





further, financial markets develop strongly in
several countries, and currency substitution
develops, the ability of the Bundesbank to keep its
chosen monetary aggregate close to targets, hence
providing a nominal anchor for the price levels of
the participants, could well become impaired. Efforts
at correcting monetary divergence within one national
framework would then be destabilizing rather than, as
in the past experience, on average stabilizing.

- Third, if an objective of medium-term price stability
is geherally accepted across participating countries
and within them, the low-inflation credibility which
the EMS has derived from the perceived design of
German monetary policy could be transferred to a
Community monetary institution, operating under that
explicit mandate, with some gain in efficiency.

On balance, the constructive momentum of the past
decade of experience in the EMS might be stopped or reversed
even in the presence of continuing convergence of economic
performance and monetary policies. To assure that this
momentum is preserved requires an institutional framework
within which both the overall thrust of monetary policy and
relativities in national policies can be explicitly and
jointly addressed.



