision d, possibly, some o
restructuring of existing Community insfitutionsy, 2l be ne g by,

34. Th&.neednﬁerlga new monet. institution (aréee= because a single
monetary policy cannot result frogf independent decisions and actions~by
day-to-day monetary poli perations (,_._—-——-"”
cannot respond qulckly to changmg_market condlt's they are C%r oa h_\ /)at"b wl (L-wc.‘vm oj M COwu Add, U ‘5

o—Ca netary—institutionresponisibte=for N pocahy C‘fn, o1 M&(_\ﬁ Ar b Crmliet b by,

gfeewdd be organised according to .
some federal form that might be called a European System of Central Banks e L l e Ayt A Lom ; Qe
(ESCB). The System would have to glve&&the (Status of amrewsng
autonomous institution of the Conmunlty‘ operatﬁi?g under the provisions of
the Treaty 2nd could consist of a central institution (with its own balance
sheet), andLnational central banks. At the final stage the ESCB - acting M
through its Council - would be responsible for formulating and implementing
monetary policy as well as managing the Community's exchange rate policy
vis-a-vis third currencies. The national central banks would be entrusted
with the implementation of policies in conformity with guidelines
established by the Council of the ESCB and in accordance with instructions
from the central institution. ‘ be hogeor '

The European System of Central Banks should rﬁZon the following

’)@ principles:
Mandate and functions : 0( L 4,3

R

- the System would be responsible for the formulation of monetary
policy at the Community level and its implementation at the
national level, for the full convertibility of European
currencieé, and for the maintenance of a properly functioning

payment system; [the System would have to regulate the amount of (Mandate. andfunctiensy—tst—indent)~pthl—suggests—=the=Sy: .
money in circulation and the volume of credit.supplied by banks vrnan‘@shﬂ;ms&'eut-mnsz‘uth a view to safequarding overall price stablhty i

and other financial institutionsmis—ef-—e@iteﬁa (Mandate and functions, 1st indent) Leigh-Pemberton suggests: the System

de&gng&.to-enmab?ﬁbynasweﬁ-asseconmeagrmh ¢ would be commtted to promotmg price stability as well as economic growth.
- the System would {he—respensik ; o e paandufunctionsy=2nd-bndont)-Rik]l Llc:Lpate‘Fthﬁ

wpeﬂ&ssﬁy-pehmmhe-ﬁmmty-&evem —-ordination ‘_/

of banking supervision policies of the national supervisory

authorities.
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Status

independence of instructions from national governments and
Community authorities;

proper democratic legitimisation through reporting and
appointment procedures;

appointment of the members of the Board by the European Council
on the proposal of the ESCB Council; the tenure of Board members
would be for five to seven years and would be irrevocable;
transmission of an annual report by the ESCB to the European
Council and the European Parliament; the Chairman of the Board
could be invited to report to these institutions;

supervision of the administration of the System independently of
the Community bodies, for example by a supervisory council or a
committee of independent auditors.k

Structure and organisation

a federative structure, since this would correspond best to the
political structure of the Community;

establishment of a European Central Bank Council (composed of the
Governors of the central banks and the members of the Board),
which would be responsible for the formulation of and decision on
the thrust of monetary policy;

establishment of a Board (with supporting staff), which would
monitor monetary developments and oversee the implementation of
the common monetary policy;

national central banks, which would execute operations in
accordance with instructions given by the Board.

Policy instruments'

the instruments available to the System, together with a
procedure for amending them, would be specified in its statutes;
the instruments would comprise both regulatory powers and the
authority to conduct central banlung operations in money and
foreign exchange markets;}:

there would be strict limitations on lending to all public
authorities;

(Status, 3rd~indent) Lé&i
'

emberton fsuggests omissien™af the three

indents; if detail is necessary, it would be be -er‘to/h;ve it in Part III.
/

(Policy instruments‘,/’l.s\tﬂ indent) Leigh-Pemberton ,.flt is necess

the ESC

specify in the”statutes fhe instruments avalfl'éﬂ‘g, it is }lso not ar uh
should need authomty to onduct central bap rations in

and foreign exch gg.,ma.\'lt//c
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- the monetary policy instruments would be oriented towards a free

market economy. ‘ M. Cormenlef %M'tlw,/, . Mﬂi% M’M/

m CWM‘ O o

35. @Mhe monetary fl@ln the economic fleldul
institutional framework for performing policy tasks is already in place,
with different and complementary functions conferred to the
European Parliament, thewfommmimede and the Court of Justice. The new
Treaty would therefore not have to determine the mandate, status and
structure of a new institution but to complemenf and adapt the role of the
existing institutions in the light of the policy functions they would have

to fulfil in an economic and monetary union. The new Treaty would have to W /"“\
specify this adaptation «and determine the ~&feas where additional (nylst sub-para.) Amended~as™Suggested by Pohder
decision-making authority would have to be transferred from the national to

the Community level‘f‘——-—w_ T

General criteria
In order to ensure a flexible and effective conduct of policies
in those economic areas in which the Community would be involved, several
basic requirements. would have to be fulfilled:
QL«.JL
- to—the—owtent—that policies were decided and enacted at the
Community level, there would have to be a clear distribution of
responsibilities among the existing Community institutions, with
due regard to whether decisions relate to the setting of broad
policy directions or to day-to-day operations in the light of
current developments. By analogy with the structure of the
European System of Central Banks, where the ESCB Council would
determine the broad lines of monetary policy and the day-to-day
execution of these policies would be in the hands of the Board, a
similar allocation' of responsibilities could be envisaged in the
economic field by reserving the right to determine the broad (Geneﬁ@@nd@rmw%sﬁed’m”
lines of economic policy to the Council of Ministers, while the
day-to-day execution of these policies would be in the hands of
the Comission}; ™ ~——te"
~ in case of non-compliance by member states, the Commission would (General criterid, 2nd--ifident)) Additional inden uggested .. by—Pohl;
have the responsibility for taking effective action to assure Duisepberg suggests a similar formulati

compliance; the nature of such action would have to be explored?&&:L_\

o




- in.~thosesareasweitr~which the Community's role would be to
co-ordinate policies that are decided and implemented by member

countries, compliance with the Community's policy framework would e O8>

have to rely on a system of binding rules 3§ individual member ‘
sta cluding the possibility - for the Council or the PQQ L ,
Com 6n - to impose sanctions in the event of departures from

the agreed policy line; .

[- discretionary changes in Community resources, in the level of (General criteria, 4th indent) Leigh-Pemberton notes that there is no
harmonised taxation rates and in the terms and conditions commitment to harmonise tax rates and that it is not clear what institution
attached to structural policies and Community loans should become is supposed to be recommending ...
available instruments and incentives in support of agreed
policies. ]

Single market and competition policy _
In these two areas, the necessary procedures and arrangements
w‘o\., have already been established by the Treaty of Rome and the Single European
v """ﬂ?:'ﬁconferr’m upon the Commnity the{ legislative, executive and judicial F necsfarsy
1L r
authority. Whide~fer=ecenomicuagents fthe completion of the internal market el ekl 9
repESRents a marked e ing of the overall burden of regulatlon, for \tili " :
Community 1nst1tut10n them300—neWw—mdix: e&"ecwm—and \ e
. maintain=the=singk t will Wt a substantial addition to their Lo gra!
executive and policing functions. New instruments and procedures to enforce
the rules of the single market might prove necessary after 1992.

e A{M' BMA’

Communit licies in the regional and structural field

The foundations for a more effective Community role in regional
and structural development have recently been put in place, involving both
a doubling of the resources of structural funds and a reorganisation of

- policies as described in earlier parts of this report. These mechanisms
might have to be further extended and made more effective as part of the
process leading to economic and monetary union.

= The broad objective of economic pohcy co- ord.matlon would be to
promote growth, employment and external balance in an environment of price

stability. For this purpose co-ordination would involve defining a

price stability and.eeentiic cohesmn Fbr\thls purpose co-ordination would
e:~defining medium and short-term poliﬁ’p‘reach%rmg in mind
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their economic and social implications; participating in sthe policy
co-ordination with the other areas of the industrial world; setting a
multi-year framework for national and Community budgétary policies;
managing common policies, particularly with a view to improving structural
and regional development; and determining, in close cAsultation with the
ESCB Council, the Community's exchange rate policyé/

New procedures would have to be develgped. Firstly, they would
have to strike a balance between co-ordinatiop’ through binding rules and
discretionary co-ordination adapted to a
Secondly, they would have to cover both horizontal co-ordination - between
member countries and the Commission d the Council - and vertical
co-ordination between a member country,and the Commission.

In this context it would necessary to develop an effective

procedure for joint decision- in the field of budgetary policy. This
would involve:

icular economic situation.

- the definition of Ahe overall stance of fiscal policy, i.e. the
size and the findncing of the aggregate budgetary position of all
member counz% ;

- binding rules§ and collective decisions concerning budget deficits
which could be incurred by individual countries;

- strict Aimits on the maximum permissible access to monetary
finageing as well as on borrowing in non-Community currencies. ]

P L,
36.\£'[;Re§1@t*i‘é'ﬁ§ FpE™aid™iTteractions between CLNe eXiStiNg COmmuRity

institutions (European Council, Council of Ministers, European®Parliament,
Commission and Court of Justice) and the European Systém of Central Banks
would have to be defined not only in order»to construct a consistent
institutional framework, but also towgénsure an effective procedure of
consultation and co-ordination jbétween budgetary and monetary policies.
This should not however, impinge on the policy responsibilities entrusted

to each institutien® Such consultation procedures could include-

participation by”the President of the Council and the President of the
n meetings of the ESCB Council, and participation by the
of the ESCB Council in meetings,of.the.Councileofx«Ministers.. An
Jnvolvement-of ~the~European Parliament and national parliaments in the
co-ordination process could be considered in addition to the role to be

U
———
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medium-term frémework for budgetary policy within the economic and monetary

union; managing common policies with a view to structural and regional

development; determining, in close consultation with the ESCB Council, the

Community's exchange rate policy; and participation in policy co-ordination

at the international level. ) .

New procedures required for this purpose would have to strike a
balance between the reliance of binding rules where necessary to ensure
effective implementation and discretionary co-ordination adapted to
particular situations.

In particular it would seem necessary to develop procﬁres ‘and
binding rules for budgetary policy, involvingk W{wuﬂm Cofdong
deke. bty tijoniy: .

- the definition of the overall stance of fiscal policy over the
medium term, including the size and financing of aggregate
budgetary positions in the Community; .

- strict limitations on public borrowing, e.g. related to public
investment requirements; :

— exclusion of access to central bank credit and other monetary
financing; A .

- strict limitation of borrowing in non-Community countries.

{Para. 36) Alternative (ext proposed by Pohl:

) The new~—Treaty~=layifig down the objectives, features, Ty
requirements, procedures and organs of the economic and monetary union
would add to the existing Community institutionsu‘Européan Council, Council
of Ministers,’@ropean Parliamew Commission and Court of Justice) a new
institution of comparable status, the European System of Central Banks.
With due respect for the independent status of the ESCB, as defined
elsewhere in this Report, appropriate consultation procedures will have to
be set up to allow for effective co-ordination between budgetary and
monetary policy. To this end, attendance by the President of the Council
and the President of the Commission at meetings of the ESCB Council,
without power to vote or to block decisions taken in accordance with the
rules laid down by the ESCB Council, should be provided for. Equally,
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attendance by the Chairman of the ESCB Council at meetings of the Council
of Ministers should be provided for, especially on matters relating to
budgetary and other policies of relevance to the conduct of monetary
policy. Consideration would have to be given to the role of the European
Parliament, especially in relation t the authority evolving on the
Commission in budgetary matters, where the latter should be accountable to
the European Parliament. The same should apply in regard to action, or
non-action, taken by the Commission in response to non-compliance of a
member country with binding rules or decisions especially in the budgetary

field. .

s

(Para. 36) Duisenberg~Suggests a change simi1dr td, that in the second half
of Péhl's proposa’l'.(

(Para /Zgi‘ {a_n_ugi doub

on participation.

ether it is wise to make such specific proposals

\
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ineTude a yearly joint assessment#”of the
overall economic and monetapy”situation and prospects, andsthe formulation
of a general policy gwiffeline for the year to come,sMOreover, the Council

apd”the Commission would submi.t/%ort each year”to the
efincil and the European Parldament on the functidhing and the
of the economic and monetary union. ]

European
statu

5. Economic and monet. union in the context of the world econ

37. The realisation of an economic and monetary union would give a
more important voice to the Community in international negotiations and
enhance its capacity to influence the relations among industrial and
developing countries in a wide range of areas such as trade policies,
international monetéry matters, macro-economic policy concertation and the
North-South dialogue.

38. The competence for external trade policy has been attributed to
the Community in the Treaty of Rome and the Commission, acting as the
Community's spokesman, represents all member countries in multilateral
trade negotiations. This role will be strengthened with the completion of
the single market which has the potential to stimulate multilateral trade
and economic growth at the global level. However, this potential can only
be exploited to its full extent in an open trading system, guaranteeing
foreign suppliers free access to the Community market and, conversely,
exporters from the Community free access to foreign markets. The removal of

internal trade barriers within the Community should constitute a step

towards a more liberal trading system on a worldwide scale.

39. The creation of a single currency area and, concomitantly, the
move to a single monetary policy conducted by the European System of
Central Banks will change the role of the Community in international
monetary matters. The Community would have to assume a growing
responsibility for international monetary developments, both wikh=segardste

«mere* short-term co-operation central banks i interest rate
management and exchange market interyentions as_lfeﬂ-]-as in ithe search for
% g

over

her opean Parliament couV
fweeCtonomic policy in the Community~

e e fideA of

@

par, L8

(Section 5) Leigh-Pemberton suggests to omit this section.
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solutions to 1issues relating to the further development of the
international monetary system.

40. As economic and monetary union necessitates an effective
macro~-economic management for the Community as a whole, it would also
strengthen the Community's position in the process of international policy
concertation among major industrial countries. However, for the Community
to play its part in this respect, the arrangements for internal
macro-economic policy formulation and implementation would have to be
sufficiently flexible, allowing the Community not only to respond
effectively to changing economic circumstances in its internal economic
situation, but also to be able to co-ordinate policies in a manner
satisfactory to both the Community and other major industrial countries.

41. The institutional arrangements which would enable the Commnity
to fulfil the new responsibilities implied by its increased weight in the
world economy are partly in place or would be implemented in the process of
creating an economic and monetary union. In the area of external trade
policies and, to some extent, in the field of co-operation with developing
countries, the responsibilities have already been attributed to the
Community. With the establishment of the European System of Central Banks
the Community would also have created an institution through which it could
participate in all aspects of international monetary management. As far as
macro-economic policy co-ordination at the international 1level is
concerned, the Community as such is currently represented only at the
summit h\eetings of the major industrial countries. In order to make full
use of its position in the world economy and to exert influence on the
functioning of the international economic system, the Community would have
to be able to speak with one voice. This emphasises the need for an
effective mechanism for macro-economic policy co-ordination within the
economic and monetary union.
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II1. Steps towards econcmic and monetary unian

42. After defining the main features of the final setting of economic
and monetary union, the Committee has undertaken the "task of studying and
proposing concrete stages leading towards this union". <Hr-this=centext—the
Commitiee considered the possibility-of-Tombining—inra~fi tage S
tonstrengthen-convergence~with—a~timited-eperationat-and—institutional~step

“precedingmore~far-reaching=institutichal changes in subsequent-stagesThe
limited~step_would, as.described«in-para.=65.below,~involve.the.creation.of
a~Eurepean=ReservesFund..in.which.a=certain amount of reserves would be
pemnanen:tvlzy-pooledw?or—-nt:henpeasens-rexplained-i:n-para:-66ube~lew,~tth-iS
PEQposal. yas.nol=accepted-byaseveralnmembers«ofutheComnittee,. Hovever, Ee
Committee agreed that the creation of economic and monetary union must be
viewed as a process which represents a single entity. Although set out in
stages which guide the progressive movement to the final objective, the
decision to enter the first stage should be a decision to embark on the
entire process. The implementation of the concrete measures proposed for
stage one demands a political decision to create an economic and monetary
union in Europe and the conclusion of a new Treaty in stage one.

£

[an
1. Principles qoverning a step-by-step approach

43. 1In designing a step-by-step approach along the path to economic
and monetary union the general principle of subsidiarity, referred to

earlier in this Report, as well as a number of further consideration’s,
would have to be taken into account.

44. Discrete but evolutionary steps. The process of implementing
economic and monetary union would have to be divided into a limited number
of clearly defined stages. Each stage would have to represent a significant
change with respect to the preceding one. New arrangements coming into
force at the beginning of each stage would gradually develop their effects
and bring about a change in economic reality so as to pave the way for the
next stage. This evolutionary development would apply to both functional
and institutional arrangements.
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45. Parallelism. As has been .argued in Part II, monetary union
without a sufficient degree of convergence of budgetary policies is
unlikely to be durable and could be damaging to the Community. Parallel
advancement in economic and monetary integration would be indispensable to
avoid imbalances which could cause economic strains and loss of political
support for further developing the Community into an economic and monetary
union. Perfect parallelism at each and every point of time would be
impossible and could even be counterproductive. Already in the past the
advancement of the Community in certain areas has gone hand in hand with .

. temporary standstill in others, thus involving only partial parallelism.
certaim—amsat of temporary deviations from parallelism is part of the )(0\'
dynamic process of the Community. But bearing in mind the need to achieve a
substantial degree of economic union if monetary union is to be successful, : Pl/to
and given the degree of monetary co-ordination already achieved, it is . 2
clear that material progress on the economic policy front is necessary for Li3
further progress on the monetary policy front. Parallelism would have to be A
maintained in the medium termBw& also before proceeding from one stage to x 27 l'-' e

. Bt
the next. e P“‘? / %ﬁ{

LA (. Y2 A A v

2y

. Legal basis. The Committee has examined the scope for progress in
economic and monetary integration under the present legal provisions in
force in each member country. This investigation has shown that under
present national legislations no member country is able to transfer
decision-making power to a Community body, nor is it possible for many
countries to participate in arrangements for a binding ex ante
co-ordination of policiesyAfas—aTonsequences~—sieps-tewards—ecenomic—and
Jonetary-union~would Have { e cont inedto=mutuat—surveittancer=~analysis
of~developments=and=-non=bigding~co~ordination~cf=poriciess

More—substential Y§teps, permitting collective decision-making -
even on more limited operational matters - would involve changes in the
institutional framework and, as has been pointed out earlier in this
Report, necessitate a new Treaty.j‘;

o rr—

47. Calendar. The con&itions for moving from stage to stage cannot be
defined precisely in advance; nor is it possible to foresee today when
these conditions will be realised. The setting of explicit deadlines is
therefore not advisable. This observation applies to the passage from stage

Para. 48 is a redraft of el para. 50, preposed=hy=the=Rapporteuss=
Alternative text for o0ld para. 50 suggested by Andriessen:

The Treaty

The Treaty of Rome, as amended by the Single Act lays down the
basis for progress towards EMU. It is, however, insufficient for full
realisation of EMU. There is at present no transfer of responsibility for
economic and monetary policy from member states to the Community. The rules
governing the EMS are based on informal agreements of self-restriction by
the central banks concerned and are not an integral part of Community
legislation. Without a new Treaty, steps towards EMU will be limited to
non-binding co-ordination and strengthened co-operation. The process of
integration based on a step-by-step approach requires, however, a clear
understanding of its content and final objective, its basic functional and
institutional arrangements and the provisions governing the gradual
implementation. A new political and legal basis is accordingly needed from
the outset. A new Treaty would establish not only the objective but also
the stages by which it is to be achieved and the procedures and
institutions required to move forward at each stage. Within this framework,
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the moves forward would take place on the basis of joint appraisals and
assessments at each stage along the way. Political agreement would be
required for each move to be implemented.

i A new Treaty is also required to ensure parallel progress in the
economic and in the monetary fields. The appropriate institutional and
procedural arrangements to that effect should alsc be set out in the
Treaty.

