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The Further Development of the European Monetary System
Introduction

The member countries of the European Community have made
considerable progress in recent years in their efforts to
achieve greater convergence in their economic policies and
economic development. Stability of the value of money as the
prime objective at the national level and exchange rate
stability as the common goal within the European Monetary
System (EMS) have been achieved to a higher degree than ever

‘before. The generally favourable economic and monetary

situation provides sound prerequisites for achieving the
objective of creating a single European market byr1992. This
would fulfil essential preconditions for an economic union.

With the planned creation of an integrated financial market

‘with the free movement of capital, a basic component of a

future monetary union would also exist. An additional basic
element, namely fixed exchange rates, is admittedly not in
prospect within the foreseeable future because setbacks in
coordinating economic policy can no more be excluded than can
disturbances in the financial markets and the real economy,
which can make exchange rate adjustments necessary.
Corrections in exchange rates will remain a necessary safety
valve for the foreseeable future also within the EMS in
order to reduce any tensions that may arise without
incurring excessive damage to individual economies or the
Community as a whole. Even the unification of the markets of
Europe to form a single European market does not necessarily
presuppose the existence of a monetary union or a common
currency.

The time-may nevertheless have come to develop some concrete
ideas about the future process of integration which can lead’
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to a monetary union. This is all the more necessary in that

~demands have increasingly been made in recent times to

correct the allegedly uneven distribution of the burdens of
adjustment and financing within the'EMS in favour of the
weaker partners, whereby the exchange rate mechanism is
supposed to serve as a lever for bringing about common
(average) objectives.

A number of the latest proposals seek to anticipate the
emergence of new conflicts between the common objective of
exchange rate stability and national notions of price
stability through a quantum leap, by coupling the commitment
to achieve a single European market and an integrated
financial space with freedom of capital movements by 1992
with the creation of a European central bank. From the
German point of view it is essential to ensure, in the
discussions about the future design of a European monetary'
order, that monetary and credit policy is not geared to .
stability to a lesser extent in an ecohomically united

Eﬁrgbe than is the case at present in Germany. Apart from
this, the fact needs to be made clear that monetary
integration cannot move ahead of general economic

2ad_or general econc
integration, since otherwise the whole process of integration
T Y mcmut R )

would be burdened with considerable economic and social
tensions. Moreover, examples from history demonstrate that
new nations did not confer a uniform monetary order on
themselves until the process of unification was concluded.
Any attempt durably to fix exchange rates w1th1n the
Community and finally to replace national currencies by a
European currency would be doomed to failure so long as a
minimum of policy-shaping and decision-makingeiﬁ~zﬁe~fi§ig of
economic and fiscal policy does not take place at Communlty
level If this prerequisite is not met, a common European

m .
monetary policy cannot ensure monetary stability on its own.

Above all, it cannot paper over the problems in the Community
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arising from differing economié and fiséal policies.

The following thoughts begin with the basic elements of

an economic and monetary union (E“U). However, the thread
cannot simply be picked up at the ideas contained in the
Werner Report as long ago as 1970, namely to move towards

this goal via a multi-stage plan. With the "snake" and the
EMS, experience has been gained and with the progress in
economic and monetary policy cooperation facts have been
created which suggest the ngid for a2 new start. In this
context, it must BE_Egggggg_;;gg~ggﬁioutset that agreerent
exists Dbetween the Governments and the Community institutions
for wnich they are responsible with respeci to tnembas;p
1ssues of economic gollc1. Above all, agreement mﬁét"exiéu
that stability ©of the “value of money i is the indispensable
prerequisite for the achievement of other goals. Particular
importance will therefore attach to the principles on which
a ZEuropean monetary order should be based.

Drawing partially on preliminary work conducted within tx

Community on the second stage of the ES, three models of
ronetary integration are then presented and examined with
respect to their compatibility with the demands of a future
monetary union. The models that have been selected take
ideas into account that play a role in political discussions
or could play a role in them at any time. Since it can be
assumed that the goal of monetary union cannot be reached
in a quantum jump but only as the result of process of
integration encompassing econoric and monetary policy,
individual conceivable stages of integration with their
political implications are takXen into consideration. The
problems are also discussed that arise from the differing
speed of integration on the part of individual countries as
well as from the institutional and legal aspects of
integration. ‘



—4-
The final objective of monetary integration
A. Economicvand monetary integration
1. The characteristics of a monetary union

The final objective of monetary union was defined as
long ago as 1970 in the Jerner Report in a formulation
that still applies today: "A monetary union irplies
inside its boundaries the total and irreversible con-
vertibility of currencies, the elimination of margins
of fluctuation in exchange rates, the irrevocable
fixing of parity rates and the complete liberation of
movenments of capital." The decisive criteria for 2
ponetarv union are thus the irrevocable fixinz of ex-
change rates and moverents of capital within the sinzle
nonetary area that are free from restrictions.

Trhe mcnetary union is the "monetary superstructure”

of the economic union in which the "four freedoms™

have been realised, namely the free movements oi goods,
services, labour, and capital. Within the common single
market, econonmic activity is to be based on a free
market system of competition. 3esides agreecent on
regulative policy, an economic union demands a far-
reaching harmonisation of government regulations in
order to bring about equal competitive conditions and
uniform markets, Although structural and regional
differences between the member countries (especially
differences in income and productivity) are compatible
with an economic union, the structural and regional
vpolicy of the Community must take them into account.

In princivle, national currencies can be retained in
the ponetary union. Eowever, the introduction of a

-5~
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uniform monetary symbol alongside individual naticnal
currencies would give the monetary union a "wonetary
e,
identity", eliminate or reduce the residual risk of
parity changes among the national currencies and hence
create a symbol for the continuing existence of a single
monetary area. The definitive replacement of tional
currencies by a common currency would be the "crowning

act" of the process of monetary integration.
Sncrtia s oy

Above and oejond the effect a2 single European marke
would have in terms of 1ntegratlon”“§wmoneuary union
provides 2 nunmber of economlc(/dvantaves. Firstly, tre
irrevocable fixing of parity rates—mezf§ +that the ex-
cnange rate risk associated with the intra-Commun.i-;;w
éEEhange oI goodé, services and capital is S}iminated.
This will foster in particular the integratisgwg?”ﬁﬁz
financial markets and the strengthening of competition.
Secondly, there will be a saving in transaction cosis
since market participants will be increasingly willing
to accept partner currencies or the common currency witn-
ouv taking recourse to hedging operations and to hold
thern as a means of payment or investment in the place
oI national currencies. Thirdly,'through the creation
of a monetary area with a greater weight internationally
advantages arise in transactions with third countries
since the international acceptance of the Community
currencies will grow, the'Community will becore less
suscepiible to external shocks and it will be able to
rggiesent its monetary policy interests more effectively
at the international level. The introduction of a common
currency is the prerequisite for taking full advantage
of these benefits,
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Implications for economic policy

dithin the monetary union, economic¢ policy must be

- directed towards eliminating causes of tension that

]

could jeopardise its cohesion and towards preventing
new tensions from arising. The irrevocable fixing of
parity rates is possible only on the basis of exchange
ratés at which diizerences in T rates o price™ 1ncrease,
balance of paymen s positions and in ihe fie.d o¢
publlc finances "Have been eliminated to. a large ex»e“*.
With fixed exchange rates, insufficient converéence in
these three fields would give rise to adjustment con-
straints in the real economy that would endanger the
cohesion of the monetary union or would ultimately bring
about adjustments in parities forcefully. The harmonis-
ation of rates of inflation is necessary since any
shifts that may arise in terms of price competitiveness
can no longer be offset by realignments. Countries with
an above-average rate of inflation would suffer
competitive losses; conversely, tendencies towards
excess demand would be triggered in countries with cost

advantages.

