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PART III

NO. 485 PBB3

F"CONCRETE STEPS" TOWARDS THE ECONDMIC AND MONETARY UNION

Problemg and Principles

This part of the Report ¢ould start with some congi-

derations about the problems a
strategy of approaching the ec
by steps. General considerati
following issues:

Gradualiem and indivisibility:
union as ouLéned in Part I is|
the economic and ingtitutional
to be realized in one stro
households, corporations, and p
time to adapt to a ney
attribution of new competences
made at once-in (all fields., It
success and to retain the p
course of action on the basis
congiderations point to the ne
to be recognised that policy
tegponsibilities are, in m
divisible. Unless {t is cle
whether the national or the Co
or institution) has “"the last
will inevitably arise. As a ¢
ness in pursuing common goals
benefits sought through the e¢
will be lost. In its past su
Community has combined the two

~,

N

d principles concerning a
nomic and monetary union

ns could be made on the_

an economic¢ and monetary

too profound a change in
tructure of the Community
e. Economic behaviour of
blic administrations need
etting. Similarly, the
o the Community cannot be

ie necessary to build on
gsibility to correct the
f experience. While these
d for gradualism, it has
ecisions and operational
y epecific areas, not
rly indicated who (i.e.
munity level; what organ

word", policy conflicts
nsequence, the effective-
i1l be undermined and the
pnomic and monetary union
ccessful developments the
principles of gradualism
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and indivisibility in various
competences and not others (e.
for indirect taxation, wit
national governments), or by
(e.g. the custom union) faste
harmonization of legislatien)
to identify meaningful "bloc
competences and to link one to
to satisfy the need for grad
split what is indivisgible, For

guestion is to what extent the

policy is a divisible function

parallelism and disequilibria

NO. 485 PB4

waye: by shifting certain
g. VAT as the common &cheme
h rates setting left to
advancing in certain areas
r than in others (like the
, etc. It will be necessary
g" of economic and policy
the other in such a way as
walism while not trying to
monetary policy a relevant
determination of monetatry

parallel advancement

many
imbalances that could cause ecg
of political support for ¢
developing the Community up ¢
union. Perfect parallelism, h
point of time is impossible
productive, Advancement in on
in others. The EMS haé
that h
and the prad

ment
economic convergence
liberalization

interrelated areas 1is a

condition to avold
onomic¢c disruptions and loss
he continuing process of
o an economic and monetary
owever, at each and every
and could even be counter-
e area may trigger advance-
contributed to a greater
as favoured capital market
gramm of completing the

internal market, A cert
disequilibrium may be part oj
Community. Parallelism has to
tarm.

in amount of temporary
the dynamic process of the
be maintained in the medium

gpeedg: there is on
participate in all i
this has ma
enlargements an
countries not joining the
1979. A common adesion ¢to ¢
Community and a unitary parti

Multiple
members
time. 8o
successive

far

Community, but not all the
g aspects at every point of
nly be the consequence of
, for the EMS, of some
xchange rate agreement in
he final objectives of the
cipation to the same "rule
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of law" and to the same set| of institutions should be
preserved, while allowing for a degree of flexibility in
the timing in which certain arrangements will be entered
by some member states. For each set of arrangements the
ranagement of it should be the responsibility of those
who fully participate in it.

Calendar: an exact deadlin has been unsuccessfully

announced in the Werner report in 1970, The Committee may

congider that the conditions|for rwaeuhluy the conclusion
('_ of the process are too difficult and depend on too may
factors to permit a firm 4nnouncement of an explicit
deadline, A clear commitmen to the final goal and to
fundamental features of it as described in Part I,
however, may be indispensablg, and so the indication of
the timing of at last the first step. Moreover, it has
also to be observed that the |[so called "final stage" is
not necessarily a stage beyornd which the system will not
have further evolution, Rathdr, it has to be seen as one
in which the fundamental reqyirements of the definition
of an economic and monetary |[union have been fulfilled,
albeit in a setting that may be subject to changes and
improvements. Thus a f£lexilility in the calendar is
4 necessary.

Moving from one stage to the next: it will be necessary
to indicate the procedures whHereby the decision will be
taken to move from one &stagd to the next, particularly
when no clear dates are set in advance. On the one hand,
the decision to engage in the process proposed by the
Report will rtepresent a ingle political decision
embracing the whole enterprigde and committing to it. On
the other hand every passage ([from one stage to the next
will require an appraisal of | the situation and a poli=
tical agreement.