X ' Lesl
(Para. 48) Pchl suggests redraft (on the basis of old para. 50) of the part~
in brackets, to become a new paragraph:

As a consequence, one approach would be to provide for new
concrete steps towards economic and monetary union that would initially be
confined to measures designed to strengthen co-operation, mutual
surveillance, analysis of current developments and prospects, and
non-binding co-ordination of policies until such time when preparation and
ratification of a new Treaty is considered appropriate. In the monetary
field, the Committee of Central Bank Governors should be called upon to
proceed accordingly; in the economic ~field, the existing Community
institutions would be instructed likewise. A new Directive by the Council
would define the objectives to be pursued and the detailed steps to be
taken without institutional change.

Lt b tn
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one to stage two and, most importantly, to the move to irrevocably fixed
exchange rates. The timing of both moves would have to be decided by the
Council, the Commission and the European System of Central Banks in the
light of the experience made in the preceding stage. However, there should
be a clear indication of the timing of the first stage, which would start

no later than 1st July 1990 when the Directive for the full liberalisation
/_’M——%

ef-capital-movements comes-into-force:
Hobe \Qn-the—ethesa-hag_ﬂra firm political commitment to the final
sta @, as described in Part II of the Report, would appear to be an
indispensable precondition for lending credibility to the decision to
embark on the first stage. {fhe strongest expression of such a commitment

wenﬁae 8% Gecision by the highest political authorities to enter

ey} into negotiations concerning the drafting of a new 'l‘reaty,woaw(& Ye

48. Participation. There is one Community, but not all the members
have part1c1pated fully in all its aspects from the begmmng Se~foar—thie

EHs'the-tfaete-thahsmfﬁes‘have not“?ét"taken-the-deers-mn-tb@-f}mn
the=excliange rate mechamitm. [A consensus on the final objectives of the
Community, as well as participation in the same set of institutions, should
be maintained, while allowing for a degree of flexibility concerning the

Jon which some member countries would join certain arrangements.
ending the full participation of all member countries - which is of prime
rtance - the management of each set of arrangements would have to be
the responsibility of those who participate fully in it. However, this
management would have to keep in view the need to facilitate the
integration of the other members.]

2. The ecu

49. The Committee investigated various aspects of the role that the
ecu might play in the process of economic and monetary 1ntegrat10n in
Europe.

50. Firstly, the Comittee examined the role of the ecu in connection
with an eventual move to d single currency. Although a monetary union does
not necessarily require a single currency, political and psychological

7
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PN
(Para. 47', 2nd sub-
sub-para. of para.
On the other hand, a clear political commitment to the final
stage, as described in Part II of the Report, would lend credibility to the
intention that the measures which constitute stage one should represent not

a.) Leigh-Pemberton suggests redraft of second

"just a useful end in themselves but a firm first step on the road towards

economic and monetary union. The clearest demonstration of such a political
commitment would be the co-ordinated- implementation of economic policy
measures in each member state to secure price stability and convergence of
economic performance within the existing institutional framework and the
full participation of all member states in the exchange rate mechanism of
the EMS. Given that background commitment by the political authorities, in
good time before entering stage two, to enter into the negotiation of a new
Treaty would have added significance.

T
(Para. 47, last sentence) Hoffmeyer (supported by Doyle) suggests to
replace last sentence of para. 47 by:
It would be a strong expression of such a commitment if all members of the
Community became full members of the EMS in the course of stage one and
undertook the obligation to formulate a convergent economic policy within
the existing institutions. Similarly, it would be highly significant if the
political authorities in good time before entering stage two committed
themselves to enter into negotiations of a new Treaty.

- Tre
(Para 47, 2nd sub-para.) Rddidshen AT ac geTiedem
Larosi®ree (g ytah by a st m (J-qlr (L».L-M-.Um ‘fa etor
N N (A‘{( (A tnas 04 o Lo fay b h‘,{o‘*\‘.ohi N e \'.

(Para. Do ) Doyle suggests—to™ Insert— before—the—sentence startmg with
"Pending ..." the following text: X

v P2 L6u6/

/c/ua( /)/&&a &/&\/A L /,ML (gﬁa/
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of the. EMS by a specified date should be given at the time when member
states formally commit themselves to the objective of economic and monetary
union.

: / Nevertheless, an undertaking to participate in the exchange rate mechanism

(Para é@; Alternative text proposed by Leigh-Pemberton:

The Conmittee therefore considered the possibility that some member states
might take institutional steps in the direction of EMU before others were
able to do so. It formed the unanimous opinion that any such discriminatory
approach, which would in any event have to be outside the framework of the
Treaty of Rome, would be divisive and would put at risk the existing fabric
of the European Communities.

(Sectigh 2) B Jsec "”ZWted :;f;ﬁe/;.?t of
nte~Teceivéd”in writing”and the SyggeStions de{t‘hl—l St e"l.’i/ng
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reasons suggest that a single currency would be a desirable feature of a FL
monetary union. The Committee was [of the opinion that the ecu has the (Para. 50) Ciampi:tsee-remarke-ompara——t. huﬂ-ﬁ,‘ vt

i i i i - beea aohad
potential to] be developed into suc.:h a common currency. Thl.S would 1m1.)ly . , ol L o “Mm\, 0g ree w b eol e [
that the ecu a basked of currenciesyould be transformedfl;to a genuine / ﬁam Y - ,
currency. Private agents should be assured that mﬂd—be-—no‘j dar m ‘ﬁw{wb TNy " Mee & U pé““‘“ teke
discontinuity between the present ecu and the single currency of the union Y 4 41 E_ L\O
(O PN 4
and that ecu obligations would be payable at face value in ecu if the D&ML‘V v Ow (l’*"ﬂ °L (/&'\
transition to the single currency had been made at the time of the maturity | e N De (d h
of the contract. h‘* p NS b Wateyn ooen

51. Secondly, the Committee considered the possibility of adopting a
parallel currency strateqy as a way to accelerate the pace of the monetary
union process. According to this approach the definition of the ecu as a
basket of currencies would be abandoned at an early stage and the new
fully-fledged currency, called ecu, would be created autonomously and
issued in addition to the existing Community currencies. The new ecu would
be a parallel currency in the sense that it circulated alongside national
currencies and competed with them. The proponents of this strategy expect
that the gradual crowding-out of national currencies by the ecu would make
it possible to circumvent the institutional and economic difficulties of
establishing a monetary union. The Comiittee felt that this strategy is not
to be recommended for two main reasons. Firstly, an additional source of
money creation without a precise 1linkage to economic activity could
jeopardise price stability. Secondly, the addition of a new currency,
subject to an independent monetary policy, would further complicate the
already difficult endeavour of co-ordinating different national monetary
policies.

52. Thirdly, the Committee examined possibilities for using the’/‘—d\
official ecu as an instrument in the conduct of a common mnet_z_i_nz/m{g.

The main features of a possible scheme 3 e #el. are described in

A number of members of the Committee felt that such a proposal *W@geswﬁfm‘b@wﬁ B@. ckets.

might be one possible way of preparing the ground for a common monetary
policy in the course of the second stage. Other members of the Committee
felt this was neither adequate nor appropriate as a solution to the problem
of ensuring equivalent monetary policies in the diverse monetary frameworks
of tuedwe member states.

Fhe
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53. Fourthly, the Committee agreed th
the private sector sheuld-sstbemdiaerimin
ob_stacles should be removed.

R MmN

3. The principal steps in stage one

54. Stage one represents the entry into the process of creating
economic and monetary union. It would aim at a greater convergence of
economic performance through the strengthening of economic and monetary
policy co-ordination within the existing institutional framework. It would
a¥8% involve the preparation of a new Treaty which would provide the
necessary basis for implementing stage two.

. 55. In the economic field the steps would centre on the completion of
the internal market and the reduction of existing disparities through
programmes of budgetary consolidation for countries concerned and more
effective structural and regional policies. In particular, there would be
action in three directions.

Firstly, there would be a complete removal of barriers within the
Community, according to the internal market programme. The completion of
the internal market would be accompanied by a strengthening of Community
competition policy.

Secondly, the reform and doubling of the structural funds would
be fully implemented in order to enhance the ability of Community policies
to promote regional development and to correct economic_imbalances.

TFhirddyemihe=tidetonreri=broksionmen=economicaconyergencexwould

«bBesreplaced by 'a Dew  procedure that  would*considerably==strengthen==the
possibidities™=for==constraifing=budgetary=imbalances S Hell, aSwEos
assessingmthexconsequencessand=the=consistency=of=the™overall™policies=~of
thexmember=statesm={o=ordination=wouldmbe=based=on=recomnmendaticonswander
gcarr ied=out=taking=duezaccount=of=thewviews=ofathe*CommitteerofuGovernors: s
In particular, the revised 1974 Decision on convergence would:m_

- establish a process of mltilateral surveillance of economic
developments and policies based on agreed indicators. Where
performances are judged inadequate or detrimental to commonly set
objectives, recommendations and policy consultations would take

- 32 -

gOact M

_ how 5 3

wtPaEav=-5S ymdbhimsitb=parar=—sterting=witir-Thirdlyr=**)—DboyIesuggests - to
~aned T TSt Fentence=as=FoT10NS :

hirdly, the 1974 Council Decision on economic convergence would be
replaced by a new procedure that would considerably strengthen economic and
fiscal policy co-ordination and would, in addition, provide a comprehensive
framework for an assessment of the consequences and consistency of the
overall policies of member states. On the basis of this assessment,
recommendations would be made aimed at achieving a more effective
co-ordination of economic policies, taking due account of the views of the )
Comittee of Governors. The task of economic policy co-ordination should be
the primary responsibility of the “ECOFIN Councy whose discussions would

be prepared by @?ﬁmmittee ‘of Governors)amd tife Monetary Committee, Qe My
. ‘ Comen llign , |

| 0[ ECU"\—C-\...'L it I;\'kwcg M‘M‘J 6""‘& ( ECO;?M)

.
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Consistency between monetary and economic policies would be facilitated by
the attendance of central bank governors at appropriate Council meetings.

(Para 55, 4%ubqnana., econd last.-sefitence startPng with "Co-ordination
...") Ci /» i@ ouf t am;re ]zs'ﬁ/ri‘sk of-~gficroaching on the

coy/erﬂvcfu:ther bodies.
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place at the Community level with the aim of promoting the
necessary corrections in national policies; )

- set up a new procedure for budgetary policy co-ordination, with
increasingly precise quantitative guidelines and medium-term
orientations; .

- provide for the possibility of .promoting, where deemed
appropriate, concerted budgetary action by the member countries.§

56. In_ the monetary field focus would be placed on removing all
obstacles to financial integration and intensifying co-operation and
co-ordination of monetary policies. In this connection consideration could

be glven to extend.mg the scope of central banks' independent actlons-a

euemERieg e h”a‘ﬁg@dﬂ’b@:}ss«l% Realignments
of excbange rates would still be possible, but an effort would be made by
every country to make the functioning of other adjustment mechanisms more
effective. Actions would develop along several lines.

. Firstly, through the approval and enforcement of the neces:
Community Directives, the objective of a single financial ich
all monetary and financial instruments circulate freely and banking,
securities and insurance services are offered uniformly throughout the area
would be fully implemented.

Secondly, [it would be important to include all Community
currencies in the EMS exchange rate mechanism.] The same rules would apply
to all the participants of the exchange rate mechanism.

Thirdly, all impediments to the private use of the ecu would be
removed.

Fourthly, the 1964 Council. Decision defining the mandate of the
Committee of Central Bank Governors would be replaced by a new Decision
giving the Committee greater prominence and a stronger voice in the
economic policy making procéss of the Community and its member states. To
this end, the Committee of Governors would:

TARKLN
- formulate sprecommendatiens]. on the overall orientation of
monetary and exchange rate policy, as well as on measures taken
in these fields by individual countries. In particular, the

Committee would be consulted in advance of national decisions on

(Para 55, 3rd indent) elgh Peberton Suggests —to~omitemthemtisetmbetyeen,
brackets

«

(Para 56, 3rd sub-para.) Pohl and Doyle suggest to rephrase the sentence
between brackets:

"all Community currencies should be included in the EMS exchange rate
mechanism".

(Para. 56,tsT ingdent) Péh¥Sugge is‘toﬁféﬁlwmm%

"9 #ffions".
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the course of monetary policy,

domestic monetary and credit gets;
- policy W to individual governments and the

Council of Ministers on policies that could affect the internal
and external monetary situation in the Community, especially the
functioning of the EMS. The outcome of the Committee's
deliberations could be made public by the Chairman of the
Committee;

- submit an annual report on its activities and on the monetary
situation of the Community to the European Council and the
European Parliament.

uch as the setting of annual

The Committee's opinions amfearg would not have to
reflect unanimity and would not be binding. \{In order to make its policy
co-ordination function more effective, the Committee would appropriately
strengthen the research and advisory role of three sub-committees and

provide them with a permanent research staff :}/\-——L\—__’

- a monetary policy committee would define common surveillance
instruments, propose harmonised objectives and instruments and
help to gradually induce a change-over from ex post analysis to
an ex ante approach to monetary policy co-operation;

- a foreign exchange policy committee would monitor and analyse
exchange market developments and assist in the search for
effective intervention strategies; . :

- an advisory committee would hold regular consultations on matters

0< of common interest in the field of banking supervision, Po L\o-\ “

The responsibilities and procedures of the Monetary Committee
would be enhanced in parallel with the Committee of Central Bank Governors.

he institutional field this s:zgge woﬁd,,i-?volve {‘9@
ation afd ratificafion of ghe Treaty on the %nemic agggnbgg ary
ion, with A procedure similarg/to e one followéd"for the Single Eup’g;ean
Act.

(Para. 56, 6th sub-para.) Al ative wording to the part ween brackets
proposed by de Larosiére; ’
The members of the~Committee of Governors have~decided to reinforc
existing y ees of experts and to sy them by a permanentsfTesearch
staff. 1s therefore essential is very first stagesto create an
ap riately strong rese;‘c/hshﬁure and advisory funttion in the fields
A6t monetary policy, foreign”exchange policy ‘;’a:r:id‘ﬂbankmg supervision.

P3y LUy

(Poe §9), Lotk sonbonw,

{Pera™9%) Leigh-Pemberton suggests deletion or redrafting:
"In the institutional field, by the time of transition to stage two, it
would be ;xecessary to prepare and ratify the Treaty".

(Pares8%) Pohl suggests to add at the end:

at a time to be decided in the light of progress made in the integration
procesé in stage one.




_35_

58. A number of Committee .members advocated the creation of a
European Reserve Fund (ERF) that would foreshadow the future European
System of Central Banks. The main objectives of the ERF would be:

- to serve as a training ground for implementing a better
co-ordination of monetary analysis and decisions;

- to facilitate, from a Community point of view, the concerted
management of exchange rates and possibly to intervene visibly
(in third and participating currencies) on the foreign exchange
market upon request of the participating central banks;

- to be the symbol of the political will of the European countries
and therefore reinforce the credibility of the process towards
economic and monetary union.

The resources of the Fund would be provided by a pooling of a
limited amount of reserves (for instance 10% at the start) by participating
central banks and require a permanent structure and staff in order to
achieve its tasks, i.e.:

" - management of the pooled reserves;

- interventions on the exchange markets decided by the members;

- analysing, from a collective perspective, monetary trends in
order to enhance policy co-ordination.

A1l EC central banks would be eligiblé to join the Fund. However,
membership would be subject to their participation in the exchange rate
mechanism, the reason being that the EMS implies specific constraints on
monetary policy and foreign exchange interventions that both require a
common approach of the central bank concerned.

The management of the ERF would consist of:

- a Board of Directors which would comprise automatically the
Governors of each central bank participating in the ERF;

- an Executive Committee whose members would be selected by the
Committee of Governors on the basis of competence. This Executive
Committee would be of a small size, consisting of three or four

dy@a@ﬂ/ ‘
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members who would have direct responsibility for the different
departments of the ERF;
- the three Committees: a Foreign Exchange Policy and a Monetary
Policy Committee and a committee on banking supervisionf pe M‘M,;
- two departments: a Foreign Exchange and Reserves Management
Department, and a Monetary Policy Department.

59. Other members of the Committee felt that the creation of a ERF
was not opportune at this stage. Their reservations stem from the fact
that:

" - too much emphasis is placed on external considerations; common

interventions by such a Fund cannot be a substitute for economic
adjustment to correct imbalances within the Community; .

- the proposal involves an institutional change which, in
accordance with Article 102R of the amended Treaty of Rome, would
fall under the procedure stipulated in Article 236 and require a
new Treaty; the setting-up of the Fund under the same procedures
as were applied to the establishment of the EMS are not
considered possible;

- they consider that some functions of the Fund could be performed
by the Committee of Governors if it were given wider powers; .
thus, there is no need to set up immediately a new institution; ﬂ

- what in the view of these members is essential is co-ordination (Para. 59, last~"indent)” Wording prdPosed bg- Du‘isenber’ﬁ;ve‘;.‘ similar~€
of intervention policies rather than the technique of common wordirym@é by%//‘J M .

interventions. This co-ordination can provide the necessary
training ground while avoiding the unnecessary complication
caused by instituting an additional intervention window.