When parity relationships are irrevocably fixed, the

- external positions of the partner countries must be

coﬁpatible with each other since competitive weaknesses
of one partner would bu*den the aggregate balance of

Commanreiic e s A WS bl

payments position of the monetary union vis-d-vis the

rest ©f the world. Zven if the current account p051tlor
of the monetary union were in balance as a whole it
would not be possible for a single country within ike
Community to incur debts indefinitely. Finally, there
would have to be a large degree of convergence in the
field of public finance. Considerable, or even unlimiied,
recourse by a member state (or the central authority)
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to central bank credit would make monetary control
thfoughout the monetary area difficult, if not
impossible, and ~ no matter how they are financed -
excessive national budget deficits would burden the
overall current account position of the monetary
union. '

Securing convergence within the monetary union - with
the retention of national currencies initially - will
imply losses in independence in terms of nationzal

economic policy, i.e. a2_shift of responsibilities frcm

the national to the Community level. This applies both
to fiscal, economic, Social and wages policy as well
as - to a particularly marked extent - to monetary
policy: ideally, within the monetary union national
currencies are "per{ect substitutes", i.e. market
participants are indifferent as regards using thae
various existing currencies. The irrevocable fixing of
parity rates under conditions of complete freedom of
capital movements implies that national interest rate
levels must converge (apart from minor differences
arising from market imperfections). It will thus no
longer be possible to conduct an independent national
monetary policy that is geared to a national standard.

The basic stance of monetary policy must be laid down
by a coordinating body at Community level. National
central banks will then only be executive organs for
the Community's monetary policy. To the extent that
they are able to achieve the overational objectives
laid down by the Community, the harmonisation of their

- instruments will not be necessary initial}g.'This will

in any case be possible only within limits in the pre-
liminary stages since there are wide differences in
existing structures of national money, credit and
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capital markets that will not disappear immediately
even after the complete liberation of capital
movements. However, owing to differing national

transmission mechanisms of monetary policy as well as

structural differences in the demand for money, it
w1ll be possible to achieve a uniform policy for

e ok s sl

| donetary growfﬁ“%hat is geared to a monetary tar getv
- for the Communluj onljigradual;[. Taus, as far as its

practlcal anpl;catwon”ls concerned, national differences
will ‘persist. The creation of a uniform Zuropean money
market which the central authority responsible for
monetary policy can manage with instruments of its owvm
will, however, be neéessary at the latest when a
common currency is introduced.

llonetary policy coordination needs to be complermented
by the transfer of monetary relationships with txze
rest of the world to the Community level since the

exchangs rates of the partner currencies must develon
uniformly. Zxchange rate policy vis-é-g;s third

court*1esmrus“m&ngzgiggewggmlald dowvm at tze Comrunity
level, interventions on the foreign exchange market De
decided jointly (with intervention operations veing
centralised at a national central bank or a common
fund for reasons of expediency), and monetary reserves
be pooled. In the field of international monetary
policy the Community would act as a single entity.
Instead of individual countries, it would txhen also
need to be a member of the IIKTF, |

dnereas the national states would necessarily lose

their ponefary.policy independence in a monetary union,
they ggﬁ_aﬁitéuizzziy\getégn certain responsivilities
in the field of fiscal and economic vpolicy, as is the
case in every federation of states. However, in order
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to exclude any doubts about the cohesion of the
nonetary union from the outset and at the sarce tine
avoid an overburdening of monetary policy, it zmust be
ensured that there is a central authority for fiscal
and economic policy parallel to the Eurovean central
bank system that can ensure a large degree of
confbrmity of action in these fields in all the

~member countries of the Community. This is because

any lack of convergence that could give rise to
expectations of parity changes would need to be
"bridged" through interventions and interest rate
policy adjustment measures on the nationzl moner
markets in order to ensure the continuing existencs of
the monetary or exchange rate union. The déflationary
or inflationary tendencies arising in the partner
countries concerned could then be felt as a burden
that would jeopardise the project of a monetarvy union
in a way similar to the monetary "asymmetries" that

is purported to exist by a number of partner countries
in the XS as it exists at present. Tnis is what makes
it necessary <o transfer wide-ranging econonmic policy
responsibilities from national authorities to Comaunity
organs.

In order to optimise economic policy as a whole the
overall economic obaectlves for the monetary,.area
should be laid down 1 by a central Suropean. _
(Toughly analogous to the Annual Zconomic Revo*t of
the Federal Governrcent). Agreement would need to be
reached on the policy mix, i.e. the comblnatlon of
fiscal and monetary policy appropriate for acn1ev1ng‘
the overall econonic objectives. This would also
provide a basic guideline for each country's fiscal
policy. loreover, together with the creation of the
single European market a far-reaching - but not

-10-
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necessarily complete - harmonisation of indirect

taxes would be necessa§§ in order to a%oid'competitive
distsriions. A’tnough, given the existing low degree
of mobility of income-earners, direct taxes do not
need to be harmonised to the same extent, with
unchanged shares of expenditure by the public sector

~in GNP, the harmonisation of indirect taxes will also

create a need to adjust direct taxes as well as the
overall burden of levies.

In the light of the structural imbalances within the
Comrunity, when parity rates are irrevocably fixed it
will be necessary to create a system of "fiscal

cale a system Ox  1iScac
adjustment" through a Community organ in favour of the
structurally weak merber countries. Through sucz )
transier payments the wealer members receive compensation
for the burdens of adjustment associated with the

. definitive renouncerment of devaluations as a means of

maintaining their conpetitiveness. Thus, within the

monetary union, balance of payments policy is replaced
by regional policy, with the latter helping to finance
intra-regional differences in current account positions
through transfer paymenis. The differences in the level
of econoric development of irndividual member countries

0 the Community indicate that the necessary fiscal
-adjustnent would require an extremely large voluxme of

funds. Only through a very purposeful regional policy
could these difierences perhaps be reduced to an
extent that is compatible with the existence of a
monetary union.,

Incones policy must also take the fixing of parity
rates within the nonetary union into account.
Divergences in regional developments (such as differing
rates of increase in prodﬁctivity or shifts in derand,

-11-
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for instance) require a correspondingly differentiated
developmant of wages in so far as they are not offset
by fiscal adjustment within the Community. Although

‘regional imbalances can be offset through the mobility

of the factors of production, this kind of adjustment
would be associated with a shifting of capital and
finally also of labour out of the less competitive
regions that would be undesirable in terms of regional
poiicy (and which owing to the far lesser degree of
mobility of labour would not occur without frictions).
Thus, given diverging developments in competitiveness,
the renouncement of adjustments in exchange rates
requires a differentiated wages policy, which would also
need to cover ancillary wage costs. In oranches of
industry that manufacture their products under widely
similar conditions a harmonisation of the development

of nominal wages is to be expected within the monetary
union in the absence of which diverging rates of inflation

could arise. For this reason, even before the inception
of the moneta;§ union theé basic willingness of botn
sides of irdustry to pursue a wages and incomes ﬁzlicy
geared to the operaulng condlulons of such a union must
EXlSu, espec;ally bearlng in mind that an J.ncreasmb
orlentatlon of wage dercands towards the hlghes+ level

S S el

1n the Community is ©0 be expected w w1th;nwx Lewmonetary

A D,

unloq: However, given tne 1ndependent,r1gnt to0 conclude
ggffggtive'wage agreements that is appropriate in an
economic union based on the rules of free competition,
the scope for economic policy to directly affect thz
development of wages and salaries is very restricted.

