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TOMMASO PADCA BCHIOPPA

Rome, October 21, 1988

To: Mr., Gunter BAER
Mr. Joly DIXON
Mr. Jean Paul MINGASSON

This is a draft of the "framework note" for the November meeting of
the Committee,

_ Joly and Jean Paul could traemit a copy to the President so that he
can read it before our meeting on November 25th.

As I shall be in Bruesels in the early morning of November 25, 1
suggest that the four of us meet at the Banca d'Italia offiece (Rue Ducale,
47/49, telephone 513.88,90) at 12, with Daniel Gros, to discuss Daniel's
paper and other issues, We could have lunch together. Please confirm to my

secretary if this arrangement suits you.

)
, QUa Uaa 4O,
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MONETARY UNION AND A EURQPEAN SYSTEM OF CENTRAL BANKS

October meeting. In its second meeting (Luxembourg, October 1988) the

Committee has discussed the esaential features of an economic union,
consistent with a monetary union. Such features fall under three broad
categories. Firstly, arrangements ensuring effective freedom of
movement to goods, persons, services and capital. Secondly, arrange-
ments to foster economic edjustment without exchange rates changes that
are by definition ruled out in a monetary union. Such arrangements
range from removal of impediments to the working of market mechanisms
(e.g. competition policy), to adjustment-promoting regional policies in
combination with financial +transfers (e.g. training progremmes).
Thirdly, constraints on national budgetary policies to prevent fiscal
imbalances which could threat monetary stability in the union. These
additional contraints on national budgetary policy, ranging from
strengthened fiscal coordination to binding rules of budgetary
discipline, were regarded as necessary as it was generally felt that
market discipline would work too slowly and too weakly.

There was a general view that the process of realizing economic
and monetary union requires from the outset the drafting of a new
treaty. The treaty should define ‘the final stage, and indicate clearly
how the constituting elements of the union would be assembled., It
ghould also state the procedures for moving from one stage to the next,

with each stage being consistent with the final objective.

Monetary union. In the October meeting the existence of a monetary

union was taken as given. A discussion of its structure and features is

planned for November.,
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In itR dﬁhnfas 80 fan tho Cemmittes liaw swlulned the derinition of
monetary wunion presented in the Werner report and in the 1971
resolution:

(a) a mingle currency area, implying fotal and irreversible convertibility
of currencies, the elimination: of exchange rate fluctuations and the
irrevocable locking of paritiea:

(b) complete liberalization of capital transactions and full integration
of banking and financial markets.

(:) The implementation of (b) is already agreed complete liberaliza-
tion of capital transactions 4is scheduled for July 1990, full
%ntegration of banking and other finencial services for January 1993.
Af to the (a) there is a broad sgreement that more coordination of
monetary policies is not sufficient to create a "single currency area"
through the "irrevocable locking of parities", What is required is one
monetary policy. and an organ which is able to take operational
decisions on a continuous time.

The problems that have to be golved in order to.establish the
monetary union as defined above are essentially related to two sets of
issuea: one concerns the inatitution, its organization and tasks, the

(:> other concerns the currency and related arrangements. Without disre-
garding the strong interrelations between these issues, they may be
discussed separately. On the basis of the notes submitted by Professor
Thygesen and Gévernor de Larosiére the problems concerning the
institution could be dimcussed in November. The following meeting could
concentrate on the issues concerning the currency, with the help of
notes prepared by Preaident Duisenberg and Governor Ciampi, on the

parallel currency concept and the ECU respectively,
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3. Isgues for the November Meeting. At the meeting in November the

Committee may wish to examine the following institutional issues:
(a)Principles. As a starting point the Committee may refer to what Pre-
sident Pdhl has called the 'decisive principles fhat absolutely must be
taken into account when setting up a European central bank system" (pp.
12-14 of the paper "Further Development of the European Monetary
Syetem"):
i) mandate to maintain etability of the value of money as the prime
objective of European monetary policy;
ii) independence from national governmente and Community authorities;
iii) voting power based on the economic importance of the member
5 countries;
iv)1 a fedeial structure;
v) limitations on credit that can be granted to public authorities,
including those of the Community;
vi)  policy instruments capable of managing the money supply effect-
. ively without recourse to quantitative controls;
vii)'banking supervision integrated with the independent European
central bank,
An additional issue of pringiple, that is touched upon in
President Pthl's paper and that the Committee may wish to discuss, isg

the accountability of a European central bank.

(b)A system of European central banks ("The Centre"). In designing the

organs of a monetary union it is natural to draw inspiration from
decentralized central banks and monetary organizations, in nations with
8 federal structure. The Deutsche Bundesbank and the Federal Reserve

System of the United States are useful terms of reference,
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prepared by Professor Thygesen.
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Four queéestions seem particularly relevant in the design of a
European system of central banks. Firstly, it will have to be decided
which monetary policy decisions will have to be taken by '"the Centre"
and which ones may be left to local (national) central banks. Secondly,
to what extent does 'the Centre" need operational instruments and to
what éxtent may it rely on the "executive arm" of one or more of the
national central banka (as in the case of the Board of the Fed in
Washington and the Federal Reserve Bank of New York)? Thirdly, the
problem of the internal structure of a System of European central
banks, the governing bodies and decision-making procedures. Finally,
;hg place of the new institution in the system of Community and
ﬁ?tiOnal institutions, including questions relating to appointment of
members of the governing bodiea, terms of office, relationships with
other Community institutions.

Some of these issues are expected to be a addressed in the note

3
S8

(E)Thé first step. In the October meeting it was suggested that the first

step on the way to monetary union should be based on the new‘treaty and
that stage one should be an "embryo"” of the final situation, in the
genge that it should contain the essential ingredientgs of it. It was
also suggested that "something to manage', i.e. a policy responsibili-
ty, should be conferred to "the Centre" from the start,

The note prepared by Governor de Larosiére will provide the basis

for a first discussion of step one.

21.10.88