4. The principal steps in stage two

60. The second stage could ‘begin only when the new Treaty had come

into force.; fFor—essentially. two reasons it Js difficult.to_describe (Para. 60,),««1’63‘? SSed by the part &weéﬂracketswas‘s“ﬁ‘g'm By~
already.nowdin~précise~dataid~the=steps*which*widl=have=to=be=taken~in=this? n@a:nfa’luSsz.

stage Firsyly,—theremare=some=basic=technical=problemswin=designing=steps
e -
wien—theFifial  authority  over —aeciSion=making==rests==with==national
authoritiesg=secondiy;~the~type.of -concrete.measures to be implemented in

frow p ¥




Py

- 37 -
»
this~stage~will~depend-to_a—significant  extent—eon—what—widld=have~ been
achieved~4n-the_preceding stage.J-Stage two must theFSFof® be seen as a
period of transition to the final stage and is thus characterised primarily

by a training process leading to a collective decision-making, but without
yet abandoning the ultimate responsibility for policy decisions at the

national level J [ff-stage two were-conceived—to—tast—-fFor—a—leng-pertod—or
if it—were_epacted without a_ clear-understandifig Tegarding a subsequent
move_to_full economic-and.monetary-unien,~the-provisiens-ef~stage=two~would
have-te-be—destgned-differently-~}— '

61. In_ the economic field the-Counrciis=-the=~Gomissionwwand the

European Parliamentﬁuld.‘remforce_ﬂielr_ amv along three lines.
Firstly, with regard to the single market and competition policy
the results attained through the implementation of the single market
programme would be reviewed and, wherever needed, made more effective.
Secondly, an evaluation of the performance of structural and
regional policies would be made and a new programme would be adopted. \[The
resources for supporting the structural policies of the member states would

be enlarged. Community investment programmes in research and infrastruct%

bk Ju\.@b,;ﬁ!&_ LTS i butsw of . ’Mw TN.LD

would be strengthened. j=
Thirdly, in the area of macro-economic policy, the provisions set
up in the first stage through the revision of the 1974 Decision on

. R .
et i —— e

®

1 /\Hu‘pt O'pL»eL‘ P u.mm L e Q/V'f»va bau
N G NN pmw*u»( (bype o ot Qe wwab

(Pay&)ﬂféi h-Pemberton suggests™to Helete the sel temie between brackets.

G_L* MO*MLLN’H CM’M"‘* Ot

(Para GZ‘ K‘m@ edqi Pembe rto’?suggegt?'é—‘t deaete&theégp;en'cem
et

convergence would be further strengthened (by—the—adeptiomefsguidelines .
~decidedtby. a ma;outy. Under this procedure the Community would
LA bi e bl : '

- set a medium-term framework for key economic objectives with a
follow-up procedure for monitoring performances and intervening
when significant deviations occurred;

Commission should have the responsibility to bring before the

- set progressively more precise - although not yet binding - rurlgas/_,lk./\-—
relating to the si%e of budget deficits and their financing; {the (Para 6152nd indent) Ad@ﬁWCke S Sugg_st__e_d_.by-—Pﬁﬂ*D and
D ,gﬁ . ' T

Council any non-compliance by member states and should propose

action as necessary;}
- assume a more active role as a single entity in the discussion of
questions arising in the economic and exchange rate field, on the
basis of its present representation (through the member states or
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the Commission) in the various fora for international policy
co-ordination. ' A

62. In the monetary field the European System of Central Banks -
having all the principal features described in Part II of the Report -
would be set up and would absorb the previously existing institutional
monetary arrangements (the EMCF, the Committee of Governors, the
sub-comittees for monetarj policy analysis, foreign exchange policy and
banking supervision, and the permanent Secretariat). The most important
feature of this stage would be that the functions of the ESCB in the
formulation and opération of a common monetary policy would gradually
evolve as experience was gamed Exchange rate realignments would not be
excluded as an instrument of adjustment, but there would be an
understanding that they would be made only in exceptional circumstances and
that the frequency and the extent of realignments should be steadily
reduced. Some possible schemes for co-ordinating monetary policies in the
course of this stage are discussed in the Annexes to the Report.

Initially the ESCB framework )ﬁmld be usedf as a joint facility

to be shared by national central banks for implementing national monetary .

policy through operations in domestic and foreign exchange markets; as a
centre for monitoring and "analysing domestic monetary conditions and
foreign exchange market developments; as a centre for the co-ordination of
national monetary policies.

[In addition, a number of actions would be taken in stage two.
~—~—_J[BirstYdy, a certain amount of exchange reserves would be pooled
and would be used to conduct limited exchange market interventions in
accordance with guidelines established by the ESCB Council. Such guidelines
would be determined by majority voting according to rules to be specified.]

Py PlaeSecondly, general monetary targets would be set for the Community
as a whole, with an understanding that national monetary policy would be
executed in accordance with these global guidelines. The general monetary
targets would be set by the ESCB Council on the basis of a majority
decision. f-o.q,,,,u,)

Thiwdly, while the ultimate responsibility for monetary policy
decisions would remain in the hands of national authorities, the
operational framework necessary for deciding and implementing a common
monetary policy would be created and experimented with. In this context

o’
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L126 (Para 62, 3rd sub-para.) Pchl suggests complete deletion of the rest of the

paragraph (starting with "In addition, ...").
(e}
(Para 62, 4th sub-para.) Duisenberg suggests the deletion of the sub-para.
between brackets (starting with "Réeskly, ...").
AN
(Para 62, 3rd sub-para.) Thygesen (supported by Ciampi) suggests redraft
starting with "In addition, ..."):

In addition, a certain number of actions would be taken in stage
two. They would be designed to give the new institution visible means of
influencing the overall rate of money and credit expansion in the
participating countries as well as the ability to conduct limited exchange
market interventions against third currencies. They would also comprise the
attribution of regulatory functions to the ESCB in the monetary and banking
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field in order to achieve minimum harmonisation of provisions such as
reserve requirements or payments arrangements that are necessary to the
conduct of a common monetary policy.

Intermediate monetary objectives would be set for the Community
as a whole, derived from the ultimate objective of medium-term price
stability, and underpinned by objectives for national contributions to
aggregate money creation and a presumption that participating central banks
would refrain from offsetting the monetary consequences of interventions in
other participating currencies.

Incentives for individual central banks to stay close to commonly
agreed objectives would be provided through a mechanism which would

‘sanction deviations. This could be done most directly and with the prospect

of gradual evolution towards collective monetary control in stage three, by
linking the money creation by each central bank to its ability to satisfy
reserve requirements vis-a-vis the ESCB in analogy to one method by which
national central banks exert influence on the rate of credit expansion of
their banking system.

Various methods of applying such a system to the capacity of
national central banks to create money are explored as illustrations in the
Annex. They all rest on the basic notion that the ESCB would be in a
position to control fully the supply of the asset which the central banks
have to hold to meet the reserve requirements. This asset could take the
form of a unit, defined as the present ecu; it would be supplied by the
ESCB in quantities matching the demand for reserves which would arise, if
each country followed its collectively targeted rate of money or credit
expansion. The interest rate on the reserve asset would reflect the degree
of scarcity of required reserves which the ESCB wishes to produce. The
system might subsequently be extended to apply to individual banks, but in
stage two could be confined to the relationship between the ESCB and the
central banks.

The advantage of attributing an instrument of this type to the
ESCB is that it would give focus to the operational efforts of the new
institution. It would introduce in a limited, but significant sphere, a
hierarchy in the relations of the ESCB to the component central banks while
respecting the autonomy of the latter in managing their respective
short-term instruments to preserve interest differentials conducive to
exchange market stability. )
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eeus—1's§’wé=by the ESCB could bo-aaed-as reserve instrumentsx Fhe—decision
h ' be d-could-be-made on the basis of a
. JM th An
majonty de01s1on. R Under Lsho- expenmental scheme the minimum reserve
requlrement would not be compulsory. This—scheme—is—deseribed—imr=yreater—
Fourthly, regulatory functions would be exerted by the ESCB in (Para. 62, 7

sub-para.) Duisenberg suggests to add (before "Fourthly,

the monetary and banking field in order to achieve a minimum harmonisation LGJ2)e

of provisions (such as reserve requirements or payments arrangements) Any majdrity decisiorn/ by the ESCB esupposes action by member statés to

necessary for the future conduct of a common monetary policy. enzz that central gove % in their positiofi as members of the ESCB
Fifthly, the margins of fluctuation within the ERM would be . Council should act indepen: &f their government/.

narrowed as a move towards the final stage of the monetary union, in which N ;

they would be reduced-to.zero.}

involving both the revision of ex1st1ng 1nst1tut10ns and the estabhshment ‘\LL, /a \? G
of new ones. IN™tHiS - Contextyeitepghtmbe z +he
ex-lst&ngzreles-efxtheruenetrary-eemmtee-andﬁbhe-ﬁﬁﬁ*ome-%hcy-cgmlttee woo |0 b
withsrespectwtoathexCouncidmofuMinisters, The institutional framework would
gradually take over operational functions, serve as the centre for
monitoring and analysing macro-economic developments and promote a process
of common decision-making, a : POl CHmmECSP
woa&d'-stlllwsexlm,a-a-a-tghe-hands_of..the_na&-mna.l-auther:,t,les.....Houever,,;- as
stage two _represents-.a-leasning--process-—-addowing=the—Comunity=to~gain
experience—with—eperating-in.a.new_institutional setting and-to..appreach

H progressively=the=~conditions=of~economicwand«monetary..uniop, it would be
Ueka,,‘ cructed=mmt¥certain operational decisions wee made by majority. {En—ordep=

to ensure—that—this would not imply~a=~relinquishment~of~national=pokicy
autonomy;=the=adoption ol a MaJOrIly decision would™havertombemconfineds
eithentosthe=use=of=instramnts™Whose™iiipact~on=economicadevelopnents=i
negligiblerorstordecisionswwhich=de=net=hinderenational authorities.]

(Para7 63) [£igh-P sug 0 ete this W

5. The principal steps in stage three

64. The final stage would commence with the move to irrevocably
locked exchange rates and the attribution to Community institutions of the
full monetary and economic competences described in Part II of this Report.
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In the course of the final stage the national currencies would eventually
be replaced by the ecu as the Community's sole currency.

65. In the economic field the transition to this final stage would be
marked by three developments. . ‘
Firstly, there would be a further strengthening of structural and
regional policies of the Community. Instruments and resources would be
adapted to the needs of the economic and monetary union.
Secondly, the rules and procedures of the Community in the
macro-economic and budgetary field would assume a binding character.
In particular, the Council of Ministers and the.CommiSSion,
~~lunder the control of the European Parliament,]'ﬁm;e‘-t‘;; authority to
take directly enforceable decisions, i.e.: '

- to impose constraints on national budgets to the extent to which
this is necessary to prevent imbalances that may threaten

- monetary stability;
- to make discretionary changes (through a procedure to be defined)

. in Community resources to supplement structural transfers to

‘member states or to influence the overall policy stance in the
Community;

- to decide discretionary changes (through a procedure to be
defined) in the level of harmonised taxation rates;]

- to apply seme~=form—ofw=conditionality=~to existing Community
structural policies and to Community loans (as a substitute for

Thirdly, the Community would assume its full role in the process
of international policy co-operation and a new form of representation in
arrangements for internatibnal policy co-ordination and in internal
monetary negotiations would be adopted.

66. In the monetary field the irrevocable locking of exchange rates
would come into effect and the transition to a single monetary policy would
be made, with the ESCB assuming all its responsibilities as foreseen in the
Treaty and described in Part II. In particular:

«

the present medium-term loans facility)a HWJ Pan A ﬁwa«L'L‘ou.4 {erﬁ '/7/~o~7,[ A, C'LI\ “
. oL b,

7765, 4th subtpara.) Bmen nﬁwgge €d by Pohl.

(Para. 65, 3rd indentg Leigh-Pe,mberton uggests to omit t&e_}_ige_t)e’ewe‘en-<
brackets.
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- concurrent with the announcement of irrevocable fixing of
parities between the Community currencies, the formulation and
implementation of monetary policy in the Community would be
transferred to the ESCB, with its Council and Board exercising
their statutory functions;

- decisions on exchange market interventions in third currencies
would be made under the sole responsibility of the ESCB Council
in accordance with Community exchange rate policy; the execution
of interventions would be entrusted either to national central
banks or the European System of Central Banks;

- technical and regulatory work would be done to prepare the
transition to the ecu as single currency of the Community.

The change-over to the single currency would take place during
this stage

(574 utititional field There fould ﬁl?(’tt’gb
competenée institutions, as“fGreseen in A eatys

6. One or several Treaties

68. The Committee has not investigated in detail the possible
approaches under which the objective of economic and monetary union and its
implementation would be embodied in the new Treaty. There would be
basically two options. One procedure would be to conclude a _new Treaty for
each stage. The advantage of this procedure. would be that it would
explicitly reaffirm the political consensus at each stage and would allow
for modification of the form the following stage should take in the light
of experience with the current stage. At the same time, -this approach would
be unwieldy and slow,; it might not safeguard sufficiently the overall
consistency of the process and it would carry the risk that progress in
parallel between the monetary and non-monetary sides would not be
respected. In any event, if this procedure were chosen it would be crucial
that the first Treaty laid down clearly the principal features of the
ultimate objective of economic and monetary union.

ham prie
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69. Alternatively, it could be decided to conclude a single

comprehensive Treaty formulating the essential features and institutional.

arrangements of economic and monetary union and the steps in which it could
be achieved. Such a Treaty should indicate the procedures by which the
decision would be taken to move fram stage to stage. Each move would
require an appraisal of the situation and a decision by the European
Council.

7. Suggested follow-up procedure

' ¢
70. If the European Council.can accept’ this report as a basis for the
further development towards economic and monetary union, the following
procedure is suggested.

71. The Council and the Committee of Governors are invited to take
the decisions necessary to implement the first stage.

72. The competent Community bodies are invited to make concrete

proposals on the basis of this Report concerning the second and the final -

stage, to be subsequently embodied in a revised Treaty. These proposals
should contain a further elaboration and concretisation where necessary of
the present Report. They should serve as the basis for future negotiations
on a revised Treaty in an intfa-govermnental conference to be called for by
the Eurcpean Council.

73. In following this procedure, negotiations on a revised Treaty

will take place on a basis which will [already have been agreed as far as

" possible in substance by] those immediately resbonsible in member

countries. At the same time, progress in policy co-ordination in the first

stage as well as implementation of the internal market is allowed to create
a momentum favourable for the negotiationms.

74. The decision to let the revised Treaty come into force will be
taken with due regard to the results achieved in the first stage.

ul |9 ©

i L%

(Section 7) Text proposed by Duisenberq (a very similar proposal has also
been made by Pohl).

(Paras. 72-73) Ciampi proposes to amend these paras. to make the procedures
more direct.

(Para. 72) de Larosiére suggests redraft:

Simultaneously it is decided to launch a negotiation on a revised
Treaty in an intra-governmental conference to be called for by the Heads of
State. In the framework of this negotiation, the competent Community bodies
will make concrete proposals on the basis of this Report concerning the
second and the final stage. These proposals will be embodied with the
appropriate legal considerations in the revised Treaty.

0
(Para. “3) de Larosiére suggests to replace the part in brackets by
"involve".

2%

(Para. 74) Ciampi suggests omission.
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1. The present state of and perspectives for economic and monetatz'
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1. Efforts inh the. Co}ﬁmunity to progress towards full economic and
monetary integration began in earnest as the Bretton Woods system was
breaking up. The Werner Report on the realisation by stages of economic and
monetary union was drawn up in 1970. This initiative took place against the . Ooen o, , cepell cnn , ,L"'[‘(A_“5
background of the major achievements by the Community in the 1960s: the . ’ Un (‘_1 7( t// 8 —(p
completion of the transition period leading to customs union, the setting : ~ .
up of the common agricultural policy and the creation of a system of own
resources. The Werner Report presented a first attempt to define and set
out a plan for the attainment of economic and monecéry union.

" Several important 4smrstrtwetorel moves followed the Werner Report:
in 1972 the "Snake" was created} in 1973 the European Monetary Co-operation
Fund (EMCF) was set upj and in 1974 the Council:Decision on the attainment
of a high degree of convergence in the Community and the Directive on
stability, growth and full employment were adopted. Yet, by the mid-1970s
the perception had grown that the process of integration had lost momentum
under the pressure from the divergent policy reactions to the economic

crises occurring at the time. .

2. In 1979 the process of monetary integration was relaunched with ™~
the creation of the European Monetary System (EMS) and the ecu. The success '
of the EMS in promoting its objectives of internal and external monetary

stability laid the foundations for the new impetus to European integration

in recent years, as reflected in °the adoption, in 1985, of the internal

market programme and the signing of the Single European Act.

The—facttHat~the internal Cess i

MAarket Process 1§ Now well under==ways PoLL ¢ I))
W@yﬁhac the Community has been able to overcome g:e,sﬁe_;ixou’s problems of A l&ﬁl.‘ﬁdl" /s fdc< 2\,5 < R
——— e — . ————
the 1970s and has coped with the enlargements_resulting from the accession / a ?
. . , - . Ae (¢ > twoly KA W, posz N
of new member countries. The idea_.of~economic and monetary union has been
revived now that the.Comminity has put its house in order and resolved the
most urgent budgetary and policy issues. The Community is once more

@: essing along_thespath=of=economi:cand=monetary —IrHntegration.




2. The European Monetary System and the adjustment of the European

economy

3. The European Monetary System was created by a Resolution of the

European Council followed by a Decision of the Council of Ministers and an
Agreement between the participating central banks. The progress made by the
Community in the 1980s towards price stability, growing monetary

co-operation and greater economic integration owed much to the EMS.

4, Within the framework of the EMS the participants in the Exchange

Rate Mechanism (ERM) have succeeded in creating a_zone of increasing

monetary stability while gradually relaxing capital controls. This

achievement was particularly remarkable in a period in which the world

economy was shaken by wide exchange rate fluctuations and tensions in tﬁ%ﬂﬁ

relationships. The exchange rate constraint has greatly helped «he
participating countries in gearing their monetary policy towards the
objective of price stability, thereby laying the foundations for both a
converging price performance at a low rate of inflation and the attainment
of a high degree of exchange rate SCability.ZEBe greater priority attached
to a policy of monetary stability has promoted a moderation in cost
increases in many countries and led to an improvement in the overall
economic performance. Moreover, the reduced uncertainty about exchange rate
developments and the fact that the parities of the participating currencies
were not allowed to depart significantly from the fundamental economic
factors have (fecibitatedwandesstbrength J[intra-European _tradey—égkﬂ’Zat
/time's('of’-s&ge’r‘aggn n omi'w&ﬂ&t-kﬁ}in,d;h'i’gﬂgne mp oymedt..