Zverything will therefore ultimately depend on a2 credible

and rigorously pursued monetary policy that limits the
scope for passing on cost increases and hence prevents
excessive increases in nominal wages from occurring. -

-12-
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The economic policy implications of a monetary union
can be summed up as follows: a _monetary union

presupposes considerable shifts in the responsibility
Vggr economic policy to a central authority and hence a
far-reaching reshaping of the Community in political
and institutional terms in the direction of a broader
union. Although complete political union is not
absolutely necessary for the establishment of a
monetary union, the loSs of national sovereignty in
economic _and monetary policy associated with it is so
serious that it would probably be bearable only in ;he
context of extremely close and irrevocable political
integration. At all events, within a monetary union
monetary policy can only be conducted at a Community
level. A considerable degree of renouncement of
independence will also be necessary in the field of
fiscal policy.

Principles of a European Monetary Order

Eschewing technical institutional and monetary
details, the following section outlines the decisive

. ) A Y
principles that absolutely must be taken into account
when setting up a European central bank system. (For
the sake of‘simplification, the point of departure is
the final stage of monetary integration, namely the
transition to a common European currency. However, EE?
following criteria must also be fulfilled alreanmat
the stage when the monetary union is created, i.e. the
irrevocable fixing of the parity,rates of national
currencies). The following principles appear to be

indispensable:

The mandate of the centrai bank must be to maintain

stability of the value of money as the prime objective
of European monetary policy. While fulfilling this

-13-
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task, it has to support general economic policy to the
extent that this is laid down at Community level.
Dqggisis_isigil;ty of the value of money must take
g{égedence over exchange rate stability. This does not
exclﬁde the possibility that depreciatioh vis-a-vis
third currencies and the associated imports of
inflation be counteracted by appropriate monetary
policy measures. In the event of the establishment of
an international monetary system with limited exchange
rate flexibility vis-a-vis third currencies, the

" central bank would need to be given at least the right

to participate in discussions on parity changes.

The overriding of the central bank to maintain the
stability of the value of money must be safeguarded
through its being independent of instructions from
national governments and Community authorities. This
simultaneously requires the personal independence of
the members of the respective organs, assured by their
being appointed to office for a period of at least

8 - 10 years without the possibility of their being

"removed from office for political reasons.

All the member countries would need to be represented
in the monetary policy decision-making body, with
voting power being weighted in the light of the
economic importance of the member countries.

A federal structure of the central bank system -
according to the pattern of the Federal Reserve
System, for instance - would correspond best to the
existing state of national sovereignty and would
additionally strengthen the independence of the
Central Bank. (Before the final stage involving the
introduction of a uniform currency, only a federally

~-14-
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structured central bank system is conceivable in any
case.) '

The financing of public sector deficits by the Central

Bank (apart from occasional cash advances) makes
effective monetary control impossible over the long
term. For a European Central Bank to be able to
fulfil its mandate to ensure stability, strict
limitations must be imposed on its granting credit to
public authorities of all kinds (including Community

authorities). This also applies to indirect government -

financing thrdugh the granting of credit to any
central banks of the member countries that continue to
exist.

The monetary policy instruments of the European
central bank must be designed in such a way that they

enable the money supply to‘be managed effectively
without recourse to quantitative controls (or other
forms of direct intervention in the workings of the

- financial markets). The instruments must correspond-

ingly envisage means of conducting interest rate and
liquidity policy that are appropriate both for yhe

general management and for the fine-tuning of the

European money market.

Banking supervision should be integrated with the
independent Europeén Central Bank. At 1east,‘the
European Central Bank should be granted qualified
rights to take part in the establishment of general
regulations in the field of banking supervision.
Moreover, owing to its expertise, deriving in
particular from its business relations with credit
institutions, the Central Bank should be closely
involved in day-to-day banking supervisory activities.

-15-
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III. Models of monetary integration
A. European Monetary Fund

The further development of the European Monetary Co-
operation Fund (EMCF) to form a European Monetary Fund
(EMF) as a kind of "Regional IMF" probably comes closest
to the concept the architects of the EMS had in mind,
seeing that in accordance with the Resolution of the
European Council of 5th December 1987 the final systen
should be characterised by "the creation of the European
lMonetary Fund as well as the full utilisation of the ECU
as a reserve asset. and a means of settlement." In addition,
the "existing credit mechanisms" will then be consolidated
"into a single fund". Moreover, in conjunction with the
conclusions relating to monetary policy reached at tze
meeting of the European Councii in Bremen on 6th and 7th
July 1987, besides US dollars and gold, "member currencies
in an amount of a comparable order of magnitude" are also
to be brought into the Fund. In the discussions in the
years 1981/82 about the entry of the EMS into the final
~stage it was assumed that this could also constitute a
final transfer of reserves. '

A regional Reserve Fund with functions similar to those
of the IMF would put this institution in a position to
become involved in the process of balance of payments
adjustment and financing on the part of its members. In
this way, it could help to avoid recourse being taken to
measures that disturb or delay the process of integration
in the event of balance of payments difficulties. In the
opinion of the proponents of such a Fund solution, the
use oI such balance of payments assistance as well as the
resources made available by the Fund for the specific

-16-
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purpose of financing interventions could at the same
time also help to stabilise exchange rate relationships
within the ENS. If in the course of monetary integration
it should come about that national externmal payments
balances cease to exist and there is only a Community
external payments balance instead then the Fund would

have to support the process of adjusiment and financing

of the balance of payments with its resources.

In the case of a Fund along the lines of a "Regional IMF"
whose policy would be primarily directed towards safe-
guarding the external balance of the Community member
countries as well as exchange rate stability, the question
arises as to the extent to which such a policy would also
foster convergence within the Community on +the basis‘of
price stability. This possibility only exists in the case
of conditional balance of payments c*edlts being granted,
.€. When the conseouences of 1nsu‘f1c1enu convergenc
haﬁﬁﬁalreadj become evident. At stages prior to this,
especially when providing resources for intervention
purposes without any conditions attached, it could no:

ol

non-inflationary growth in the Community. The danger that
within the IS the orientation towards domestic stabilivy
would be pushed into the background in favour of external
stability - completely in line with the Balladur and

to proposals - is obvious. Since the general thrust
and coordination of economic, fiscal and monetary DOlle
would play a role in this model of a Fund only at tre
margin (when conditional credits are granted) the stability-
oriented monetary policy of the hard currency countries
could be undermined. loreover, mixing central bank ‘
furctions together with areas of government responsibility
within a single Fund bars the way to a Européan Central
Bank with a decision-making body that is independent of
governments; for my part, this is therefore to be rejected.

-17=
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B. A BEuropean Parallel Currency

1. As an alternative to the gradual development towards a
Juropean monetary union - on the basis of a greater
convergence of conomic policy, a growing coordination of
monetary policy and an increasing renouncement of exchange
rate realignments - the concept of a2 parallel currency
has been under discussion since the mid-seventies.
Accordinz to this concevnt, the driving force behind the
process of integration should not be national zovernments
or Community authorities but the market.

Alongside national Community currencies, an additional
currency would be put into circulation which is able to
Tulfil all the functions of nmoney (a'means ol payment,

a unit of account, and a store of value) as far as
possible. In the process, the parallel'currency would De
designed in such a way that - without being given pre-
ferential treatment - it is able not only to maintain its
position alongside the national currencies but 2lso %o
gradually crowd out the individual nztional currencies in
line with the generally accepted pace of integration, and
10 do so by and large symrwetrically. With the growing
importance of the parallel currency, the national central
banks would increasingly lose their scope for action in
the field of monetary policy in favour of Community
institutions since a growing proportion'of the money in
circulation in each country would no longer be under their
control. Thus, this would de facto give rise to a loss of
independence in the sphere of national monetary policy
without any explicit shift in responsibilities to the
Community level being necessary. This process would end
with the abolition of the national currencies through a
special sovereign act and the introduction of a single
Furopean currency. |

-18-



-18-

Compared with the familiarlydifficult task of restricting
national responsibility for economic policy through
political acts, the idea of a parallel currency nay -
appear to be quite "elegant" at first sight. It would
correspond to the desire to undertake politically effective
and symbolic steps (such as introducing a European
currency, including the issuing of bank notes and coins,
and setting up a European Central Bank) without demanding
anyigreat relinquishment of sovereignty at the outset.
However, on closer inspection it becomes evident that

this approach also recuires an immediate and far-reachinz
need for changes in institutiornal terms if the "currency
competition" that is set in motion is to proceed in a way
that is acceptable for all the member countries.. In this
context, a large number of open and very complex cuestions
arise. Agreement can be expressed with the authors of a
recent study on the Zuropean Monetary'System, Daniel Gros
and Niels Thygesen, wkhen they state that "the full logical
implications of this approach were never drawn up a< the
official level."