The EMS has served as the focal point for improved monetary

policy co-ordination and provided a basis for multilateral surveillance
within the Community. Its success is in part attributable to the
willingness of countries to opt for a strong currency policy stance, but
also to the flexible and pragmatic way in which the System has been
managedﬁ_The EMS has evolved in response to changes in the economic and
financial environment and on two occasions (Palermo 1986 and Basle/Nyborg
1987) its mechanism has been amended and improved without changing its

institutional setting.
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5. An important element in the launching of the European Monetary %Z ( C
& 2 oﬂmqm O&QA( Asn ~ - .
System was the creation of the ecu. In establishing the EMS, the European P Al fors Pl Lo

Council declared in 1978 that "a European currency unit (ecu) will be at

the centre of the EMS". Apart from being used as the numeraire of the

exchange rate mechanism and as a denominator for operations in both the

intervention and credit mechanisms, the ecu serves. primarily as a reserve

asset and a means of settlement for EMS central banks. To fulfil this

latter function a stock of official ecus has been created through revolving

swap arrangements whereby participating central banks maintain 20%Z of their

gold and dollar reserves with the European Monetary Co-operation Fund. - |L~ ¢ Mrooe bun of Lo (Au\

measures to improve its usability, the ecu has pofay played only a limited Ohe 088l €y fut Commp u_'tleh\’ ‘U“A“"‘H‘&{K b ot Q“‘

role in the operating mechanisms of the EMS, =" - > C:L.‘ﬂb{. ‘t-«.',, a[ z\».ﬁ-uu.u,ﬁa‘\_ éﬂieu.u.‘ ‘o é@ Ce /“6-&( In. &L
By contrast, the ecu has gained remarkable popularity in’ the («.L( M""“W‘\w ot My [ oy Sloal ém_L( Lew

market place, where its use as a denomination for finanqial transactions

Although it 1is an integral part of the EMS, and despite a number of

OhCoebiing by Pelotn, A dube- Mwﬁ\‘,_b;( At bt
f%——u-wﬁu..u_, Qu., bra a/ o b Uttty 'Ly,.‘_aq/{_(_, e Ut C/%w

has spread significantly. A wide set of ecu instruments is now available
for investors, both at the short and at the long end of the market. ‘In
international banking the ecu is at present the sixth most important

currency of denomination and it ranks fifth in international bond issues,

with a 6% market share. The—growinmg—use—of—the~ecu.reflects—i-n~paFt™ the CMA—M‘L’ o Ll o, (-l.“, €3) Z\&b‘. V{%‘*“ b
interest.of-~public=sector=—borrowets i developing—=~and~tapping.the..market \"bw/?w lft\ L b A /? L TV R N ke 07 b\q_t & 2
for~ecumsecuribies, but to an important extent it must also be attributed B odi e ttndAce Lo ﬁ* m\\' ele bt Atbemacent, PO A

to the ecu's attractiveness as a means of portfolio diversification and as /,,_,@4,.& [V ho«-'?«., 0’6 sl C.uc s ,Mcu..‘--u~¢ , C Peu}

a hedge against currency risks. Moreover, the creation of an ecu clearing
system two years ago, in which more than thirty commercial banks now
participate, has contributed to the development and the liquidity of the
ecu market. In the non-financial sphere, however, the use of the ecu for
the invoicing and settlement of commercial transactions remains limited,

covering at present only about 1% of the Community countries' external

trade. NofEtheTessy~opititoR~poTls, €specially gomfud om0 0L 0. SHOWmean Pm
1 nE€Leasingal il e oS tmiasth tenti.al £ theecw
P

Pole s /7"4/«\&/64} Y AN IZ«. tmal of A R—‘ﬁ«rm\n
=P KeC Cator e oamilha

3. The Single European Act and the internal market programme

6. On the economic side, a "relaunching" of Europe began in the
mid-1980s, supported by the success of the EMS. The central element in this

process was the proposal, made in January 1985 by the Commission, to




.- ®

realise the objective of a market without internal frontiers by 1993. The
essence of the measures for the removal of physical, technical and fiscal
barriers was set out in a White Paper, which specified the precise
programme, timetable and methods for creating a unified economic area in
which persons, goods, services and capital will be able to move freely.
This objective, together with the necessary institutional steps, was

embodied in December 1985 in the Single European Act which marked the first

significant revision of the Treaty of Rome.

7. The Single European Act signalled three important changes in the
Community's strategy for advancing in the integration process. Firstly, it
incorporated an Tmstitwtd+omal reform aimed at establishing a faster, more
efficient and more democratic decision-making process, which was considered
to be indispensable for reaching the goal of a common unrestricted market.
In particular, this reform extended the scope of qualified majority voting
and thereby removed the constraints inherent in the permanent search for
consensus which had hampered the decision-making process in the past and
gave the European Parliament a greater role in the legislative process.
Secondly, it greatly simplified the requirements of harmonising national
law by limiting harmonisation to the essential standards and by systematic
adoption of mutual recognition of national norms and regulations. This new
approach to market integration represented a decisive and innovative move
towards deregulation and lesser public sector intervention in economic
activity. Thirdly, with the Single European Act the member countries
reaffirmed - and recognised in the context of the Treaty of Rome - the need
to strengthen the Community's economic and social cohesion, to enhance the
Community's monetary capacity in the perspective of economic and monetary
union, to reinforce the Community's scientific and technological basis, to
harmonise working conditions with respect to health and safety standards,
to promote the dialogue between management and labour, and to initiate

action to protect the environment.

8. Considerable progress has been made over the last three years in
implementing the internal market programme..This highlights a marked change
of pace in approaching a unified market, as compared to the developments

during the previous two decades.
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The realisation of the internal market by 1993 involves the

-5

adoption of some 300 Directives. In view of the time required for them to
be transposed into national legislation, the bulk of the Community's
legislative work should be completed by the end of 1990. In three years the
Commission has presented 90% of the proposals for the Directives concerned
and the Council has adopted around one-half. Rapid and significant progress
has been made in removing technical barriers relating to machines,
materials, foodstuffs, public works and supply contraéts, sea, air and road
transport and in achieving mutual recognition of diplomas. The abolition of
fiscal barriers and physical barriers has so far advanced less quickly. The
most prominent, and certainly one of the most important, steps towards the
single market is the Directive on the liberalisation of capital movements

which we depted—witHITciv=montirsm=andewhteh will come into force on

Ist July 1990. Another step in the direction of greater financial
integration was the adoption of the Directive establishing the freedom to
provide insurance services for industrial risks. This Directive applies the

principle of mutual recognition.

9. The creation of a single market is, however, not based solely on
the elimination of physical, technical and fiscal barriers but also

comprises an improved competition policy to avoid market segmentation

through restrictive commercial practices and dominant market positions, as
well as common policies aimed at complementing the working of market forces
when they prove insufficient to achieve common goals in such areas as
infrastructure, technological advancement, regional development and
environment.

In the field of competition policy, the Commission's ability to
apply Community law governing the internal market will be strengthened,
various measures will be implemented to increase the transparency,
efficiency and legal certainty of the procedures of the Community's
competition policy and a court of first instance, specialising in
particular in competition questions, will be established alongside the
European Court of Justice.

As far as complementary common policies are concerned, the
European Council approved in February 1988 a package of measures which
dealt both with the most urgent and arduous European policy issues and

Community policies directed at common goals and safeguarding the economic

qul




and social cohesion of the Community. The package included three major

-6 -

elements. Firstly, an adaptation of the common agricultural policy to the
general conditions in the world market and to the need of preserving a
diversified agricultural sector in Europe. Secondly, the adoption of a new
financial regime which provides a firm footing for Community activities on
the basis of a system of own resources. Thirdly, a considerable improvement
in the Community's capacity to influence structural and regional
developments in the single market. Most importantly, the structural funds
will be doubled by 1993, which, together with a reorientation of policies
away from project to programme financing, will enable the Community more
effectively to promote growth and adaptation in less developed regions and
a restructuring of declining industries. Moreover, with the adoption of a
framework programme for research and technological co-operation the

Community will be able to strengthen the scientific and technological

—

foundations of European_industry and help it to exploit the advantages of

an enlarged market. .

4, Perspectives, opportunities and problems

10. The European Council, meeting in Rhodes in December 1988, noted
that "at the halfway stage towards the deadline of December 1992, half of
the legislative programme necessary for the establishment of the large

market is already nearly complete" and underlined "the irreversible nature

of the movement towards a Europe without internal frontiers". There is,
indeed, widespread evidence that the objective of a single market enjoys
broad support by consumers and producers and that their economic decisions
are increasingly influenced by the prospects of 1992. Anticipation effects
are clearly reflected in the investment strategies of European firms and
the unprecedented number of mergers foreshadowing growing industrial
co-operation. These developments have generated a new dynamism and have

contributed to the recent acceleration of economic growth in the Community.

11. The single market will entail profound structural changes in the
economies of the member countries. The abolition of internal barriers will
link national economies much more closely together and significantly
increase the degree of economic integration within the Community. These

changes offer immense opportunities for economic advancement but many of
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the potential gains can only materialise if economic policy - at both
national and the Community levels - responds adequately to the structural
changes. The opportunities arise because the unified enlarged economic
space greatly increases the freedom of choice of market participants,
raises their purchasing power, generates considerable possibilities for
exploiting economies of scale and comparative advantages, reduces the
administrative costs of intra-Community trade and enlarges the margins of
manoeuvre for macro-economic policy. There can be no doubt that these

changes prepare the ground for a more efficient use and allocation of

resources with beneficial effects for trade, growth and employment. =

The extent to which these gains can be achieved depends
critically on the degree of certainty as well as the soundness and
consistency of the government policies affecting the decision-making of
private market participants. The single market will greatly strengthen
economic interdependence between member countries, reduce the room for
independent policy manoeuvre and amplify the cross-border effects of
developments originating in each member country. If national policies are
not pursued in a credible and consistent manner the participants in the
single market will be facing conflicting signals, which will not only
create an unfavourable climate of uncertainty, but over time will give rise
to economic imbalances which might necessitate more frequent exchange rate
realignments or recourse to safeguard clauses. The existence of a common
market and the desire to draw from it all its potential economic and social
benefits thus necessitates a- much meOFe__inLEnsixﬁ___and.__eiggg ive
co-ordination of policy between separate national authorities. Ih%i’?g/iiit
obviously the case in the field of monetary—polit€y, where freedom of
capital movement and integrated _fimdncial markets would quickly translate
incompatible national peliTies into exchange rate pressures. But it also
applies to all—’ﬁf;;:’:reas of national economic management which affect
aggﬁegafe‘demiﬁﬂ‘and—cests—e@—pseduc&ign.

Even close co-operation between national authorities, however,
cannot ensure that the efficiency gains from a unified market will be
evenly distributed among all member countries. Common policies conducted at
the Community level in support of a broadly balanced development and an
equitable distribution of prosperity are therefore an indispensable
complement to a single market. Indeed, the need to back up the removal of

market barriers by a strengthening of common regional and structural
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policies was clearly recognised in the Brussels package of measures

- 8- Caj_g;L)\,-(g“ C(“"—y\‘)

in February 1988.

-

12. The success of the internal market -programme thus hinges to a

L»l); Aol AQL‘,'C‘UL' /Ll.,l [An CCtan o{ /&(uA.A—L A‘“‘UAA-L' /"A.SA <
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decisive extent on a much ' closer ordination of national economic

C

policies, as well as on more'effective Community policies. This implie

that a-essenrece a number of ~the steps towards economic and monetary wunigh

Pl
taken im the course of establishing a single marjet

to RTRA UO&MLLJ) Cetoys e b o tat  ba re Grend Oan ot Aol

will already have to

in Europe. I

voluntary~cozordination. Policy decisions faced by

rt'h_e,cl—«i:mi:tas-o-' Qy Ihofﬂ‘v' A A ONmwy 8L Crecudtl Ay ;&‘ Coma b ot t Aphon sl
authorities in the economic as well as in the monetary field are subject to police, MM,‘( Lfrlﬂ‘g beeen € o Mlucase Clut b b O 0t

many pressures and institutional co;astraints so that even best effofts to (‘!A—fr&;“_( A amatmley  Cad lax, Mlre ¢ o Ll h be e
choose a course of action mindful of international repercussipns and (1eent ﬁ_, A g lv,.\bg(‘“’ /90*:4&0»&.;4_, 'd /),L_e’

influences are bound to fail at certain times. By giving und¢lear or

contradictory signals to market participants and by generating ' divergent

nd create L-7 de e Cue wtlioehy  tha tec Le [ L . Ll ot

voluntary Cof e La Coror Ofunes 4 o Lo prejie, o Anal Lo—u.b‘g
ocedures would be too fragile a foundation to build on permanentl fo & ’
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trends, a failure in co-operation would weaken the single market

the danger of negative chain reactions. This is why entirely
achieving the necessary degree of policy co-ordination.

13. As will be explained in Part II of this Report, an economic_and 0{1. (
o

fa 3~ (7 “l/k»(o(. ‘u. CO&““A(—&@{ 4 ‘Lg
A g

monetary union encompasses a common market for persons, goods, services and
capital, a single currency area and a set of arrangements designed to
ensure a coherent and effective economic management for the Community as a
whole. In this sense economic and monetary union will add two principal
elements to the internal market programme. Firstly, it will explicitly set
up a policy framework which will replace the present ad hoc procedures for
voluntary policy co-ordination by a system defining clearly the
distribution of policy responsibilities exercised at the Community and the .
national levelgq_am'dz—e-hereby‘ gilgfrénfda/a consistent economic management. H M (gl 8 A baais 8 Ko C {)c(,.&.) /Ofomqu [('—/)
Secondly, it will create a single currency area through an irrevocable
locking of exchange rates or the introduction of a single currency, and
thereby tTemgdy enhance the potential of the single market. (— (!"P)
Although in many respects a natural sequence to the commitment to
create a market without internal frontiers, the move towards economic and

monetary union represents a quantum jump which would secure a significant

M peoaneyly,  Con la.f.,«.\ga»( dan bl
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increase in economic welfare in the Community. This would derive from three

interrelated developments.

14, Firstly, the strengthening and expansion of common policies

pursued at the Community level would help to correct market imperfections

which operate on a Community-wide scale and could therefore not be
satisfactorily dealt with at a national level. This applies to research and
development, where Community policies would promote the pooling of
resources, help to avoid duplication and facilitate the dissemination of
information. Similarly, common industrial policies could prevent
competition among national incentive schemes which, without a certain
degree of intervention at the Community level, would tend to neutralise
each other and lead to a waste of scarce economic resources. Large
productivity gains for the Community as a whole could also be achieved by
organising on a Community scale the provision of cross-border public goods
such as infrastructure for transportation, the environment  and
long-distance energy transmission. Finally, and perhaps most importantly,
the Community structural ~policies would help to develop a more balanced
economic structure throughout the Community and thereby prevent the

emergence or aggravation of regional and sectoral imbalances.

15. Secondly, a joint management of macro-economic policies is not

only vital for the cohesion of an economic and monetary union, but it would

also systematically enlarge the reciprocal room for manoeuvre that could be

exploited under a co-operative strategy to attain a higher rate of growth,

and employment. Within a clearly defined framework for policy-making the
interdependence of economic developments in individual member countries
would be automatically taken into account and would thereby ensure the most
favourable outcome from the interactions of national policies. kﬁv

instante; ~the~Cecchini__Report, estimated=—that—the=impact-.of the internal

market—=programme_on growth in the Community, which.might _be.in-the=order of

pg;ggntage«pgéa@sf-if the removal of

43%5~could=be~~further.raised. by 2
market barriers were-accompani€d by an active macro-eéconomic policy in the
Community. An economic and monetary union would greatly enhance the-chances

for implementing such a co-ordinated strategy.
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16. Thirdly, in leading to a single currency area an economic and

monetary union would establish the conditions under which a common market
could fully develop its potential. In a single currency area participants
in the single market would benefit considerably from three developments:
exchange rate uncertainties with regard to intra-Community transactions
would be eliminated, the cost of transactions between residents of
different Community countries would be reduced and the transparency of

prices and, therefore, the pressure to avoid price discrimination would be

iﬂz;eased. These three consequences would not only provide greater
certainty for economic decisions and planning, they would also strongly
reinforce the competitive forces of a common market and enhance its
allocative function. The existence of irrevocably fixed exchange rates
would, moreover, dispel fears of a devaluation and market participants
would cease to seek compensation for anticipated exchange rate depreciation
in the form of higher wage claims or higher interest rates. As a
consequence, cost pressures would be reduced and interest rates would
converge in a downward direction. Finally, as a single currency area the
Community would be much less susceptible to external economic shocks.

The adoption of permanently fixed exchange rates would, however,
eliminate an important indicator of policy inconsistencies among Cdmmunify
countries and remove the exchange rate as an instrument of adjustment from
the Community's set of economic tools. Economic imbalances among member
countries, reflecting either a differing response of individual economies
to disturbances from outside the Community, or divergent cost developments
within the Community, would therefore have to be corrected by policies
affecting ructure of economieg-and~the“vcosts~of~production, if
ma jor regional disparities in output and employment were to be avoided. The
abandonment of the exchange rate instrument would constitute the single
most significant chan%g on‘% e way to economic and monetary uniop,‘hﬁm Eae
effeci of this change poul%{be alleviated in an economic and monetary union
by.the —avaid-abi-kitymof. st Commﬁgity policies and a<high==degree of
a@attoffrl policy co-ordination. I'nd'eed,,4 external shocks would normally not

affect the entire economy of a single member country, but rather manifest
themselves in specific sectors throughout the Community, se—&het the
appropriate remedial action would be in the form of structural policies
instead of exchange rate changef, Sizable imbalances among Community

countries Fould  oady emerge if individual countries embarked on
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17. The move to economic and monetary union would considerably

increase the Community's weight in the world economy, strengthen its role

in international concertation and give it a substantial influence on the

management of the world economy and the international monetary system. The
action could make a

Community's enhanced capacity for negotiation and

significant contribution not only to greater stability in exchange and
financial markets, but also to a high level of activity in the world
economy, with beneficial effects for growth in Europe. The role of a

European economic and monetary union in the context of the world

will be bxamimed in Part II of this Report.

economy

18. Economic and monetary union has been set as a goal by the
Community since the late 1960s. Fhe—full-implementdtion and tire—suwecess of
the single market, by itself.—requires—amr InNcreased degree—of—ecanomic
policy co=srdination—even—in—areas—that—are-—not;—as—such, part of the
internal-market—programme. The establishment of the single market

with stepped-up policy co-ordination represents considerable progress along

together

the path leading to an economic and monetary union. Both the desire to draw
maximum benefits from the single market programme and the need to intensify
economic and monetary co-operation have led the European Council in Hanover

to give further consideration to the question of an economic and monetary

union and the steps leading to 1it. In order to be able to set out such a

step~by-step approach it is essential to define <clearly the final

objective. For this reason, the following part of this Report examines the
of an economic and monetary union,

principal features and implications

including a description of the economic and institutional conditions under
subsequent part then

could lead

which it can be achieved. The presents a pragmatic

step-by-step approach which in three stages to the final

objective.
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II. The final stage of economic and monetary union

1. General considerations

19. Economic and monetary union in Europe would imply complete

freedom of movement for persons, goods, services and capital, as well as
irrevocably fixed exchange rates between national currencies or a single
currency. This, in turn, would presuppose a high degree of integration and
require a common monetary policy and consistent economic policies. In the
.Community these policies would be geared towards price stability, balanced
growth and converging standards of living, high employment and external
equilibrium. Economic and monetary unionl would represent the final result

of the process of progressive economic integration in Europe.

20. The Treaty of Rome, as amended by the Single European Act,
provides the legal foundation for many of the necessary steps towards
economic integration. However, the existing Treaty does not suffice for the
creation of an economic and monetary union. The realisation of this
objective would call for new arrangements which could only be established

on the basis of a new Treaty and consequent changes in _ national

legislations/ For this reason the union would have to be embodied in

Treaty which clearly 1laid down the basic functional and 1nst1tut10nal

arrangements, as well as provisions governing their

step*by-step

implementation.

21. Even with a single market, a unified monetary system and an
institutional and functional framework for economic management, the
Community would continue to consist of independent nations with d%ffering
economic characteristics, traditions, social customs and languages. The
existence and preservation of this plurality and diversified structure
would necessitate that a degree of autonomy in economic decision-making
continued to rest with individual member countries and that a balance were
struck between national and Community competences. For this reason it would
not be possible simply to model an economic and monetary union for the
Community on the example of existing federal states; it would be necessary

to develop an innovative and unique approach.

o lly Amelonect necoteut _
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An essential element of any approach consistent with the
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historical and economic conditions in member countries would be the
distribution of economic policy responsibilities within the Community in

strict conformity with the constitutional "“principle of subsidiarity".
y

According to this principle, the functions of higher levels of government
should be as limited as possible and should be subsidiary to those of lower
levels. Thus, the attribution of competences to the Community would have to
be confined to those areas in which collective decision-making was
necessary, whereas all policy functions which could be carried. out at
national (and local) levels without adverse repercussions on the cohesion
and functioning of the economic and monetary union would have to remain

within the competence of the member countries.

Cortef
{~-¢ _,ng,.,,‘l. £hos

With due regard to the principle of subsidiarity and taking into
account what is already provided for in the EC Treaties, the need for new
policy functions to be taken at the Community level would arise primarily,
though to a somewhat different extent, in the fields of monetary policy and
macro-economic management. A monetary union would require a single monetary
policy and the responsibility for the formulation of this policy would
consequently have to be vested in one decision-making body. In the economic
field a wide range of decisions would remain the preserve of national and

local authorities acting through their traditional channels and

instruments. However, given the impact that they might have on the overall Oamecke ol U:LMA..J

economic situation of the Communic¥{—such decisions would have to be placed [ ; D {
» [A %) N '
B ao( fhuv 5;L.ce Ut

Arnslny ety

within an agreed macro-economic framework and be subject to binding rules

which weuld enable—tire~Community _to determine an ovesrall—potity—stance,

avoid major differences between individual member countries in public

t \
sector borrowing requirements and Mﬁlﬂ constraints éa-e-h——reg-a-rdl A [.)u.‘ binet a4

Le the financing of budget deficits. —t oa

22. A step-by-step approach to implementing an economic and monetary
union can be set out only if there is a clear understanding—]of the final 7 Bnal a—CXJf)[Mc&

objective, of its implications for the working of the economy and economic

policy decisions, and of the principal elements that would have to be in
place for its successful and durable functioning. Economic union and
monetary union are closely intertwined, form two integral parts of a single
whole and would therefore have to be implemented in parallel. It is for

reasons of expositional clarity that the following sections look separately

oo M Chn 0l el
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at the principal features defining an economic and a monetary union. This
description begins with the concept of a monetary union, chiefly because an
economic union can be circumscribed more clearly and specifically once the

main elements of a monetary union have been identified.

2. The principal features of monetary union

23. A monetary union describes a single currency area in which
policies are managed jointly with a view to attaining common macro-economic
objectives. As already stated in the 1970 Werner Report, there are three

necessary conditions for a monetary union:

- the assurance of total and irreversible convertibility of
currencies;

- the complete liberalisation of capital transactions and full
integration of banking and other financial markets; and

~ the elimination of margins of fluctuation and the irrevocable

locking of exchange rate parities.

The first two of these requirements - the convertibility of
Community currencies and the creation of a free and fully integrated
financial market - have already been met, or will be with the completion of

the internal market programme. The basic conditions for a monetary union

would, however, be accomplished only when the decisive step was taken to-

lock the exchange rates between Community currencies irrevocably. This
would be the single most important step towards creating a situation in
which all currencies could be used equally to set prices, make payments and
denominate debts or credits.

As a result .of the permanent fixing of exchange rates, national
currencies would become increasingly close substitutes and their interest
rates would tend to converge. However, the pace with which these
developments took place would depend critically on the extent to which
firms, households, labour unions and other economic agents were convinced
that the decision to lock exchange rates would not be reversed. Initially,
the continuing existence of national currencies might leave doubts about
the commitment to unchangeable exchange rate parities and could engender

market perceptions of differences between individual currencies' quality
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and standing. Both coherent monetary management and convincing evidence of
an effective co-ordination of non-monetary policies would be crucial in

dispelling such doubts over time.

24, The three above-mentioned requirements are necessary for the L‘_,": No Ot é a&lé« ‘b A L\.q o[ Ll O /AGL O(ela.
establishment of a single currency area, but their implementation would not ' f[\ou(-«(. b 6# (‘ J&,L (”
necessarily mark the end of the process of monetary unification in the
Community. At a later stage the adoption of a single currency, while —im Po:t-e-
<peinciple not strictly necessary for the creation of a monetary union,
might be seen - for economic as well as psychological and political reasons
- as a naturall and desirable further development of the monetary union. A

single currency would clearly demonstrate the irreversibility of the move

to monetary union, considerably facilitate the monetary management of the \ !

Lo
N Cta W e Qq /’&4\ Q¢ L Q\,{ l)’adv- [ I 44'
Community and have a much greater weight (m—x.u&ma;mma;kggs_:m_eay M.(L& e 4’ da"-d' me, & .

individual—€ommunity Turrency to Mow %7 el ol 02 Conm t cend’ by Olomes o, Ay
m~Ia—this-conpectiom—it—woutd—be—desirable
endo:.wei that th’e(.g:‘:\ should develop into the future currency of /’ML@{,’ bos gw(‘) A' b Glees ha'.\

the Communit Tt aration to X " . ‘! LZ
)'.. ™ . . (e /}0‘!(4_...'— l)b:é._L Leun 0L nnns, le Ly e« of D)
made at the time of the decision to draw up a new Treaty. This aration l’

Cow-/wna..J Ceulthtince,. Jhay oly Lpp €ortun o 2l by

would imply that there should be no discontinuity betwee e present ecu

and the future single currency: any debt contrac in ecus before the X TYATSAP IR O‘L". A Lt Men A e “M\l Lo Lo onslet
introduction of the single currency would have o be payable at face value [‘k.‘_‘ C. Le re P (4(40( I"(, 2 tat elybicl e et
in ecus if, at maturity, the transition-fo the single currency had been [ AR of 4&‘_ eaoa L [L, Clle s tae,.  Tanr & 2
made. While the Treaty should low for an appropriate period of
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nHaat LY can hanws Ly, Au.. N Lwils, harkel <ew

transition, this would mean thdt ultimately the ecu would replace existing

national currencies and-perform all monetary functions for all residents of

the Community. The replacement of national currencies by a single currency JL o bye £, ole Uelend, RW?,,*-&-C‘ (W we. lee G2
would take certain time and require that economic agents had become M(‘, PRy, A’ A € B Utann™e, g{,{,_[a (v 4( Cotan € L(gb&\u‘d
sufficfently acquainted with the ecu and that its use in commercial and
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25. The establishment of a h'lonetary union would have far-reaching
implications for the formulation and execution of monetary policy in the
Community. Once permanently fixed exchange rates had been ado;ted, but
national currencies continued to exist in an environment of free and fully

integrated capital and money markets there would be a need for a single

monetary Eolicx, to be carried out through new operational procedures and

not simply through the co-ordination of as many national monetary policies
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as there were currencies participating in the union. This, in turn, would

require the attribution of responsibility for monetary policy to a new

institution, the European System of Central Banks (the principal features

of which are outlined in Section 4 below), which would not only form the

the lexpansien| of

and credit in the Community, but would also possess the necessary financial

basis for centralised and collective decisions on money

attributes (i.e. its own balance sheet) and the regulatory powers to

enforce implementation of the chosen policy. In designing the necessary

operational framework, particular attention would thus have to be given to

two essential requirements. Firstly, an agreement would.hawe—te—be-_reached

a‘: \¢ \,
on af umembtgosus procedure for {aLLhu;,;geeé&&c——vbjee@&ue{ of the (—t ke ‘ s

A 14, A, t‘m/,,LMu_laﬁu o/ 4 (Grtenan.
/I/KMLL«, /urC.‘e..> L Aabv ol fﬁl«'ﬁ, Cele)

Community's aggregate monetary policy; and secondly, instruments would have
to be developed te<Enjure he—cD

This shift from national monetary policies to a single monetary
policy is an inescapable consequence of entering a monetary union and would

mark one of the principal institutional changes

monetary union. M-psactice, —hewever, the incistomrwould not be sv—deepy

be@-fa&hef—wee+d——represent—the‘tvmptetrun-—e§7aLR£:§&§ssively intensified

co-ordination of national monetary policies pwhieh-hed in many respects

required by economic and
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permanently,

create a situation in which the co-ordination of monetar

to strengthen progressively. Once every banki institution in  the
Community is free to accept deposits from,-and /10 grant loans to, any
icustomer in the Community and in any o e/;ational currencies, the large
degree of territorial coincidence et&gen the national central banks' area

=
of jurisdiction, the area in-Which their currency is used and the area in

P~
which "their" banking -gystem operates will be lost and the effectiveness of

national monetary policies will  become increasingly dependent upon
. e . . ;
co-operat among central banks. Indeed, the growing co-ordimation of

< .. . oo . . . :
y policies will make a positive contribution to financial market

ég;ation and will help central banks to gain the experience that 1is

necessary fOF moving to a single monetary policy.
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26. In summary, the realisation of a monetary union would mean that
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in a situation of free capital movements and full financial integration the

exchange rates between Community currencies would be irreversibly fixed.

This would create a monetary union in which all
national cutrenci%i{:;eeu+e&e¢—.£;gglzﬁ_glghgugh_ahoy might eventually be

replaced by twes=oeucawwbhe sole Community currency. The transition from a
situation of fixed but adjustable exchange rates to a system of permanently
locked parities would imply a fundamental change in the economic as well as
the monetary management of the Community. National monetary policies would
have to give way to a single monetary policy for the Community as a whole,
formulated and executed jointly in the context of a European System of
Central Banks. At the same time, a single currency area would imply the
abandonment of the- exchange rate as an instrument of adjustment of
imbalances among Community countries and wou{g_ therefore require, in
parallel to the process of monetary integration,/measures to efodqrdipace
effectivedy policies in non-monetary areas.

3. The principal features of economic union

27. Economic union combines the characteristics of an unrestricted
common market with a set of rules which are indispensable for its proper
working. In this sense economic union can be described in terms of four

basic elements:

- the single market within which persons, goods, services and
capital can move freely;

- competition policy and other measures aimed at strengthening
market mechanisms}

- common policies aimed at structural and regional development; and

- macro-economic policy co-ordination, including binding rules for

budgetary policies.

In identifying the content and limits of specific rules and
arrangements defining an economic union, the Community should be guided by
two considerations.

Firstly, the economic union should be inspired by the same

market-oriented economy principles that constitute the foundation of the
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economic order of its member countries. Differences in policy choices may
exist between member countries or ~ within the same country - in different
periods. However, beyond such differences, a distinctive common feature of
economic systems in Europe is the combination of a large degree of freedom
for market behaviour and private economic initiative with public
intervention in the provision of certain social services and public goods.
Within this broad conception, the scope for attributing to the Community
economic functions that are at present .exercised at national levels should
be limited by adherence to the principle of subsidiarity.

Secondly, an appropriate balance between the economic and the
monetary components should be ensured for'the qgion to be viable. This
would be essential because of the close interactiéns between economic and
monetary developments and policies. A coherent set of economic policies at <:
the Community and national levels would be necessary to maintain
permanently fixed exchange rates between Community currencies; énd,
conversely, a common monetary policy in support of a single currency area

would be necessary for the Community to develop into an economic union.

28. The measures aimed at creating the single market are to a large /702‘1 . oAl e [L\“ /’0\-’-0—\
extent envisaged in the Treaty of Rome and the Single European Act. With : ) T e e e
A : . . - Ara
their implementation, by 1992, all barriers which tend to separate markets /(— /)T -/""‘;;-‘-L Ha’("“ﬁﬂ S &4‘ c&._, ﬁld“ a
. . <. . . { B
along national borders will be eliminated. In particular, all technical and Comurnaans. mac Leo f”'ak, » Qo a Gy Ly QU

regulatory obstacles will be removed, norms will be harmonised or mutually

recognised, and certain common minimum standards governing social policy

-&FL A, L ALLO&::&47 F«, Y{C_Ga Q‘—;ML UAuz‘h‘ 41¢_7L~ QLW e 5‘
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and consumer and environmental protection will be agreed. Moreover,
national tax treatment will be partly harmonised to avoid severe distortion
in the competitiveness of industries operating in different countries of L~ID’ f“l Zf Con (el A 1,{'77&-‘«0/{,_5( 4 NI 90-0.0‘(, al(./q,."e
the Community.

ﬁ, “./QH ] A G , Co A(‘ C,A 95&' 6‘(478-\_\_ ol ,14 A‘(J ‘6‘
Aol l b, olesentbet bene .

The creation of a single market will impart strong impulses to

economic growth and increase economic welfare through both a further

specialisation in line with countries' and regions' comparative advantages N d.  Che be o,(gne Conn vt bl A Cb‘~,~ L A
and the exploitation of economies of scale in production, research and . o~1 K rete , Aot [ %< 4&5 el fi. Cu 2l Lo O 7.
marketing. These gains will materialise as the residents in the enlarged &.(_A‘ (;,( e AJ L c oz QA fa 6.‘_‘ (e O lu(

market without internal frontiers respond to price, wage and interest rate
movements, which, transmitted throughout the Community, will provide
important incentives for better allocation of factors of production and for

a more efficient use of economic resources. There is no doubt that this
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process will stimulate economic activity and employment in the Community as
a whole, and will generate greater economic freedom and increased trade in

goods and services.

i .29. As has been pointed out in Part I of this Report, the single FG"u 0/{/_&& (_‘ r : il"\’ Con {A\ 4"/'\‘” L Aue LLC4(‘L\,,
market in combination with irrevocably fixed exchange rates or a single (“"4 7% TCe b Aanl b, A
currency would have profound effects on the functioning and the performance
of the economy of the Community.
A monetary union would further enhance the advantages of . an
enlarged economic space because it would remove exchange rate uncertainties
and lower transactions costs, eliminate the possibility of movements of
exchange rates unwarranted by fundamental factors, contribute in the longer
run to the evolution of a more homogeneous economic structure in the

Community and reduce the susceptibility of the Community to external

shocks. 2, .

At the same time, however, exchange rate Lea-h-gnmenf would no aa@,‘e, et C /OLZ.)' ' L-.P . iy ,;‘/no.p“ ) . /)"J'(‘l-. <q
longer be available as an instrument to correct economic imbalance;.f Such /WA,.,“A‘.\ £ Conranc, '(3 , 6f a~ 2x. acle C’Au?( Ueg W L~ Gag
imbalances might arise because the process of adjustment and restructuring h«.\&( Qhansar Cela

set in motion by the removal of physical, technical and fiscal barriers is
unlikely to run smoothly or always produce satisfactory results within
reasonable periods of time. Imbalances might also emanate from labour and
other cost developments in one member country, external shocks with
differing repercussions on individual economies, or divergent economic
policies pursued at national levels, )

With parities irrevocably fixed, foreign exchange markets would L"‘P /\hc biac.al
cease to provide a source of pressure for/;:.)licy corrections when Fconomic

disequilibria developed and persisted. Moreover, the statistical

measurement and the economic interpretation of economic imbalances might L_/) U:/(AMM—*L -%74,(_‘_ eL & /&&q Mol (et At
become more difficult because in a fully integrated market ’ lul Gru €2 Pacoan by L
balance-of-payments figures, which are currently a highly visible and é{(,‘_ LAV T “7 olifee ¥,

sensitive indicator of economic disequilibria, would no longer play such a

significant role as a guidepost for policy-making. Nonetheless, such

imbalancesﬁWW@Hﬂd-&émﬁa&MehW% or
; ; ; fep il Chan Lt (Mcu

their emergence be avoided-attougether;—tr—osder—tomake 1t possibleto—mseap by {1t N

the benefits—of economic union—witheuwteundue ecosss in the form of marked '

pressures on output and employment i i teg ity.
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in this direction it would be essential that the move towards monetary
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union should be coupled with measures designed to strengthen the mobility

of factors of production and a close co-ordination of economic policies.

30. The creation of an economic and monetary union would need to
. . . . . L"P_, /L(_L.. Gﬁ/ﬂq‘wldq‘ ore A ane a e le . ‘Z
complement the single market through action in three interrelated areas:

competition policy and other measures aimed at strengthening market - Ao L EMe Nl Ahaubia °z 4 7 e

mechanisms; common policies to enhance the process of resource allocation

in those economic sectors and geographical areas where the working of
market forces needed to be reinforced or complemented; macro-economic
co-ordination, including binding rules in the budgetary field and other s m—
arrangements both to limit the scope for divergences between member
countries and to design an overall economic policy framework for the

Community as a whole.