Currency competition between the national Cormmunity
currencies and a parallel currency can arise only i the
parallel currency and each national currency are placed
on an equal footing in 21l member countries with respect
to their relevant functions. Besides the envisaged
complete liberation of capital movements, i.e. the free
use o each national Community currency and a parallel
currency in _external transactiomns, Egere would have %o
be equality of status for each national currency within
the domestic economy as well. In order to ensure a
sufficient degree of acceptance of the parallel currenc;
as_a means of payment its utilisation would have to be _
permissible for domestic economic transactions as wells
however, its full recognition as légal tender would not

-19-
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appear to te necessary. A harmonisation of excrange
rate regulations would be required beforehand in order
for an undesirable uneven distribution of the parallel

currency not to come about from the start..

are

The economic effects of the introduction of a paralliel
currency depend on the concrete aspects of its design.

On the basis of the existing BEuropean monetary unit, the
ECU, a large number of parallél currency concepts with
in part widely differing implications can be conceived
of depehding in each case on the criteria that are
decisive - an independent status for the ECU as opposed
to a basket definition, exchange rate regulations and

the role to be played by central banks. As points of
reference, two "interim solutions" of practical relevance

constituting, on the one hand, the issuing of ECUs at
thienaticnal level and, on the other nand, their Being
issued at the Community level are presented below: in
the Iirst case, the ECU is defined, as at present, as a

pasket of currencies with a {ixed, but adjustable exchange

rate (cf. type 1 in the table); in the second case, the
ZCU is an indevendently defined unit which would be put
into circulation as an additional currency with a'fixed,
but adjustable exchange rate (type 2).

\ ' 20~




-20-

In contrast, the "present state" (basket ECU with a
fixed, but adjustable exchange rate1) without the
systematic involvement of central banks in the private
creation of ECUs) as well as the "final state" ol a2 ce
facto monetary union (basket ZCU or independently defined
ECU with an absolutely fixed exchange rate) are noct
analysed in detail.z) As far as the "present state" is
concerned, on the basis of experience the purely private
circulation of ECUs (which is only possible on the basis
of a basket ECU) is of limited significance ané suck 2
restricted role of the ECU cannot contribute towards
monetary integration. Section II already dealt extensively
with the final state. In the case of irmutably fixed ex-
change rates vis-d-vis the national EC currencies the ECU
would not be a parallel currency but a dual currency;
nonetary union would ‘then not be an objective still to be
attained by means of the parallel currency but would |
already have been achieved. The difference between an i
independently defined ECU and a basket ECU would be
meaningless in the final state with the result that this
case does not need to be discussed any further.
' |

As already mentioned above, with the parallel currency
the objective is pursued of approaching the final staze
of a mponetary union over the longer term through currencies

-1)Ignor1n= the special role of the lira, sterling and

the drachma,

2)The independently defined ZCU with a2 flexible ezckange
rate (type 3) propagated in scientific circles is also
not examined because, although it is a model with
theoretical advantages, it cannot be considered a
realistic alternative.
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that compete with each other1). In order for tkx
parallel currency to have a chance in this competition
among currenci€s it must be attractive from the point of

view of individual economic agents as an invesizent
currency (i.e. the net yield from the development of
interest rates and exchange rates must be able to cozpete
with the interest yield obtainable on assets invested in
a national currency) and should not be inferior to the
national currency as a transaction currency (i.e. the
transaction costs and the exchange rate risk involwved in
cash management nust be a2s low as possible). To the extent
that a crowding out of the national currency occurs, this
process must operate in the right direction, i.e. "good
money" must not be revlaced by "bad money" (Gresham's law)
if price stability is to be ‘maintained. How compeiition
between the individual currencies actually develops and
what monetary policy implications can be associzated with
it depends crucially on the way the parallel currency

is designed in each case.

1)It appears doubtful whether the member countries
actually are prevared to engage in unrestricted
competition among currencies with all its conseguerces
- including the crowding out of the national currency
to a large extent. It can probably be realistically
assumed that the nationazl conetary authorities 4o not
want to risk their currencies being crowded out of
circulation in the domestic economy and will therefore
keep the extent to which the parallel currency soreads
under control by restricting its in one way or the
other. '
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a) The basket ECU as a parallel currency (type 1) ‘

YTTNETY

As things stand today, the use of the ECU currency
basket as a parallel currency while retaining fixed, but
adjustable exchange rates vis-2-vis the individual
national currencies appears to be the most obvious
approach. The deéisive step towards the introduction of
such a parallel currency would consist in naking it
pogéible for ECUs to be created by the national central
banks (in accordance with uniform directives) or by a
Community monetary authority. The basket ECU would then
be created not only - as is currently the case - by the
private bundling together oI the individual components
but also through the granting of credit or intervention
operations by the central banks or a Community monetary

authority.

Under the conditions described above, (apart from third
currencies) 12 national EC currencies and the basket ECU

~as an invesiment and external transaction currency

—

together with two domestic transaction and accounting
units would in this case be available to the citizens

of the EC. ¥Witn fixed, but adjustable exchange rates, Iz
use o0f the basket ECU would devend on the risk and yield
preferences of investors; although the ECU basket would

be suitable as a diversification instrument, beinz the
weighted average of the national currzencies it cammot be
quverior to all other.currencies.or mixtures of currencies.
With freedom of capital movements and persistent diver-
gences within the EMS it is quite possible that the
Deutsche lMark will be generally preferred as an inveszrcent
curfércy and will ci crowd out both the ECU and otvaer
naulonal curren01es. Although with an increasing degree

of convergence between the EC currencies the Deuische

liark will lose its attractiveness for non-residents, the
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diversification motive for ECU-denominated investments
will lose in importance at the same tirme. Investnents
denominated in foreign Community currencies would tend
©0 be less profitable in the eyes of each country wita
the result that in both cases little speaks in favour of
investments denominated in ECU.

In addition, the ability of the ECU as a transaction
currency to crowd out national currencies within the
domestic economy cannot be judged in much more positive
terms either. Especially in the case of foreseeable
divergences, the exchange rate risk involved would impair
the use of the ECU Zor daj-»o-dav transactions, Jor
exarple through the constant need 1o determlne excrange
*ates, 1 riuéyzn conversion rates and greater difficulty
in avreelng nrlces on the parmmoﬁfwbmest;iﬁtont“a tual
partiers who would have to take poss;ole exchange rate

risks into account if the contract is denominated in ECU.
Zven in the event of greater convergence, hadbivs, the
acguired "pemory of prices" in national currency and
similar factors tend to argue against the spread oIl thre
ECU. Thus, on balance, the best that canmggwgggggued is

EETR R Ay %

that the ECU would be 1rc*easxngl used in/ lnvra-com.anluy
—mm:g

trade as a,"compromlse currency", Juerebj, noweve-, the

SRR

crucial factor would probably not least be the negoiiating
position of the business partners concerned.
y :

As 2 weighted averagze of national currencies, a basiet
ICU can therefore not exert any durable and e Specizllv
any syvmmetrical pressure in the direction of crowding
out national currencies and hence cannot be seen as an
additional instrument for bringinz about integration
either. Precisely with respect to the fact that the
attractiveness of a basket ECU is not assured as far as
individual economic agents are concerned, it can be
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assumed that the EC central banks would be obliged %o
stabilise the exchange rate of sucha an ECU tarouzh
unlircited purchases in order to foster the use of ke