31. Competition policy - conducted at the Community level - would
have to operate in such a way that access-to markets would not be impeded
and market functioning not be distorted by the behaviour of private or
public economic agents. Such policies would have to address conventional
forms of restrictive practices and the abuse of dominant market positions, -
but would also have to deal with new aspects of antitrust laws, especially - — . : Lo (L.' M O/Qc.f(o.:‘g \(4“‘&(
in the field of merger and takeover activities. In—addition, —attemtiom 7 /6‘- tye of / tlgf.;/- adaline
wmddﬁme—fo—-be——peéd—to-esmssin?government subsidies tb/;he-ensea-e-—e-o “‘ IA:L‘(S o Qt’""’"(c""é“’( be Clewn v /2“5

———

wirteh~they distortel competition Ser—resubbed—inr—the—TOAEETTOmr—in [ an / O L Cowie

inefficient use and allocation of scarce economic resources.

32. Community policies in the regional and structural field would be C~P . ﬁ-[ L& ) K‘k‘,(. A(/(_.,.c( ofa, ca 40..4.4/&’- e
of paramount importance, in order to promote an optimum allocation of ’ f_,,, L fv&&.._,
resources and to spread welfare gains throughout the Community. Without a  tol -~/ Weprdacs 4_,, o2
- ] a >
adequate consideration for regional imbalances, the economic union would be ) “ /O«»M ww L /\«7/&; lﬁ«_u_ nal 7

faced with grave economic and political risks. For this reason particular Ce £

attention would have to be paid to an effective Community policy aimed at

' - F Cta Ca‘,.o.od Aol Jaces
cushioning regional and structural disparities and promoting a balanced L’ f’: /Lualc.‘,\u [lu —Arayre o %
development throughout the Community. In this context the regional /Z\n-.ﬂ Qi ere A Lo 4 0'44\%--4 G oL AN
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implications of other Community policies would ‘have to be taken into
account. )

tl'he creation of a single market and the locking of exchange rates (-7 . )/ Zkf/(o.)z sl Lrire @"44“/ el e ten g f[LI,{ N

would take place in a si‘tuation in which, owing to ill-adéPted _structures ﬁ} A “ @‘V“*‘-‘ o7 a ‘(h’,é Aa MLL [ rme  m &)cnr
and differences in productivity, some major regional disparities would .

still exist.] The impact of “economic and monetary integration on these A\{'A.u“""e 0“//"“""‘"‘" e G (4L L« "'(/ Wl
disparities may be difficult to assess: on the one hand, economic e - L‘{Ly“‘" 'A«-"’[“*-"" oo ﬂ'//%w“‘a_, tan
integration would provide less developed regions with lower wage levels ] /' voedy O[Lu.. s .

with an opportunity to attract modern and rapidly growing service and
manufacturing industries for which the choice of location would not
necessarily be determined by transport costs and market proximity. On the .
other hand, however, transport costs and economies of scale would tend to

favour a shift in economic activity away from less developed regions,

especially/;t the periphery of the Community, to the highly developed areas l/ /1“(4, batre é / C ( I’)
M its centre. Ihe?economic and monetary 'union/should avoid undue economic X ed 7 7/ r Lot e La 4( U e, 4&41.. f/‘\r« .
and political tensions arising from possible dislocations of industries and M)/)Q,.Zz, loore Ae Q'Q\Cc.a«(j S

labour forces.-Fherefore,~it would have to encourage and guide structural

ad justment which would help the Community's poorer regions to catch up with

.

the wealthier ones. To this end, the Community would have to develop :
further an effective policy and be endowed with adequate financial o
resources to allow it to support regional development efforts undertaken at

national levels. . . ) N

" A step in this direction was taken in February 1988 when the

(-P. Cm.i’a(b 00, wals cbe /Z. Cau.&.\’*t«'u..& rety 'Zac
ol e A@/«t;~.c~€ /4cn£ e QL.éz , (h, (_(‘h_ (o~ 72, <e. ﬁiﬂu<s~.«(ﬁ,4«-u.
Nal z(uu,f/l.. wel be dp ‘-} . Cin bue

European Council decided to strengthen and reorganise the Community's
regional policies in two respects: the size of structural funds will be
doubled over the period up to 1993, emphasis will be shifted from project
to programme financing, and a new form of partnership was established
between the Community and the receiving regions. In the process of creating
economic and monetary union such polxc1esyﬁl¢d have to be strengthened /V I‘?‘Hrll N

further after 1993, ﬂ((/)(n 0'11)\..3 on e (p et 0//”0[0‘441 /“"W‘ te. ¢ Aman. Unneva,

/ R ~ ’&‘&ﬂ . 0“4-
7 The principal objective of regional policies should not be to 7 ‘4/ 4‘ (u“"‘e 'K‘A“L o Actemiue e ce
\
subsidise incomes and simply temper inequalities 1in standards of living, ﬁ‘qm«ou &{F,‘([MQ /40"‘/L k/‘u“”e Low ot -
but to help to equalise production conditions through investment programmes (&WQL, - 0'&.'&'(.,. Coaenfee Con te L.‘_ (LB ¢

in such areas as physical infrastructure, communication, transportation and y -
Py ’ ' P ol e 4, G - Lusctetl. CAZLe )
education so that large-scale movements of labour do not become the major ¢ . .

adjustment factor. The success of these policies will hinge not only on the Z_/) . ton L 4£ Aag uw -
size of the available financial resources, but to a decisive extent also on

N
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their efficient use and.on the private and social return of the investment
programmes. Indeed, the more recent expefience of countries 1inside and
outside the Community has shown that structural and regional development
programmes have been particularly successful when improvements in the
resource base of regions encouraged by investment in infrastructure and
education have been reinforced by decentralised initiatives for local
entrepreneurship, modernisation of "urban areas and local institutional
arrangements favouring development. A 1oné-term approach would offer
countries with lower levels of productivity an appropriate period of
transition and in this sense would constitute an essential element of the
policy mix to ensure continuing economic integration.

In certain areas such as infrastructure, research and
technological development, and environment, the Treaty of Rome as amended
by the Single European Act have laid the foundations of Community policies
aimed at common goals. Such policies would not only enhance market
efficiency and offset market imperfections, but could also contribute to
regional development. Subject to the limits of the principle of
subsidiarity, such policies would have to be developed in the process
towards economic and monetary union.

[:Sufficient wage flexibility and labour mobility should contribute
to avoiding changes in competitiveness in different regions and countries
of the Community that could lead Fé]relatively large declines in output and
employmegt in areas with deteriorating competitiveness. In order to reduce
adjustment burdens temporarily, it might be necessary in certain
circumstances to organise financing flows through official channels. Such
financial support would be additional to what might be provided by
spontaneous capital flows or external borrowing and should be granted on
terms and conditions that would prompt the recipient to intensify its

adjustment efforts.

33. Macro-economic policy is the third area in which action would be

necessary Fa-nades—ﬁe—hau4 a viable economic and monetary union and to draw

from it maximum benefits. This would require an appropriate definition of

the role of the Community in the co-ordination of economic policies.
The major developments affecting macro-economic conditions would
continue to be determined by factors and decisions operating at the

national level. This would apply not only to wage negotiations and other
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economic behaviour in the fields of production, savings and investment, but
also to the action of public authorities in the economic and social sphere.
Aside from the system of binding rules governing the size and the financing
of national budget deficits, decisions on the main components of public
policy in such areas as internal and external security, justice, social
security, education, and hence on the level and composition of government
spending as well as many revenue measures would remain the preserve of
member states even at the final stage of economic and monetary union. Only
if the provision of major public goods constituting the bulk of public
sector activity were attributed to a large extent to the Community level
would the Community budget be significantly enlarged. —d
However, an economic and monetary union could only operate on the
basis of mutually consistent and sound behaviour by governments, unions and

other economic countries. In

agents in all member particular,
unco-~ordinated and divergent national budgetary policies would not only
undermine monetary stability, but would also generate imbalances in the
real and financial sectors of the Community and render it impossible to
pursue appropriate macro—economic policies for the Community as a whole.
Similarly, strong divergences in wage levels not Jjustified by different
trends in productivity would produce economic tensions and pressures for
monetary expansion.

To some extent market forces would exert a disciplinary influence
because financial markets, consumers and investors would respond to
differences in macro-economic developments in individual countries and
regions, assess the budgetary and financial position of different
countries, penalise deviations from commonly agreed fiscal guidelines or
wage settlements, and thus exert pressure for sounder policies. However,
experience suggests that market perceptions do not necessarily provide
strong and compelling signals and that access to a large capital market may
for some time even facilitate the financing of economic imbalances. Rather
than leading to a gradual adaptation of borrowing costs, market views about
the creditworthiness of official borrowers tend to change abruptly and
result in the closure of access to market financing. The constraints
imposed by market forces might either be too slow and weak or too sudden

and disruptive. This is why countries will have to accept that sharing a

—J

common market and a single currency area imposes policy constraints.,
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In the general macro-economic field, an overall assessment of the
short-term and medium-term economic developments of the Community should be
agreed periodically and constitute the framework for a better co-ordination
of national economic policies. The Community should be in the position to
monitor its overall economic situation, to assess the consistency of
developments in individual countries with regard to common objectives and
to formulate guidelines for policy.

As regards wage formation and industrial relations, the
autonomous negotiating process of social partners should be preserved and

strengthened with a view to improving the prospects for growth and

employment. To this end efforts would have to be made to convince European

management and labour of the advantages of gearing wage policies largely to
improvements in productivity. Governments, for their part, should
strengthen tendencies towards reducing or completely eliminating direct
intervention in the wage and price formation process.

In the budgetary field, particular arrangements would be
necessary. Such arrangements should, firstly, impose effective and binding
limits on budget deficits that could be incurred by individual member
countries of the Community, although in setting these limits the situation
of each member country might have to be taken into consideration. Secondly,
the arrangements would have to include (in accordance with the criteria
laid down for a European System of Central Banks) strict limits - both in
size and duration - on the maximum permissible access to central bank
credit, as well as on borrowing in non-Community currencies. Thirdly, the
arrangements should enable the Community to conduct. a coherent mix of
fiscal and monetary policies, i.e. to dispose of a system of rules that
could be applied with a view to determining the aggregate ' balance on

national budgetary positions, including that of the Community.
34. In summar the establishment of an economic union would require:
summary, 9

" - the creation of an internal market without physical, technical or
fiscal frontiers, supplemented by a competition policy which
effectively removes distortions in competition;

- a system of opolicies to stimulate regional and structural

developments through multi-annual investment programmes, which
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would help regions with lower productivity to catch up with the
more developed parts of the Community;
~ common policies with regard to infrastructure, research and
technological development, and environment,

exploit the full

which would help to

potential of the single market and complement
its role in the allocation of resources;

- consideration of the social dimension of the European Community;

- a framework for monitoring and co-ordinating general short-term

and medium-term economic developments in the Community with -a

view to attaining non-inflationary, balanced economic growth;

- effective and binding be:o;ééaa;ien—~pznngdux£$, which would

MMW/WMM% macro-fiscal policy stancef—

3 €ing and borrowing 1 i S

4. Institutional arrangements

35. Management of the economic and monetary union would therefare- (:‘/>

call for an_institutional framework which would allow policy to be decided

and executed at the Community level in those economic areas that were of
direct relevance for the functioning of the wunion. The institutional
framework would have to guarantee efficient economic management, properly
embedded in the democratic process. The creation of a monetary union would
necessitate the setting-up of a new monetary institution, placed in the
Council of

Although

constellation of Community institutions (European Council,
Ministers, European Parliament, Commission and Court of Justice).
the establishment of economic union would not necessarily require the
creation of a new institution, the formulation and implementation of common
policies in non-monetary fields and the co-ordination of policies under the
competence of national authorities could require a revision and, possibly,
some restructuring of existing Community institutions.

36. The need for a new monetary institution arises because a single

monetary policy cannot be decided and implemented independently by
different central banks and because day-to-day monetary policy operations

can respond quickly to changing market conditions only if they are decided
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centrally. For these reasons domestic and international

monetary policy would have to be organised in a European System of Central

Banks (ESCB). The System would have to be given the status of a new and

the Community's

autonomous institution of the Community, operating under the provisions of
the Treaty and could consist of a central institution (with its own balance
banks.

sheet), and national central At the final stage the ESCB -

d/;;ﬂnu%ate—eﬂé-deeide——{+mrtafgeeé—e£
policy’aﬂd’gxﬂate the Community's exchange rate vis-a-vis third currencies.

The national central banks

acting

through its Council - woul monetary

would be entrusted with the implementation of

policies in conformity with guidelines established by the Council of the
ESCB and in accordance with instructions from the central institution.
The European System of Central Banks, which would embody the

Community's monetary order, should rest on the following basic principles:

Mandate and functions

~ the System would be responsible for the formulation of monetary

policy at the Community leve), for the co-ordination of policy

implementation at the national level, for the full convertibility

of European currencies, and for the maintenance of a properly

functioning payment system; the System would ke—~cnmmiisﬁd] to
yonem Heee

regulate the amount of money in circulation and the volume of
- -

c'%ﬂlﬁ.ﬁ!EELiSﬂ_E_ banks and other financial institutions parZth€
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supesuisory policy at the Community levei-snd—£ef co-ordination
of banking supervision policies of the national supervisory
authorities.
Status

- independence of instructions from national governments and
Community authorities;

- proper democratic legitimisation through reporting and

appointment procedures;
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~ appointment of the members of the Board by the European Council
on the proposal of the ESCB Council; the tenure of Board members /i ) -
would be for five to seven years and would be irrevocable; L~?: J‘*/,I,\[ ""*"-"i‘th--; ‘7 ol 6 € Netya oy ’ be S T (‘C/
- transmission of an annual report by the ESCB to the European
Council and the European Parliament; the Chairman of the Board
could be invited to report to these institutions;
- supervision of the administration of the System independently of
the Community bodies, for example by a supervisory council or a

committee of independent auditors.

Structure and organisation

- a federative structure, since this would correspond best to the
political structure of the Community;
- establishment of a European Central Bank Council (composed of the
Governors of the central banks and the members of the Board),
which would be responsible for the formulation of and decision on
the thrust of monetary policy;
- establishment of a Board (with supporting staff), which would ' -
monitor monetary developments and oversee the implementation of
the common monetary policy;
- national central banks, which would execute operations in

accordance with instructions given by the Board.

Policy instruments

~ the instruments available to the System, together with a (_/) A fe AN 4_, J”LQ'B . /Z‘, ((c.‘uﬁ.‘_, ~

procedure for amending them, would be specified in its statutes; IR Y SV S | vo. L bl
the instruments would comprise both regulatory powers and the -

. . : et el
authority to conduct central banking operations in money and nel ((‘-U ‘\laﬁ Cycy 'AH-« L L 2
foreign exchange markets; w"bw.\l, &0 C&g@t\‘.o{ e - ey

- there would be strict limitations on lending to all public
authorities;
\
- the monetary policy instruments would be oriented towards a free

market economy.

37. In contrast to the monetary field, in the economic field an

institutional framework for performing policy tasks is already in place,
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with different and complementary functions conferred to the Council, the
European Parliament, the Commission and the Court of Justice. The new
Treaty would therefore not have to determine the mandate, status and
structure of a new institution but to complement and adapt the role of the

existing institutions in the light of the policy functions they would have

to fulfil in an economic and monetary union. The new Treaty would have to — O&LuA«_JM ﬁ‘? Amey &ﬂ(@(
specify this adaptationﬁmwmm?h‘md [ 0wl ) Yz
vitkozeference-to-the—four-main policy areas described above. polobbunsl Glhettia, ~ tmeln, e llad
loma el Lowe by Lo Aot feancol [oun
General criteria é«» AL otitee s @ '8 oy, - Cornnn A l—u\;'ﬁ, £ e

In order to ensure a flexible and effective conduct of policies
in those economic areas in which the Community would be involved, three

basic requirements would have to be fulfilled:

- to the extent that policies were decided and enacted at the
Community level, there would have to be a clear distribution of
responsibilities among the existing Community institutions, with
due regard to whether decisions relate to the setting of broad
policy directions or to day-to-day operations in the light of
current developments. By Aanalogy with the structure of ° the
European System of Central Banks, where the ESCB Council would
determine the broad lines of monetary policy and the day-to-day
execution of these policies would be in the hands of the Board, a
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countries, compliance with the Community's policy framework would
have to rely on a system of binding rules to individual member
states including the possibility - for the Council or the

Commission - to sanction departures from the agreed policy line;

~ discretionary changes in Community resources, in the level of ' 4: é\ Vaol Q‘ na e,
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Single market and competition policy

In these two areas, the necessary procedures and arrangements
have already been established by the Treaty of Rome and the Single European
Act, conferring upon the Community the legislative, executive and judicial
authority. While for economic agents the completion of the internal market
represents a marked easing of the overall burden of regulation, for the
Community institution the 300 new directives necessary to create and
maintainlthe single market will represent a substantial addition to their
executive and policing functions.[ﬁew instruments and procedures to enforce

the rules of the single market might prove necessary after 1992.]

Community policies in the regional and structural field

The foundations for a more -effective Community role in regional
and structural development have recently been put in place, involving . both
a doubling of the resources of structural funds and a reorganisation of
policies as described in earlier parts of this report. At a more advanced
stage of the process these mechanisms would have to be further extended and

made more effective.

‘Macro-economic policy
The broad objective onco-otdination of—permerat—ertomonicpotietes

would be to promote grovwth, end employmen_t_{ in an environment of price
stability amd—eeonmomic—rcutrestom. For this purpose co-ordination would

[
involve: definingémedium [Mm—mww;e&—bm

their—economic—and—soeial—impticatiDMY; percieipating—in—the policy .

co-ordi i i areas o € i 3 i a
an OMMUnity  bu fetesy

managing common policies,-partivutarty with a view to improvimg structural
and regional development; _ard determining, in close consultation with the

ESCB Council, the Community's exchange rate policy; Ou.h [?O htpe Pan
This_is— the fietd—utrere Aew procedures Mﬂi/wm/u,p—abe H?b.\u.w( A» “1\.‘1, /..l_.(.r/oa/o

developed. Firstlyy—they would have to strike a balance between
ordinat 6n\{hp6ush binding rules{and discretionary co-ordination adapted
to a particular. economic situation. Sevomdlbyy—they-would-have-to-ecover—beth
fzontal co-ordination = i iss d
+he Council - and vertieal dinstieon—between a member COuUNtry and the
Commisgion.
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ip—thfz‘fﬁﬁfii* it would [;e necessary to develop am—effective

ptoceduii for jed ision-maki in the field of olicya ~This
would involvdins:

budgetar

~ the definition of the overall stance of fiscal polic”/ rva. the
size and the financing of the aggregate budgetary position in the

—

Communitys;

trict limitg- on the to monet;(y
ity currencies.
-

38. The new Treaty laying down the h@ﬁgtzmm‘, procedures and organs

financing as well as.on borr

of the economic and monetary union would

existing Community institutions (European Council, Council of Ministers,

hch'»)

European Parliament, Commission and Court of Justice) would be supplemented

Ty Py

<X by a new institution of comparable status, the European System of Central
Banks.(Relationships and interactions between these bodies would have to be

§ defined not only in order to construct a consistent institutional

; framework,.but also to ensure an effective procedure of consultation and

E> £ co-ordination between budgetary and monetary policies. To this end
appropriate relations would have to be established on a regular basis

between the existing institutions and the European System of Central Banks,

providing for consistent consultation procedures without, however,

entrusted to each institution in

Such

impinging on the policy responsibilities

its own field of economic and monetary management. consultation
procedures could include participation bi]the President of the Council and
the President of the Commission in meetings of the ESCB Council,]r:;d
Rarticipation by of the ESCB Council in meetings of -
Council of Ministerql—‘é::>Ln 1 £ European . Parliament.
national parliaments in the co-ordination process could be consideted in
addition to the role to be played by the Council and4;he’€6§hission, and
the European Parliament could be cogiglggd,&n"ZEQance on the stance of
economic policy in the Community.-The consultation process should include a
yearly joint assess nt’Ef/E;;/§:;;511 economic and monetary situation and

prospects
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the formulation of a general policy guideline for the year

me. Moreover, the Council of Ministers and the Commission would submit
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a-report eac

the functioning and the status of the eco monetary union.