ECU at least to this extent. (If, as is assumed, 2ll txze
basket currencies are part of a system of fixed, bvut
adjustable exchange rates then intervention points for
the basket ECU vis-2-vis each individual national
currency can be derived from their bilateral interveniion
points.) Should ECUs circulate on a2 relatively large

scale, such an intervention obligation would have
important consequences for monetary policy; in the finel
aralysis, it would be taptamount to underx taxlng unlizite
purchases of par*ne* curren 01es dltﬂOht any settlecent
procedure and brlnvlnv about t e integ *aulcn of the
clrculatlon_of official and prlvate ECUs. I the market
wanted'témékcnanve HCUs for national currency then this
would depress the e: cnanée rate of the ECU against the
currency in question. Through purchases to sudport the
ECU the desired national currency will then be mede
available. As a result, ECU holdings would accurnulate
with the central banlts whose currencies are in stronger
demand than the currencies of its partners (or ECU)
whereas the central vanks responsible for issuing
currencies that are less in demand would have 1o issue
ECUs by purchasing their own currency. On the assumption
that divergences exist within the EMS, a de facto
asyometrical crowding out of the national currency
concerned within Europe would come about. The national
stability policy of the hard currency countries would ove
undermined. National price objectives would necessarilzy
have to be sacrificed to the average rate of inflation in
zurope. For these reasons, suéh a_concept alone reguires
nana;enent ol the money supply at the Eurooean level in
orde* to ensure an equal *gxgmgﬁmmgggimgggaw;gn (ECU plus
naulonal currency). Only in this way would it be possible

1~

J;e_
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?i? exists today of shifting funds into offshore centres whrich

-25-
to avoid a "dual coverage" of GDP in Eurove through the
circulation of ECUs and national currencies.

lioreover, redesigning the existing ECU to form a paraliel
currency would make it difficult to statistically record
the national money supply if ECU bank notes were to be
issued.!) Although it would be known how many ECU bank
notes had been issued all in all, it would not be known
how many of them are actually held in Germany ol any other
country. In addition, there would be exchange rate-induced
fluctuations in the national money supply expresszd in
terms of national currency. Finally, account would also
need to be taken of the general possibility that already

Pad

might possibly play an even greater role Ior holdings of
ZCU than is the case with resvect to national currencies.
These reservations apply in equal measure to the
indevendently defined ECU that is discussed velow.

b) An indevendently defined ECU as a parallel currencr (type 2)

In the case of an independently defiined ECU with a fixed,
but adjustable exéhange rate vis-2-vis the Community '
currencies tne development ol the value of the parallel
currency would be divorced from the development of the
components forming the basket as it exists today dut

would depend on the frequency and extent of future
realignments within the EMS. In principle, two possibilities
exist as far as the exchange rate rezulations governing an
independently defined ECU are concerned:

1)The issuing of ECU bank notes would probably need to be
expected even if the ECU were not to be declared legal.
tender.

: -26-
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On the one hand, the ECU can be made "superior" to the

EMS currencies by laying down the parities and intervention
points of the national currencies vis-2-vis the ECU as

the focal point of the systexm. Their bilateral central
rates would then be derived from the ECU parity of each
national currency with the consequence that the bilateral
margin of fluctuation between two national currencies
would be twice as large as it is vis-d-vis the ECU (for
example, a band of ¥ 1/8 % wvis-2=-vis the ECU would
result in a bilateral band of ¥ 2 1/4 %). Thus, as 2
regional pivotal currency in the Comrunity, the ECU

would play a similar role in formal terms as the US dollar
did in the former Bretton Woods system (without, however,
having its own currency area as a base).

On the other hand, the independently defined ECU could
be placed on the same footing as the national currencies;
in this case, it would be treated as the currency of a
thirteenth member country and would correspondingly have
the same margin of fluctuation as the national currencies
(wnereby it could nevertheless be the focal poini of thae
parity grid for computational purposes). Although the
Tirst variant would be of greater symbolic importance in
tre field of European politics'and_would Toster the
acceptance of the ECU as a parallel currency owing to its
narrover margin of fluctuation, in principle both variants
raise the same p:obléms to a large extent.

As far as the ability of the ECU to crowd out other
currencies is concerned, its being defined as an
independent entity could potentially have both advantages
and disadvantages because tne new ECU could develop a
priori more strongly than the strongest Community currency
but could also develop more weakly than the weakest
Community currency. In the absence of additional
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assumptions, such as eguipping the parallel currency
dl:ﬁra "value guarantee" (whereby, of course, only its
use as an investment instrument but not as a vorrowing
instrument would be fostered) or assuring its usabili<t;
worldwide, The ability of an independently defined =CU

to crowd out other currencies as an investment instrunment
cannot be assessed conclusively. Ultimately, the decisive
factor for the developrment of its value would be the
exxtent to which ECUs are created by a Community autrority
(or by the nationzl central banks of the Community r.émber
countries in accordance with uniform Community directives)
in relation to the monetary demand for =ZCUs, whicxz in
turn would depmend on the degree of acceptance of the ZCU

inside and outside the Community.

As is the case with a national currency, independently
defined ECUs would be put into circulation through cre
granted by the issuing authority/authorities to banks or

dits

public sector entities as well as through purchases of
partner currencies or third currencies via interventiions
on the foreign exchange markets., In the final analysis,
tgi governing factor in this process would need to be

the nmonetary demand for ECUs which results Irom the use of
ne ECU as a currency in cash transactions, settlement
operations and other payment transactions as well as.sor

»iniéstmenﬁmpu;@@sssmlnm&ggpet1t1on with each individual

AT 5

d

national currency.

———

It is, of course, difificult to assess the laws according
t0 which such a monetary demand for ECU would crystalize.
This would not least depend on how great the risi of a
change in the value of ZCU cash holdings is assessed %o
be in relation to holdings in nationa2l currency. Zolding
EZCUs for transaction purposes would probably be a more
ttractive proposition in countries wish a weax currercv
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than in countriesvwhose}currencies tend to appreciate
vis-é-vis‘the ECU. Econonic agents in countries with a
strong currency will at best hold ECUs for transaction
burposes to the extent that they have to conclude and
also settle contracts denominated in ECU in intre-
community trade and payment transactions for compeiitive
reasons. The wide use of the ECU as a currency by
residents as an investment and reserve currency both

. inside and outside the Community would presuprnose wide

and deen markets as well as the willingness of bodies
inside (and outside) the Community that enjoy confidence
to incur debt in the ECU as a currency in a form and on
conditions that appear'advantageous to investors. zovever,
a suificient degree of acceptance on the par:i of investors
- both inside and outside the Cozmunity - is to be
expected only if the creation of the ICU as an independent
currency is carefully limited by the central banrk(s)
responsible for this tasl. ‘
The granting of an excessive amount of ECU credits to tae
natiornal or Cormunity fiscal authorities (for eza:oie,
for the nﬁrbose ot redistribution within the Community)
in particular could lead to an over-supply of ECUs and
ulticately to a deterioration in the value o the ECU
vis-2-vis national currencies in the Cormmunity. Thi
would not only impair tihe competitive chances of ithe ECU
in relation to the national currencies. Owing %o the
obligations of the national cenitral banks to intervene
against the ECU, excess ECUs would also need to be
taken out of tie market by the central banks against
national currency, which would make it difficult - if not
ippossible - Ifor the countries concerned to conduct a
noretary policy geared to stabiWitJ. These rislzs to
nonetary policy would need to be assessed all the more
carefully the more strongly the creation of ECUs were to
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- be subject to political influences and tae less Zlexidle

the exchange rate of the ECU were to be.

In the final analysis, a parallel currency strategr

presupnoses that the process whereby other currencies

are crowded out tarough the free play o¢f market forces

actually does work. The requisite symmetrical substitution

of all Community currencies (i.e. including the Deu<sche

Mark) by the parallel currency can come about only if

the parallel currency '

- were given the sane domestic status as every otaer
Community currency;

- could compete even with the-strongest Comzunity currency,
taking interest rate and exchange rate develoncments into
account; o ‘ |

- involved minimum costs as a transacticn currency, which
would vractically be the case only if it were pegged <o

-

the national currencies suificiently firmly.

However, this more or less acounts to a definition of <he
final stage o which the parallel currency is supposec o
lead in the first place.

The inverir solutions conmprising

- a basket ECU, or

- an independently defined ZCU with fixed, but'a“justaole
exchange rates

do not provide sufficient assurance that the process of
integration would be free of tensions. On the contrary,
they would involve the risk that national monetary rolicy
would no longer be able to fulfil its mandate to ensure
stability owing to larger-scale ceniral bank interventions.
In weighing up the costs and benefits of a parallel
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currency strategy the fact also needs to ve taken into
account that for day-to-day payment overations (casz
transactions, settlement operaitions by machine, cashless
peyment transactions) a parallel currency would be
entirely impractical. Ultimately, this leads %o the
conclusion that little would be gained in terms of
Surovean politics with 2 varallel currency but that much
would be vlaced at risk in terms of stability policw,
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C. A European monetary authority on the way to a single
currency

If the concept of a "regional IMF" that was behind the
original plans to create the EMS appears to be obsolete in
the meantime and a European parallel currency is not an
approach towards monetary union that deserves support,
then it appears appropriate to prepare the prerequisites
for introducing a single European currency at a later date
by gradually harmonising the national currencies in
qualitative terms. Such a development could be brought
about by extending the role of the EC Committee of
Governors. In this context, it is not absolutely necessary

WW

for it to become the management body of an EC monetary
authority equipped with operational tools immediately; it
could also exercise the function of a central decision-

making body within a Community centfal bank .system
comprising the Committee and the national central banks of

which it‘consigts.

The Committee of Governors is particularly suitable for an
extension of functions beééuse (in contrast, for example,
to the Administrative Council of the EMCF) it is de jure
free from instructions. However, taking part in this

Committee does not automatically annul the de facto

dependence on instructions of individual Governors that

exists under national law. It would therefore be desirable
? if this dependence could be gradually eliminated as the

functions of the Committee are further extended and be
repiaced by increasing 1ndependen¢e. As in the case of all
other models, its mandate (maintaining the stability of
money) and its status (freedom from instructions) should
be assured at the outset.
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Since the process of integration is to be seen as an
evolutionary process, before decision-making
responsibilities are transferred to supranational
institutions the question should be examined as to whether
~additional possibilities to extend coordination exist and
in which direction they iie. Above all further steps
appear conceivable and would also be useful where the
present forms of cooperation are based mainly on an ex
post exchange of -information (policy vis-a-vis third

.currencies, changes in the field of supervision, laying

down the interim objectives of monetary policy, etc.).

They could gradually be developed into a exchange

of information, such as is already occasionally practised

on an informal basis.

In principle, the activity of the Committee of Governors
(the title of which could be changed in the course of this
process into "European Central Bank Council", for
instance, in order to emphasise its importance) would be
directed towards coordinating national objectives,
individual decisions and the employment of monetary

instruments. Based on current procedures, the degree of
coordination could be gradually increased in the direction

be graduai;x =g It would, for example, relate to

aiming at intermediate objectives which are accepted in
the process of coordination or are set later on as part of
the right to issue directives. The scope for action would
remain greatest in choosing appropriate instruments for
achieving the objectives, but here again the Committee
would have increasing possibilities over the course of
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time to exert influence with the aim of gradually
harmonising the criteria on which the employment of
certain instruments is based, extending to the creation of
asvuniform a sgt of instruments as possible.

As a kind of natural continuation of the tasks already

" undertaken by the Committee at present with respect to the
exchahge rates of the Community currencies in relation to
each other and vis-a-vis third currencies, it would have
to coordinate the intervention policX of the EC central
banks with respect to the internal and external
relationships of the Community, with a sufficient degree
of exchange rate flexibility vis-a-vis third currencies
being assured. In this context, account would need to be
taken of the differing weights of the currencies within
the EMS as well as their international role. Exchange rate
policy vis-a-vis the rest of the world would have to take
into consideration the fact that the third countries
concerned (the United States and Japan) play a major part
in determining the various exchange rate relationships. At
a later stage, the Committee could assume the entire’
responsibility for influencing exchange rates that is
provisionally a national respdnsibility, with the result
that in the event of any foreign exchange market
interventions, the national central banks would
progressively operate in terms of "administering a
mandate". The responsibility for determining central
rates could also be transferred from the memberﬁm
6overnmehts to thewgommittee. In this way, there would be
a Eréater poséibiiity for proper decisions to be asserted
against national interests and other influences.

A Committee of Governors with scope to influence exchange
rate policy and monetary policy in the member countries
could make an effective contribution to convergence that
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would foster inteqgration. The objective behind the basic
thrust of its policy would need to be to influence
monetary policy in each member eountry in such a way that
a symmetrical development is brought about on the basis of
as great a degree of price stability as possible. The
success of such an undertaking is indivisibly associated
with comparable progress in terms of integration~being
achieved in fiscal policy and other areas relevant to
economic policy. |
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Transitional problens
Legal basis

Responsibilities in the ¢1e’d of economic and monetar:
policy have not yet been transferred tc the European
Comrunity. The nmember states continue to be responsibdle
for these spheres of policy; however, they do have the
cormitment to cocordinate their policies (Sections 2, 1C4,
105 and 145 of the Treaty of Rome) in order to acaieve
their common objectives, to maintain a high level of
employment and stabili t7 of the price level, +to ensure
eguilidriun in the overall balance of payments and o
maintain conficdence in their currencies (Section 104 of
the Treaty of Rome). A certain resiriciion for +ze rmer-ber
countries througn Community law is to be seen in the fact
trat they should consider their exchanze rate policies as
a matter of cozmon interest (Section 107 of the Treaiy cof
Rome).

lJestrictions that go further result from the rules
governing the IiiS. Leaving aside two Council Directivas
relating to the ZI:CF and the IZICU, they are based on
multilater anj azreed acts ol self-restriciion on ithe par
of the central banks concerned and hence are not pari of
the legislation of the Comrmunity proper. In accordance
with a regulation in respect of the Treaty (Section 1C2(a)
0f the Treaty of Rome) introduced togetaer witxz the 3ingle
Zuropean Act of 18389, 1nsu1uutlonal changes in the field
of I economic and monetary DOllC" undertaken in tre._course
of further developments require the conclusion of a2 new
@féaty under international law in accordance witz Section
256 of tne Treaty of Rome. Eow far an international Treatiy

is necessary in individual cases depends on the scope
each central bank has in extending econormic policy
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cooperation under its basis in law. This probably differs
from country to country since the central banks in the
individual member countries have a differing status in law.

(No definitive catalogue can be drawn up for Germany
indicating which measure designed to fufther develop the EMS
requires which act of legislation in each case. In abstract
terms, the following guidelines can be set forth:

1. In Germany, under Section 24 of the Basic Law the transfer
of sovereign rights to international institutions requires
an Act of Parliament. This requirement of constitutional
law is to be interpreted strictly (Federal Constitutional
Law 58, p. 1 ff., and especially p. 35).