S. Economic and monetary union in the context of the world economy

39. The realisation of an economic and monetary union in Europe would

significantly increase the weight of the Community in the world economy and

strengthen its opportunity of playing a multilateral role. The creation of
a market without internal barriers, a single currency area and an effective
system for policy formulation and implementation would not only be crucial
for achieving a high degree of economic stability and satisfactory growth
within the Community; it would, at the same time, enable the Community to
fulfil its growing responsibilities in an increasingly integrating world
economy in which developments inside and outside Europe will interact, and
mutual benefits will depend on growing co-operation and concertation of
policies. Economic and monetary union would give a more important voice to
the Community in international negotiations and enhance its capacity to
influence the relations among industrial and'developing countries in a wide
range of areas such as trade policies, international monetary matters,

macro-economic policy concertation and the North-South dialogue.

40. The competence for external trade policy has been attributed to

the Community in the Treaty of Rome and the Commission, acting as the
Community's spokesman, represents all member countries in multilateral
trade negotiations. This role will undoubtedly be strengthened with the
completion of the single market which presents an immense potential in
terms of purchasing power and as a vehicle for stimulating multilateral
trade and economic growth at the global level. However, this potential can
only be exploited to its full extent in an open trading system,
guaranteeing foreign suppliers free access to the Community market and,
conversely, exporters from the Community free access to foreign markets.
The removal of internal trade barriers within the Community should
constitute a step towards a more liberal trading system on a worldwide
scale.

41. The creation of a single currency area and, concomitantly, ‘the

move to a single monetary policy conducted by the European System of

el L
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Central Banks will strongly increase the role of the Community in
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international monetary matters. The liberalisation of capital movements and

the integration of financial sectors under the internal market programme
will generate a vast financial space and the potential of this market would
be greatly enhanced by the introduction of a single currency, which would
be likely to develop into an attractive investment instrument for foreign
private residents and official authorities alike. The Community would have
to assume a growing responsibility for international monetary developments,
both with regard to more short-term co-operation at the level of central
banks in interest rate management and exchange market interventions as well
as in the search for solutions to issues relating to the further

development of the international monetary system.

42. As economic and monetary union necessitates an effective
macro-economic management for the Community as a whole, it would also

strengthen the Community's position in the process of international policy

concertation among major industrial countries. However, for the Community
to play its part in this respect, the arrangements for internal
macro-economic policy formulation and implementation would have to be
sufficiently flexible, allowing the Community not only to respond
effectively to changing economic circumstances in its internal economic
situation, but also to be able to co-ordinate policies in a manner

satisfactory to both the Community and other major industrial countries.

43. The institutional arrangements which would enable the Community

to fulfil the responsibilities implied by its increased weight in the world
economy and to influence international economic developments are partly in
place or would be implemented in the process of creating an economic .and
monetary union. In the area of external trade policies and, to some extent
in the field of co-operation with developing countries, the necessary
functions have been attributed to the Community. With the establishment of
the European System of Central Banks the Community would also have created
an institution through which it could participate in all aspects of
international monetary managément. As far as macro-economic policy
co-ordination at the international level is concerned, the Community as
such is currently represented only at the summit meetings of the major

industrial countries. In order to make full use of its position in the
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world economy and to exert influence on the functioning of the
international economic system, the Community would have to be able to speak
with one voice. This emphasises the need for an effective mechanism for

macro-economic policy co-ordination within the economic and monetary union.

II1. Steps towards economic and monetary union

1. Principles governing a step-by-step approach

44, The request made by the European Council to the Committee to
study "concrete stages" reflects the awareness that an economic and
monetary union, as outlined in Part II of this Report, is too profound a
change in the economic and institutional structu;g'gg the Community to be
realised at one stroke. Households, firms, gnibﬁs, public authorities and
governments themselves would need time t9,aé;pc TtREtT—eeonomit=behavicur to
a new setting. Similarly, it would not be possible to change the balance of
power within the Community at once in all fields. Rather, it would be
necessary to build on success and to retain the possibility of correcting
the course of action in the light of new experiences.

The ambition of the final objective, the present diversity in the
situations ofv;héfﬁuropean countries and the variety of areas involved -
which go ?etfjbeyond the economic and monetary sphere - make it necessary
to bg,cléar concerning the path to be mapped out.

In designing'a step-by-step approach along this path the general
principle of subsidiarity, referred to earlier in this Report, as well as a

number of further considerations, would have to be taken into account.

45. Discrete but evolutionary steps. The process of implementing

economic and monetary union would have to .be divided into a limited number
of clearly defined stages. Each stage would have to represent a significant
change with respect to the preceding one. New arrangements coming into
force at the beginning of each stage would gradually develop their effects
and bring about a change in economic reality so as to pave the way for the
next stage. This evolutionary development would apply to both functional

and institutional arrangements.
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world economy and to exert influence on the functioning of the
international economic system, the Community would have to be.able to speak

with one voice. This emphasises the need for an effective mechanism for

macro-economic policy co-ordination within the economic and monetary union.

III. Steps towards economic and monetary union

1. Principles governing a step-by-step approach

44, The request made by the European Council to the Committee to
study "concrete stages" reflects the awareness that an economic and
monetary union, as outlined in Part II of this Report, is too profound a
change in the economic and institutional structure of the Community to be
realised at one stroke. Households, firms, unions, public authorities and
governments themselves would need time to adapt[}heir economic behaviourjto
a new setting. Similarly, it would not be possible to change the balance of
power within the Community at once 1in all fields. Rather, it would be
necessary to build on success and to retain the possibility of correcting
the course of action[;; the light of new experiences.

The ambition of the final objective, the present diversity in the
situations of the European countries and the variety of areas involved -
which go well beyond the economic and monetary sphere - make it necessary
to be~cleae-Toneerning-the—path-to he mapped out.

In designing a step-by-step approach along this path the general

principle of subsidiarity, referred to earlier in this Report, as well as a

number of further considerations, would have to be taken into account.

45. Discrete but evolutionary steps. The process of implementing

economic and monetary union would have to be divided into a limited number
of clearly defined stages. Each stage would have to represent a significant
change with respegt to the preceding one. New arrangements coming into
force at the beginning of each stage would gradually develop their effects
and bring about a change in econgmic reality so as to pave the way for the
next stage. This evolutionary development would apply to both functional

and institutional arrangements.
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Community into an economic and monetary union. However, perfect parallelism
at each and every point of time would be. impossible and could even be
counterproductive. Already in the past the advancement of the Community in
certain areag has gone hand in hand with temporary standstill in others,
thus involving only partial parallelism. A certain amount of temporary
deviations from parallelism is part of the dynamic process of the . .
Community.@owever, parallelism would have to be maintained in the medium Fou [7 ”**W, /’OVQ.([‘L"‘“ Lot o Ko“‘“ A’ 42 tea ot
term.] ol (oo e M awgotoue ko  bet Lo Lo fou e e Mg Aue
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47. Calendar. The conditions for moving from stage to stage cannot be
defined exactly in advance. They would depend on too many factors to permit
the setting of explicit deadlines. The timing of, especially, the move to
irrevocably fixed exchange rates would have to be judged in the light of
circumstances by the Council, the Commission and the Eu?opean System of
Central Banks (ESCB), which would have been created in the second stage. A 4

firm commitment to the final stage, as described in Part II of this Report,

Ao . .
would, however, be indispensable.[l‘hete should be a clear indication of the (- P\, AL Ut ol Hewer /N.;Lo{ pove.
timing of the first step. It could coincide with the decision to draw up a
‘new Treaty, thus anticipating the entry into force of the Directive for the {70'7-( [4 "-0{“‘—0‘(—
full liberalisation of capital movements on lst July 1990. [ft might be [ ’
envisaged that this first stage would be completed with the implementation /'(’///““4"\, b =D b scidtrnncl b & L iy 77V 43R
of the single market at the end of 1992.]] v 00\17“491 y oldale
48. Indivisibility and gradualism. Gradual progress in a step-by-step %- / . . ‘L “‘L Co O by 6 polal
approach should not at any point in time produce ambiguities about the - s
. Pyeqs . .. . . 0['/\,‘44,{0{; {e &ﬂ.\. 4‘ Lo les
ultimate responsibility for each policy decision and its execution. Unless e ’(‘y
it is unmistakable who (i.e. whether national governments or the Community; : (A
which organ or institution) has "the last word", there would be a risk of . Bt a b U tan E

market uncertainty and policy conflict. Policy responsibilities aré not
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locked - as was pointed out in Part II of the Report - a common monetary _ (’ {‘QC\ él" ACJ'("‘ bawy of &
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equally divisible in all areas.

In the monetary field, once exchange rates were irrevocably
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over monetary policy cannot be shared out among several autonomous

decision-making bodies, the wultimate decision-making power over each

Community currency would rest with the respective national monetary

authorities until exchange rates were locked. ([This sets the limit of the

possible attribution of policy functions to the central institution before
the final stage.]
At the same time, however, if the objective of economic cohesion

and the attainment of progressive exchange rate stability were not to be

put in jeopardy, the extent to which the national decision-making power

could be exercised in practice would be increasingly constrained for all

central banks and decisions would perforce have to taken increasingly

within a framework of close co-operation and co-ordination. As suggested in

‘the description of concrete steps, collaborationtand common decision-makina

with regard to certain operations could be greatly strengthened long before
the responsibility for monetary policy was
ESCB.

actually transferred to the

CIn the economic field policy responsibilities can be, and are,

shared between different levels of government in all constitutional

systems. This facilitates a step-by-step approach to economic and monetary

—— )

union.j —
S

49. Participation. There is one Community, but not all the members
have participated fully in all its aspects from the beginning. So far this

has mainly been the consequence of successive enlargements and, for the

EMS, of the@—ecision of some countries noato join the exchange rate

mecleajey ,—~ . . . :
ageeemen-s.LA consensus on the final objectives of the Community, as well as
P

participation in the game set of institutions, should be maintained, while

allowing for a degree of flexibility concerning the date on which_ some.

member countries would join certain arrangements. | The management of each

set of arrangements Ehould be] the responsibility of those who participate

fully in it.3—9
2. The Treaty

50. The implementation of economic and monetary union would, in

accordance with Article 102A as introduced into the Treaty of Rome by the

Single European Act, have to be embodied in a new Treaty. This Treaty would
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provide the legal foundation on which the institutional framework of, and

concomitantly the distribution of policy responsibilities in, an economic

and monetary union, as described in Part II of the Report, would be based.
The Committee has examined the scope for progress in economic and

monetary integration under the present legal provisions in force in each

member country. This investigation has shown that wunless national
legislations are amended in various respects, the scope for further action
on the part of national authorities will be narrow: no member country is
able to transfer decision-making power to a Community body, nor 1is it
possible for some countries to participate in arrangements for a binding ex
ante co-ordination of policiesJ As a consequence, concrete steps towards
economic and monetary union would have to be confined to measures
strengthening co-operation, mutual surveillance, analysis of developments
and non-binding co-ordination of policies until a new Treaty had been

ratified. More substantive steps would require the conclusion of a Treaty{]

51. Cbné)procedure would be to conclude a new Treaty for each stage.

The advantage of this procedure would be that it would explicitly reaffirm
the political consensus at each stagel Its disadvantage would be that, as
well as being unwieldy and slow, the overall consistency of the process
might not be sufficiently safeguarded and sight might be lost of the
ultimate objective. It would also carry the risk that progress in parallel

between the monetary and non-monetary sides would not be respected.

52. Alternatively, it could be decided to conclude a__ single
comprehensive Treatx[?hich would clearly formulaté)the essential features
and institutional arrangements of economic and monetary union and the steps
in which it could be achieved.(zguch a Tre;ty could facilitate the
implementation process through the provision of "organic laws'" and enabling
clauses and it could also indicate - the procedures by which the decision
would be taken to move from stage to stage;]Each move would require an

appraisal of the situation and a decision by the European CouncilZ]
3. The ecu

53. The Committee examined various aspects of the role that the ecu

{could be expectedtyﬁg] play in the process of economic and monetary
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integration in Europe. (?he Committee is of the view that the ecu L}hould
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develop intg]the future single currency of the Community.[}he realisation
of this objective would take time and it should not be forced ?2? issuing
ecus before the final stage as an independent currency in addition to the
existing national currencies. On the other hand, it would require that the
ecu, remaining a basket of currencies, should become as stable as the
currencies participating fully in the exchange rate arrangements. In order
to be able to develop into the future single currency, it would be
essential that market participants become better acquainted with the ecu
and that, as a result of a market-determined process, the use of the ecu in
financial and commercial transactions would spread throughout the
Community. As far as the official ecu was concerned, the Committee felt
that, apart from increasing the operations in official ecus within the EMS
and enlarging the group of third holders, the official ecu could possibly
be employed as an instrument of monetary policy co-ordination at an
advanced stage of integration. As far as the private ecu was concerned, a
number of promotional measures could be envisaged which would encourage its
use in private markets?]

The Committee's conclusions and proposals regarding this
important subject are to be found in several parts of the Report. They
concern both the final phase and the intermediate stages of the economic
and monetary union. For expositional convenience the conclusions are

summarised here in four propositions.

54. Firstly, the Committee was of the opinion that the ecu should

develop into the future currency of the Community. Although a monetary

union does not necessarily imply a single currency, political and
psychological reasons suggest that a single currency would be a natural and
desirable feature of a monetary union. A declaration that the ecu should
develop into the future currency of the Community 1is desirable. It would
assure private agents that there would be no discontinuity between the
present ecu and the single currency of the union and that ecu obligations
would be payable at face value in ecu if the transition to the single

currency had been made at the time of the maturity of the contract.

55. Secondly, the Committee considered the possibility of adopting a

parallel currency strategy as a way to accelerate the pace of the monetary
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union process. According to this approach the definition of the ecu as a
basket of currencies would be abandoned at an early stage and the new
fully-fledged currency, called ecu, would be created autonomously and
issued in addition to the existing Community currencies. The new ecu would
be a parallel currency in the sense that it circulated alongside national
currencies and competed with them. The proponents of this strategy expect
that the gradual crowding-out of national currencies by the ecu would make
it possible to circumvent the institutional and economic difficulties of
establishing a monetary union. The Committee felt that this strategy is not
to be recommended for two main reasons. Firstly, an additional source of
money creation without a precise linkage to economic activity could
jeopardise price stability. Secondly, the addition of a new currency,
subject to an independent monetary policy, would further complicate the
already difficult endeavour of co-ordinating different national monetary

policies.

56. Thirdly, the Committee examined ways for increasing the use of
the official ecu. One possibility in this direction was to employ the

official ecu as an instrument in_the conduct of a common monetary policy.

Under such a scheme the official ecu would serve as a reserve instrument,
establishing a link between each national central bank and the central
institution of the European System of Central Banks. Before the final
stage, the official ecu would circulate only among central banks and
provide a basis for an operational framework for a common monetary policy
that would replace voluntary co-ordination.l?he Committee felt that such a
proposal was one possible way of preparing the ground for a common monetary

policy in the course of the second stageijﬁb

57. Fourthly, the Committee agreed that a number of measures could

promote the voluntary use of the ecu by the private sector as a unit of

account and as a means of settlement. In order to avoid undesirable
distortions in the financial markets there should be no official
discrimination in favour of the ecu; there should, however, be both direct
and indirect encouragement. Direct encouragement should aim at increasing
the critical mass of transactions in ecu, for example, by stepping up
borrowing in ecus by public authorities, increasing the use of the ecu in

official transactions inside and, whenever possible, outside the Community,
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utilising the ecu more extensively in exchange market interventions, C;nd
providing greater support to the ecu clearing syste%E} One of the most
important measures to promote indirectly the use of the ecu would be the
declaration that the ecu should develop into the future single currency of
the Community. This should provide a clear signal to the private sector to
familiarise itself with the ecu. An additional indirect incentive would be
the removal of all administrative restrictions on the use.of the ecu as a
means of settlement and for accounting purposes. In particular, after
having been granted the status of a foreign currency, consideration could
be given to putting the ecu on an equal footing with the national currency
in each member country. Moreover, evidence of a greater use of the official
ecu within the EMS and a growing number of official institutions outside
the Community holding such ecus could be another form of indirect

encouragement.

4, Concrete steps in three stages

58. The Committee is of the view that the evolution towards economic
and monetary union could be divided into three major stages. In each stage
a number of concrete and parallel steps would be implemented in the
Rl bwei-onal , economic and monetary field which would advance the process
of integration, ensure the gradual construction of the institutiopal
framework and reorganise policy responsibilities in accordance with the

requirements of an economic and monetary union.