.-2. The Deutsche Bundesbank is able to stréngthen monetary

policy cooperation through greater cooperation among
central banks only within limits. This limit would be

reached if the Bundesbank were to subject itself to an._.

external body - such as the Committee of Governors - with
respect to a decision on monetary policy measures which is
its duty to take. In doing so, it would relinquish the
exercise of the authority it has under the Bundesbank Act.
German public and administrative law assumes that a body
that has been entrusted with tasks and responsibilities
exercises these responsibilities directly; delegating them
to another body is only possible if it is empowered to do
so by law. It is also not permissible for such a body to
link the decisions entrusted to it to the agreement of
other bodies. In contrast, agreements and concertations
are and remain possible. o

‘3. The Deutsche Bundesbank is not able to establish a joint

institution together with other central banks and grant it
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powers in the field of monetary policy either; for this,

owing to the lack of the necessary authorisation, it does
not have the power of organisation required under public

law. '

Finally, on the basis of existing law, the Deutsche
Bundesbank cannot transfer parts or all of its monetary
reserves permanently and irrevocably to a common fuﬁE;
Such a transfer would go beyond the scope of the
“Operations” the Bank is allowed to conduct. )

Q;?-—«A»w\.pr-u:-rw A T e

Before national responsibilities are transferred to the
Community sufficient clarity should exist as to the dis-
tribution of responsibilities at the Community level. The
point behind this is to ensure that the principles of a
European monetary order as described above have been put
into effect at least in basic terms at every stage of in-
tegration. With respect to the position of the Community
monetary authorities this means that no rights of any kind
to issue instructions are granted to the political level
and that an influence on national central banks does not
accrue to the national political authorities to which they
do not have a right under national law. This would speak
in favour of making the Committee of EC central bank Gov-
ernors, which is free from political instructions both at
the national and the Community level,.the starting point

A P e

for further development in institutional terms. The mem-
bef§%$¥Atgﬁgmggmmgggggwmgg;g need to enjoy personal inde-
pendénce*gﬁgmwggg%g§ that appoint them, which admittedly
dfggw;;zgﬁpﬁpses corresponding independence in their func-
tisnsvgf the national.level. In contrast, the EMCF, which
is tied to directives issued by the EC Council of Minis-

ters and hence is subject to political instructions, is
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not suitable as a monetary authority for a monetary order
that is desirable from our point of view.

Integration in stages

Whether responsibilities in the field of monetary policy can
be transferred to the Community level in several steps or in
a single act of law depends on the concept on which

integration is based. In principle, preference shoul be given
to a global concept of inteqration with a clearly formulated
final objective, as described above, with the individual
steps being geared to this objective. A process of |

integration determined only by pragmatic considerations would
not offer any guarantee that the final objective being
striven for will actually be attained.‘It would be in
accordance with this global concept of integration if the
neceSSary authorisation were not to be restricted to
individual steps in the process oﬁ integration but were to
relate to the stage-by-stage plan as a whole, or at least to
its major components. The member countries applied this
procedure successfully in bringing about the customs union in
the first decade of the Community's existence. However,
experience with the plan of 1970 to achieve economic and
monetary union in stages speak against setting a rigid
timetable for the process of integration. Rather,
nstitutional changes, which also include extensions in the

§gheres of responsibility of existing Community institutions,

should be made dependent on qualitative proqress towards
convergence in the field of economic and monetary policy.

The member countries would, of course, need to agree on a

" common procedure to determine whether the prerequisites have
been fulfilled for the next stage towards economic and
monetary union to be put into effect.

From a legal point of view, the establishment of an
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econonmic and monetary union in the Corrunity does no=
depend on the existence of a political union. Rather, i<

is an accepted fact that {the member countries ol tne
Community can separate certain tasks from the multitude

0f responsibilities they have and transfer thex <o 2
supranational institution. They nevertrheless continue to
exist as states. They continue to pursue their own policies
in major fields and have the necessary executive power to
do so (territorial and individual sovereignty). To this
exctent, tne jointly created supranational entity - in

this case, the Zuropean Comcunity - exzists as an "association
for the specific purpose oI integrating certain funciions”.

As was already stated in the Jerner Repcrt of 197C, a
lasting economic and monetary union requires trhe transfer
of far-reaching responsibilities of navtionel auvthorities
t0o the Comrunity plane above and beyond the direct field
of monetary policy. An "asscciation for the speciiic
purpose oI iantegrating certain functions" would therefore
probadbly only be a2ble to survive if it is supported oy a
far-reaching reshaping orf the Coxmunity in political‘and

g institutional terms in the direction of a nore

1w1ﬁdenenaent and thus sets tne f*arewo*k in which progress
{in instivtutional terms apdpears possible.

Partial integration versus cooprehensive integrestion.

‘Important political reasons can also speak against
integration by stages where individual groups of countries
nove towards integration at varying speeds. zndeavouxrs
should therefore be made to include all the Comrunit-r
member countries in the prccess of monetary intezration.
So lonz 2s cconsiderable differentials exist within thze
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Community in terms of prosperity and zroductivity tiat
are not offset to a2 large extent and in good time tarough
corresponding transfers of resources in the context of
fiscal adjustment within the union, noverents in the
factors ofxproduction between the various regions can
occur as conditions similar to those in the domes<tic

rket are brought aboui. The more developed regions will
be given irpulses to growth at the expense of the perirzery.
To the extent that they do not prefer to allow thsmsalves
to be guided by general political considerations, tiis
risk will probably deter a number of member courniries of
the Community from joining 2 monetary unibn. In contrasv,
a core group of countries, such as those comprising the
members of the present =S exchange rate system, 2vtear
to be guite strong enouzh in economic terms to agree to
closer and closer ties with corresponding consecuences in
the field of econcmic policy.

o
o
H

The concept of integration by stages was practised un
tine "snake" system and is practised de facto within <he
5. Since monetary policy coordination took place in

these systems up to now on a cooperative basis to a large
extent the co-existence of differing rignts and obligations
in various countries did not impair cooperation. IZ,
however, suostantial progress towards integration is tied
t0o major institutional bonds individual countries, oy
exercising their veto, could bring about a situation wvhere
such progress is made only on the basis of the lcwest
common. denoninator. The countries capable of integrating
could escape this situation by agreeing on more rapid

steps towards integration among themselves. In this case,
the countries at the lower level of integration would no
longer be able to participate in the monetary policy
decision-making bodies of the Community on an egual basis
as is the case at the present level of cooperation by
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means of a gentlemen's agreecent. Only tae countries
prepared to subject themselves to its standards coul
have a claim to participate fully in the monetary union.

-
~
-

Integration by stages would be tantamount to dividing
the Community into two parts which would not remzin
restricted to the monetary sphere a2s integration progressed
but would also lead ‘to the individual member countries of
the Comrunity having different rights and obligations.
Although such a system of differing rights and obligaticn
in individual spheres would not be considered %o be in-
conpatible with the Treaty of Rome, 1ndepeudent bodies.
of the monetary union Wwould need to be created alongside
the organs of the Compunity in order to meet the demands
of the final objective. In the light of the present state
of development ol the Zuropean Community, tris division
between the level of cooperation and the level cf
integration VEB}Q not only rgise serious problems of a
practicel.nature but the unification of Zurope would zain

a new quality through the partial integration of a rnumber

f core mezber countries as compared with the approachr tc
integration adopted in the past. MNew hurdles would de
raised for the countries on trhe Deriphery that would >
increasinzly difficult to telie. The proponents of T
integration of the core member countries see this
prizarily as a transitional prodlem; they argue that, wiihz
the system being open to a corresponding extent, i
countries initially excluded frorm this process could catcx
up with the train of integration later on wahen the economic
prerecuisites to do so have been created. Fowever, the
danger rust not be dismissed that ultimately the
differences between the mermber countries in economic terms
will become cemented with the division of Zurope into two
parts in the field of ronetary policy and 1n

the related institutions . Although the pull ol an
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incipient monetary union would be stroenz for the countiries
on tihe perivaery, the hign barriers tc access to it mizat
possibly frustrate their joining it in the lon~ mun. if
tihe unification of Zurope as a waole is also obeing s=

criven
for, then two-speed intezgration in the monetary snuv

would tend to bYe an odstacle.