59..—Both strategic considerations and actual economic developments
would call for a particularly careful design of the first stage. Firstly,
in order to impart a strong momentum to the process of economic and
monetary union, and to underpin its credibility, there would have to be a
clear and convincing political endorsement of the final objective
reflecting the common will of Community countries. Secondly, it would have
to be taken into account that the implementation of the internal market

programme currently under way will significantly affect the economic

environment in the Community. In particular:

- the complete liberalisation of capital transactions by the middle

of 1990 is an irreversible process in which the European
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countries are already engaged. This will impose considerable,
though differing, constraints on national policies and therefore
necessitate a substantial reinforcement of monetary and economic
policy co~ordination.

in the monetary field the central banks Eﬁll havé]to co-ordinate
their policies much more closely at both internal and external
levels;

on the external side, the sizable fluctuations within the
international monetary system have led central banks to rely more
heavily on intervention in the foreign exchange markets on a
co-ordinated basis. However, such a policy inevitably has a
direct influence on the implementation of domestic monetary
policies in these countries. It is therefore necessary and urgent
that central banks create means for analysing such issues on a
permanent and common basis. It 1is not only a matter of
strengthening the impact of their operations, but also of
maintaining the efficiency of their monetary management both at
domestic and European levels;

on the internal side, the tendency of the European central banks
to.conduct their monetary policies within the framework of the
EMS in the light of domestic considerations in their respective
countries is not necessarily conducive to fostering a monetary
policy satisfactory for the Community as a whole. The creation of
a common monetary think-tank for analysis and recommendations
would make it possible to address this problem better. The
deliberations within this monetary think-tank would in effect
provide all central banks with a better basis for setting their
own national approaches in a European context while preserving
full decision-making autonomy;

in the economic field the co-ordination of policies conducted at
national levels as well as at the Community level 6&11 havé]to be
strengthened considerably in recognition of the constraints
generated by the growing economic integration under the internal
market programme. The procedures for policy co-ordination laid
down in the-1974 Convergence Decision will therefore have to be

revised and made more effective in order to ensure that
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macro-economic policies, especially in the budgetary area, are

coherent and consistent with exchange rate commitments.]

The desirability of a clear demonstration of a common political
will and the challenges of market integration would call for substantial
and effective measures at the beginning of " stage one, although, as noted
earlier, the scope for such measures would be limited as long as a new
Treaty had not yet been ratified. For this reason it is crucial that
stage one should be introduced by the political decision to embark
immediately on, and conclude as quickly as possible, intra-governmental
negotiations on a Treaty, as well as a set of concrete measures aimed at

effectively enhancing policy co-operation and co-ordination.

60. The second stage could begin when thel}reaty had come into force.
This would involve the .construction of the institutional framework of the
economic and monetary union and, where envisaged, a gradual transfer of
operational functions to the Community institutions. This stage is
conceived as a period of transition to the final stage and 1is thus
characterised primarily by a training process leading to a collective
decision-making, but without yet abandoning the ultimate responsibility for
policy decisions at the national level.(ff stage two were conceived to last
for a long period or if it were enacted without a clear understanding
regarding a subsequent move to full economic and monetary union, the

provisions of stage two would have to be designed differently.]

61. The final stage would commence with the move to irrevocably
locked exchange rates and the attribution to Community institutions of the
monetary and economic competences described in Part II of this Report. In
the course of the final stage the national currencies would eventually be

replaced by the ecu as the Community's sole currency.

5. The principal steps in stage one

62. In_ the institutional field this stage would involve the

preparation and ratification of the Treaty on the economic and monetary
union, with a procedure similar to the one followed for the Single European

Acqf]ihe decision to draw up a Treaty would be coupled with an official
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announcement that the ecu should develop into the currency of the future

monetary union in Europe{]

63. In the economic field the steps would centre on the completion of

the internal market programme and measures to enhance the capacity for
macro-economic management in the face of increasing market integration. In
particular, there would be action in three directions.

Firstly, there would be a complete removal of internal barriers
and liberalisation of exchanges of goods, services and capital within the
Community, according to the internal market programme adopted in the Single
European Act. The completion of the internal market would be accompanied by
a streﬁgtheni;g of Community competition policy[;hd of the executive and
judicial authority to identify and sanction infringements of Community law£)

Secondly, cheée would be full implementation of the '"Brussels
package" for reforming and doubling the structural funds, designed to
enhance substantially the ability of Community policies to promote regional
development and to correct economic imbalances.

Thirdly, the 1974 Council Decision on economic convergence would
be replaced by a new procedure that would considerably strengthen the
possibilities for constraining budgetary imbalances, as well as for
assessing the consequences and the consistency of the overall policies of
the member states. Co-ordination would be based on recommendations and
carried out taking due account of the views of the Committee of Governors.

In particular, the revised 1974 Decision on convergence would:

- establish a process of multilateral surveillance of economic
developments and policies based on agreed indicators. Where
performances are jddged inadequate or detrimental to commonly set
objectives, recommendations and policy consultations would take
place at the Community level with the aim of promoting the
necessary corrections in national policies;

- set up a new procedure for budgetary policy co-ordination, with
increasingly precise quantitative guidelines and medium-term
orientations; )

CF define a programme of budgetary consolidation for member

countries concerned [by reducing, where necessary, the [?éntra}]
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goveinmeni'deficit'Cb no more than X% of GNP over a period of Y
years];

- provide for the possibility of promoting, where deemed

ot -appropriate, concerted budgetary action by the member countries.:]

. 64. In the monetary field focus would be placed on (zmplementinéy

financial integration and intensifying co-operation and co-ordination of
monetary policies. Realignments of exchange rates would remain one of the
instruments for' adjusting imbalances among Community countries,- but an
effort would be made by every country to make the functioning of other
ad justment mechanisms more effective. Actions would develop along several
lines.

Firstly, through the approval and enforcement of the necessary
Community Directives, the objective of a single financial space in which
all monetary and financial instruments circulate freely and banking,
securities and insurance services are offered uniformly throughout the area
would be implemented.

Secondly, LEEforts would be made]to include all Community
currenciea in the EMS exchange rate mechanism. The same rules would apply
to all the participants of the exchange rate mechanism.

[_Thirdly, all regulatory impediments to the voluntary use of .the
ecu as a common numeraire and a means of settlement by private economic
agents would be removedi}

Fourthly, the 1964 Council Decision defining the mandate of the
Committee of Central Bank Governors would be replaced by & new Decision
giving the Committee greater eg;hatff?‘:in( prominence anié[haking'it the
forerunner of the Council of the European System of Central Banks to be
created under the new Treat!} The thrust of the revision would be to
strengthen the co-ordination of monetary policy among all member countries

of the Community. To this enii]the Committee of Governors would:

- formulate[?ecommendationé)on the overall orientation of monetary
and exchange rate policy,cas well as on measures taken in these
fields by individual countries. In particular, the Committee
would be consulted in advance of national decisions on the course
of monetary policy, such as the setting of annual domestic

monetary and]credit targets.(fn the event of speculative capital
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flows unwarranted by fundamentals or underlying monetary policy,
the Committee could declare publicly, that the European central
banks stood ready to counteract these capital flows by . ‘
intervencions;J

- make policy recommendations to individual governments and the

Council of Ministers on Jsem~menetawy policies that could affect ol ler o 0Lt

. the internal and external monetary situation in the Community,
especially the functioning of the EMS. The outcome of the
Committee's deliberations could be made public by the Chairman of
the Committee;
- submit an annual report on its activities and on the monetary '
situation of the Comﬁunity to the European Council and the

European Parliament.

[ ,
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The Committee's opinions and recommendations would not have to

reflect unanimity, l'_l;ut could be established by a qualified majoritﬂ; the

recommendations would ﬁot/ﬁe binding.[?n order to reinforce the monitoring 4"“0K‘A7
e
and the analysis of monetary and economic developments the Committee would:z r‘)’lc‘ ol ek : C ot
(%
08, (ur: 7l Jotern vy, A b of U/ Qt.w,»w.%..., e oliat
- set up three committees (supported by a permanent research staff) A’ he o [CL#& /LA B ieie 4\‘| Co ‘KC*.; c’i 'ek//)Lfé G X
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e LA bwta . Refee, et [RE[7. ~
Governors. A monetary policy committee would define common & (Aﬂ/,”t ﬁl&u. ) (7‘7 p g /
surveillance instruments, propose harmonised objectives and [&‘“([M e lg 2L ﬁ"‘? tay, ﬁ\il(- (40.(_.4 A& Qrca le
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instruments and help to gradually induce a change-over from ex O‘ﬁp"‘bf’ U"k&’ (A ( M Letm ol | ool
post analysis to an ex ante approach to monetary policy s
co-operation; a foreign exchange policy committee would monitor e‘d““'\(‘\ﬁs /()-w—b("a.“ (£ . A“- lot 0/ A*"M“\b
and analyse exchange market developments and assist in the search },V&%/ ‘0 ’/_. Qp{,\“‘.{* ,‘A‘% O oA L;o‘,._\ l‘_‘g‘_’
for effective intervention strategies; [should these two
. . . . : (bWpn
committees possibly be merged into a single one in order to :

facilitate an integrated approach to monetary policy?) a
committee on banking supervision would hold regular consultations

on matters of common interest. in this field.

[Finally, efforts would be made to increase the independence of (:.P , %L(&
national central banks.] ] '

e Lo lagn ey vt



- 45 -

65. A number of Committee members advocated the creation of a

European Reserve Fund (ERF) that would foreshadow the future European

System of Central Banks. The main objectives of the ERF would be:

- to serve as a training ground for implementing a  better
co-ordination of monetary analysis and decisions;

- to facilitate, from a Community point of view, the concerted
management of exchange rates and possibly to intervene visibly
(in third and participating currencies) on the foreign exchange
market upon request of the participating central banks}

- to be the symbol of the political will of the European ' countries
and therefore reinforce the credibility of the process towards

economic and monetary union.

The resources of the Fund would be provided by a pooling of a
limited amount of reserves (for instance 10% at the start) by participating
central banks and require a permanent structure and staff in order to

achieve its tasks, i.e.:

- management of the pooled reserves;

- interventions on the exchange markets decided by the members;
order to enhance policy co-ordination.

|
|
|
\

- analysing, from a collective perspective, monetary trends in

All EC central banks would be eligible to join the Fund. However,

membership would be subject to their participation in the exchange rate

mechanism, the reason being that the EMS implies specific constraints on

| monetary policy and foreign exchange interventions that both require a

common approach of the central bank concerned.

The management of the ERF would consist of:

- a Board of Directors which would comprise automatically the
Governors of each central bank participating in the ERF;

- an Executive Committee whose members would be selected by the
Committee of Governors on the basis of competence. This Executive

Committee would be of a small size, consisting of three or four
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members who would have direct responsibility for the different
depzrtments of the: ERF;
-~ the swo Committees: a Foreign Exchange Polxcy and- a Monetary

- two departments: a

66.

was not opportune

that:

Policy Committeeg G .

Foreign Exchange and Reserves Management

Department, and a Monetary Policy Department.
creation of a ERF

Other members of the Committee felt that the

at this stage. Their reservations stem from the fact

too much emphasis is placed on external consideracions,L?oscaring
the illusion that common interventions by such a Fund could be a
substitute for economic adjustment to correct imbalances within
the Community or would offer individual countries more leeway in
their domestic monetary policy;:]

the proposal 1involves an institutional change which, in
accordance with Article 102A of the amended Treaty of Rome, would
fall under the procedure stipulated in Article 236 and require a
new Treaty; the adoption of an alternative procedure, such as an
inter-governmental agreement among the member countries
of the Fund under the

of the EMS are

concerned, as well as the setting-up same

procedures as were applied to the establishment

" not considered possible;

-

L_

it would be counterproductive to set up a new institution for a

limited period of time, in particular if most of the functions of

the Fund could be performed by the Committee of Governors if it

were given wider powers;
it would institutionalise into

the separation of the Community

two groups of countries:]

[}owever, the Committee members opposed to the immediate creation

of the ERF

could envisage some pooling of reserves and intervention

operations at a later stage, but before the definite locking of parities.]
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6. The principal steps in stage two

67. In the institutional field the basic organs and structure of the

economic and monetary union would be set up in accordance with the Treaty,
involving Soth the revision of existing institutions and the establishment
of new ones. The institutional framework would gradually take over
operational, functions, serve as the centre for monitoring and analysing
macro-economic developments and promote a process of common
decision-making, although the ultimate policy responsibility would still
remain in the hands of the national authorities. However, as stage two
represents a learning process allowing the Community to gain experience
with operating in a new institutional setting and to approach progressively
the conditions of economic and monetary union, it would be crucial that
certain operational decisions were made by qualified majority.l?h order to
ensure that this would not imply a.relinquishment of national policy
autonomy, the adoption of a qualified majority would have to be confined
either to the use of instruments whose impact on economic developments 1is

negligible or to decisions which do not hinder national authorities:]

68. In the economic field the Council and the Commission fwtth—some
ievetvement of the European Parliament){ would reinforce their action along

three lines.

Firstly, with regard to the single market and competition policy
the results attained through the implementation of the single market
programme would be consolidated and, wherever needed, completed.

irSecondly, an evaluation of the implementation of the "Brussels
package" would be made and a new programme of structural and regional
actions would be adopted{ and the resources for supporting the structural
policies of the member ‘states would be enlarged. Community investment
programmes in research and infrastructure would be strengthened:)

Thirdly, in the area of macro-economic policy, the provisions set
up in the first stage through the revision of the 1974 Decision on
convergence would be further strengthened by the adoption of guidelines

decided by a qualified majority. Under this procedure the Community would:
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- set a medium-term framework for key economic objectives with a
follow-up procedure for monitoring performances and intervening
when significant deviaéions occurred}

- set progressively more precise - although not yet binding - rules
relating to the size of budget deficits and their financing; —>

- on the basis of its ptésent representation (through the member
states or the Commission) in the various fora for international
policy co-ordination, the Community would assume a more active
role as a single entity in the discussion of questions arising in

the economic and exchange rate field.

69. In the monetary field the European System of Central Banks -

having all the principal features described in Part II of the Report -
would be set up and would absorb the previously existing institutional
monetary arrangements (the EMCF, the Committee of Governors, the committees
for monetary policy analysis, foreign exchange policy and banking
supervision, and the permanent Secretariat). The most important feature of
this stage would be that the functions of the ESCB in the formulation and
operation of a common monetary policy would gradually evolve as experience
was gained. Exchange rate realignments would remain an instrument of
ad justment, but there would be an understanding that the frequency and the
extent of realignments  should be steadily reduced. Some possible schemes
for co-ordinating monetary policies in the course of this stage are
discussed in the Annex to the Report.

Initially the ESCB framework would be used: as a joint facility
to be shared by national central banks for implementing national monetary
policy through operations in domestic and foreign exchange markets; as a
centre for monitoring and analysing domestic monetary conditions and
foreign exchange markét developments; as a centre for the co-ordination of
national monetary policies.[in the course of this stage the procedures
would be altereq in such a way as to capture the entire monetary operations
of national central banks in their accounts and their transactions with the
ESCB. |

[En addition, a number of actions(;bulqzbe taken in stage two.
CTirstly, a certain amount of exchange reserveséﬁuld}be pooled

and woukd be used to conduct limited exchange market interventions in

PO’L( 2 ﬂi“{ N ‘fl\‘ CW-(M'/F\M

aé& et sty
[}

(b 0 Loawe 0 btg prtan (" B G
Ao~ Coampy (4 Qume €

A 4;4‘*;«, befan M Covel by
17~7 reenclbe, (Lo by B0l (Ot tot [ Papods o eliom

e o 1 nthetle Zoa Al 4x_ w. &5-(7).{&‘.4..,(. Ote LA
— .

2. odll

) YA
Chuee )

Pole A ? A le

(=P

F

Duttenbes,, a0t ey Amsgents,  Oueuen Gy e TeC preinppose

Qelon by Auehe Shle b tutns
pakln, 81 Aoy of A Edee
of i Qo termmmnnsny,

Aol  Gobet bal pouumndes  an M

Cevae

(L&u{d

Ak

~

ra up w ol



dccordance with guidelines established by the ESCB Council. Such guidelines

- 49 -

would be determined by qualified majority.

Secondly, general monetary targets would be set for the Community
as a whole, with aliiesumptionj that national monetary policy would be
executed in accordance with these global guidelines. The general monetary
targets would be set by the ESCB Council on the basié of a qualified
majority decision. ’

Thirdly, while the wultimate responsibility for monetary policy
decisions would remain in the hands of national authorities, the
operational framework necessary for deciding and implementing a common
monetary policy would be created and experimented with. In this context
ecus issued by the ESCB could be used as reserve instruments. The decision
on the amount of ecu reserves to be issued could be made on the basis of a
qualified majority. But under the experimental scheme the minimum reserve
requirement would not yet be compulsory. This scheme is described in
greater detail in the Annex to this Report.

Fourthly, regulatory functions would be exerted by the ESCB in
the monetary and banking field in order to achieve a minimum harmonisation
of provisions (such as -reserve requirements or payments arrangements)
necessary for the future conduct of a common monetary policy.

Fifthly, the margins of fluctuation within the ERM would be
narrowed as a move towards the final stage of the monetary union, in which
they could be reduced to zero.

[Still to be discussed: voting procedure in the ESCB Council in
stage two.] ]

7. The principal steps in stapge three

70. In the institutional field there would be the full attribution of

competences to Community institutions, as foreseen in the Treaty.

71. In the economic field the transition to this final stage would be

marked by three developments.

Firstly, there would be a further strengthening of structural and

regional policies of the Community. Instruments and resources would be °

adapted to the needs of the economic and monetary union.
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Secondly, the rules and procedures of the Community 1in the
macro-economic and budgetary field would assume a binding character.

In particular, the Council of Ministers and the Commission <[lia

—co=aperation with the European Parliament} would have the authority to take

.directly enforceable decisions, i.e.:

- to impose constraints on national budgets to the extent to which
this 1is necessary to prevent imbalances that may threaten
monetary stability;

- to make discretionary changes (through a procedure to be defined)
in Community resources to supplement structural transfers to
member states or to influence the overall policy stance in the
Community;

{?- to propose discretionary changes (through a procedure to be
defined) in the level of harmonised taxation rates;]

- to apply some form of conditionality to existing Community
structural policies and to Community loans (as a substitute for

the present medium-term loans facility);

Thirdly, the Community would assume its full role in the process
of international policy co-operation and a new form of representation in
arrangements for international policy co-ordination and in internal

monetary negotiations would be adopted.

72. In the monetary field the irrevocable locking of excl"\ange~ rates

would come into effect and the transition to a single monetary policy would
be made, with the ESCB assuming all its responsibilities as foreseen in the

Treaty and described in Part II. In particular:

- concurrent with the announcement of irrevocable fixing of
parities between the Community currencies, the formulation and
implementation of monetary Vpolicy in the Community would be
conducted by the ESCB, with its Council and Board exercising
their statutory functions; )

- decisions on exchange market interventions 1in third currencies
would be made entirely under the responsibility of the ESCB

Council in accordance with Community exchange rate policy; the
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execution of interventions would be entrusted
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~ technical and* regulatory work would be done to prepare the

transition to the ecu as single currency of the Community.

&
The change-over to

stage.

the single currency would take place

during
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