ES

Integration under tre Treaty of Rone or outside it

The stage-by-stage plan together with the descripiion ol
the individual steps up to the final stage could be ceciied
upon in a single package and extend tne Treaty c= Ionre :

<%e dizensicn con prising economic and monetary union, This
"packaze solutioan" wculd have trne advantage that it would

be the subject of forming a2 political opinicn in 211 <z
rerber countries only once and that it would not bz
necessary to negotiate the union several times over in
"small cocin" veiore tihe national legislative bedies, z2zart
“rom the imponderadvles of the proczdure as arose with the
matificaticn of the Single Zuropean Act.

Tarough a "paclkage solution” of tais nature not only would
the objectives be laid dovm in contractual Icrm dut the
recuisite responsibilities of the Communivty would also De
envisaged. As a result, the issuing of "Rsgulations in
unforeseen circumstances" under Section 235 c¢i the Treat:r
of Rore would no longer be necessary. Arguments would Dbe
exxcluded on the issue, for instance, as to waen
"inztitutional changes" occur (cf. Section 102(2)) or
vnether a measure in the field of monetary policy is still
accessible to - wide - interpretation under Section 235.

If, in the context of such an extended Treaty, a2 dacision-
maling body decides to conclude one stage of integration
and initiated <he next step in monetary policy cooperation,
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then the question arises as to wihich o

granted this responsibility. Several s
m

ody siould de
olutions to *tiis

"

cuestion are conceivable. The Treaty already entrusts txe

Council with tie authority to taxe dec
determinations in otzer cases (ef., fo
determination of the Council with »esp
transitional periody Secticn 8 of tae
principle, the Commission couléd 2lso b
- maXking such a determinztion. As regard
expertise involved, however, the Commi
bank Govermors could also be considere
nixed body is conceivable as well.

lowever, if it is assumed that not 21

enter the integrational staze in tze T

isions on such

r exanple, tne

ect to tke

Treaty of Rome). In
e entrusted wit:

s the technical
ttee of centrzl

4 Tor this tasik., A

<, mde
the mexber countries

ield of monetar:

policy at the same tire, it will rardly bs vossivle to

grant these mermber countries the rigat
the way it is designed. The countries
process of integration will not want t
to the risii of being partly zovernei b
expect that only those countries tale
themselves to the sanxe risk. For this

©to pariicipeate in
engazed in tae

0 expose themselves
7 outsiders and
part which exzos:z
reason, it could

prove to be necessary to lay down the
e .

corresyponding rules

acong the active participants outside

~

L i -~ -
the Treaiy of Rome

initially. Basically speaxing, this route was teken wiza
N mr e, . .

the inception of the Zi5. It would avo

id the "systematics"

.
La

of the Treaty of Rome and make monetary integration withi:

~

the frameworlk ofi the Committee of Governors vpossibie wiicn
corresponds to the basic features of 2 Zuropean =onetary
order described above. In a later stage, ways would nsed
to be discussed on how to harrconise the new set of rules

with the Treatly of Rore.

e objection could be raised zazainst
(=]

wmonetary integration outside tha Treat

bringinz avour
y of Rome that this

4y
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approacih would not corresvond To the final cbjective o
creating an econonmic and monetary urion within The
Comrunity. As a result of Section 1C2(2), it could bs
argued, the mezber ccuntries have undertaken a mandatory
cormitment to adopi the procedure laid down in Secticn 236
cf the Treaty of Rome when they enter the instivutional
stage. They would have t0 refrain fror all measures t:lat
could jeopardise the achieverent of the odjeciives laid
dovn in tae Treaty of Rome (SectionYS, Sud-secticn 2).
The Comnission will also nave a ccnsideradle interest in
incorporating the monetary policy institutions in e
Treaty of Rome

If the route prescribed under Secticn 238 of the Treaty of

me is taken then the entry into ferce of changes in the
Treaty is made dependent on treir being ratified by 21l
the member countries. An individual member country woulil _
then be in a position to prevent the instituticnalisation
oI cooperation, cr at least to delay it consideratly.
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Concluding remarks.

Since the inception of the EMS 9 years ago considerable
progress has been possible in the Community in the field of
monetary policy cooperation. In conjunction with the latest
measures to establish an integrated financial area and the
planned establishment of the single European market, the per-
spective of an economic and monetary union now appears in a
favourable light again. Economic and monetary union would
mark the end of a development which, despite all the con-
siderable progress that has been made, will still take some
time to achieve. Not all the member countries of the Commu-
nity participate in the exchahge rate mechanish of the EMS,
and not all the participating countries subject themselves to
the same conditions. The economic prerequisites for a mone-
tary union that is characterised by immutably fixed exchange
rates between the participating countries will probably not
exist for the foreseeable future. Even among the members who
form the nucleus of the exchange rate system, tensions must
be repeatedly expected for the foreseeable future owing to
differing economic policy preferences and constraints as well
as to the resultant divergences in their economic develop-
ment, which will make realignments in the central rates of
their currencies necessary. Even within a common single
market these problems will not simply disappear, especially
seeing that this market will trigger additional structural
adjustment constraints, the extent of which cannot as yet be
fully assessed. For this reason, too, occasional realignments

in central rates will not be completely indispensable for the

foreseeable future. This indicates the necessity for further
progress in the direction of greater convergence in a large
number of macro-economic as well as structural fields.

The existing EC Committee of Governors offers itself as the
basic unit in organisational terms of an EC monetary
authority which does not threaten to run counter to the
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~demands of the final stage at the outset. Responsibilities in

the field of monetary policy could be increasingly trans-

ferred to it over the course of time. In the initial stage it‘

would direct its activities towards coordinating national
monetary policy objectives, individual decisions and the
employment of monetary policy instruments. Parallel to this,
it would ensure an increasingly greater degree of harmoni-
sation of the exchange rate policies of the member countries.
Working from the basis, its responsibilities could gradually
be extended in the direction of obligatory advance consulta-
tions and go as far as having the right to issue directives
on questions of monetary and exchange rate policy. A major
factor in coordinating monetary policy at the Community level
is the centralised process of shaping policy, which could be
undertaken by the national central banks as the constituent
parts of a European central bank system. In organlsatlonal

terms, the-Committee of Governors could be supported by its (

?iigsgéiiiigjgecretarlat .

Developing its own activities in the money and foreign
exchange markets on the part of an EC monetary authority
equipped with technical resources and staff as well as
monetary policy instruments would not appear to be necessary
qntil the national Community currencies have been abolished
and a single European currency has been introduced. The
step-by-step transition from a national to a Community mone-
tary policy should take place on a legal basis that does not
relate to individual steps in the process of integration but
to this process as a whole. As far as possible[ all the
member countries of the Community should embark jointly on
the path towards economic and monetary union in order not to
handicap the integration of Europe as a whole at a later
date.

-47-



53

-47-

If only a few Community member countries were to spur forward
this would have serious economic and political consequences.
Ultimately, the danger would exist of Western Europe being
permanently divided into two parts if the barriers to access
to the smaller system were to become too high. However, to
the extent that separate action in Europe were politically
desired, the door would have to be left open for the
countries excluded in the initial stages to join later. But

these countries could not be granted any right to participate
in the affairs of the monetary union. Besides institutional

arrangements of this nature, however, it is of outstanding
importance for the success of monetary integration for the
gradual transfer of monetary policy to the Community level to
be accompanied by sufficient progress in the integration of
economic and fiscal policy. Isolated steps in the monetary
field would overburden monetary policy in political terms and
jeopardise the credibility of the process of unification in
the longer run.