On the basis of these conéidetations the Report could
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| explicity formulate a

(ii)

C(dd4) gshaping the 1legal base ah
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smalll
that have been retaji
Such principles

choices)
by steps.
following:

one Treaty, several steps.
designed in a treaty, that,
would define an objective and
it. within the treaty several
their content and in the proc

continuity in the objeecti
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number of principles (or
ned in designing a process

could for example be the

The whole process would be
like the Treaty of Rome,
set the rules to
steps . would be defined in

dures to implement them;

achieve

e8, The objectives of the

process would be the same tht
Each stage would represent on

oughout the various stages.
step in approaching them:,

d the institutionsg at the

(iv)

outset, gradual transfer of

competences (cercare un

miglior titolo): the organs ¢
union would be established at
institutional gafeguards and
deemed necessary. Through
competences would be attribut$
container would be c¢reated
would be poured in gradually;

distinction between economig

£ the economic and monetary
the beginning, with all the

characterisgtics that are
various steps increasing
d to such institutions. The
at the outset, the content

and monetary arrangements:

the creation of a nonet
establishment of a new insti
given a proper place in thj
Community institutions (Counc
Parliament, Commission, Courf
union, instead, may only regy
functions and responsibilit
already exist. While a degres
dependence between monetary
towards the wunion is req

ary union requires the
ution that would have to be
rx¥igting constellation of
il of Ministers, European
of Justice); the economic
ire suitable changes in the
les of institutions that
of parallelism and inter-
and economic developments
uired, the two sets of

we
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institutions should remain s
outset the prevailing obj)
monetary policies is the
cutrrency.
2. The content
The content of an econ

described the first Part of
certain areas the conditions J
monetary union are the results d
to be developed by the Commun
executive In other areas
created through a small number o
at /‘the appropriate time.
union, economic and monetary ma
furher gubdivided in a limited
which the Report could review ou
leading to the union. Buch devel
follows:

sphere,

The two broad
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eparate, to ensure from the

ective in the conduct of
stability of the value of
omic and monetary union as

the Report 1is manifold. 1In
equired for an economic and
f a large number of actions
ity in the legislative .and.
such conditions can only be
£ quantum jumps, to he made
components of the
tters respectively, be
number of areas for each of
tline the main developments

opments could be sketched as

can

2.1 Moving to the Economic union.

The Committee hag identifie
that are necessary for an e
requirements:

ements__ensuring effect
ods, persons, services an
Community needs appropriate
technical and
minimum harmonization of s
adequate executive and judi
and sanction infringements
procedures and institutions

—_— e -

three sets of arrangements
onomic union to meet minimal
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d capital. T6 this end the
legislation to dismantle all

regulatory impediments to this freedom;

tandards and tax treatment;
ciary authority to identify
of the Community law. The
that are necessary to reach




¥s-11/89

14: 53 B. !l. SELGR.FPHRIIL.

this
Treaty
complete
this part

objective are already in

of Rome and the §i
the internal market

of the economic
objective on schedule, howe
accomplish a heavy legisla
controversial areas such as th
taxation, Moreover, to over
problem of non-compliance w
Community legislation necessar
internal markeét, the Commun
effectiveness of the proceess w
enforced;
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t

ngle
by 1992 essentially covers

ver,
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place on the basie of the
Act. The program to

union. To reach the 1992
the Community has ¢to
task, which covers
harmenization of indirect
ome a potentially serious
th the growing body of
to support the integrated
ty has to increase the
ereby the Community law is

ive
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should to the maximun
market mechanigms, such mecha
effective. In the business
stronger competition policy.
would require promoting the m
and differentiated trends in

occur,

ossible extent, by way of
should be made more
ector this may require a
n the labour market this
ximum flexibility of wages
labour costs according to

isms

the differences in productivity of the various regions of

the Community. However, si
mechanisms will not be su
adjustment, active policles
supplement them, Such po
tesources, but have also

£

1

nce

even improved market
ficient to bring about

will be necessary to
icies reqguire financial
n important gualitative

dimension that may, if properly designed, significantly

enhance
made available through the Co

of doubling the resources o
billion ECUs per year by
reorganization of Communi

gsignificantly improves the ca

the effectiveness of | any given amount

£

t

of funds
unity budget. The program

structural funds to ...
1992, coupled with the
Yy structural policies,

pacity of the Community to

n
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deal with this range of problens. However, the Committee
may feel that in a more advanded stage of the process
leading to the union such mechanisms should be extended
and made more effective and may [wish to indicate, in this
section of the Report, how thig should be done, in both
quantitative and qualitative tenyms.

o oY olin[nlotatetatsle Yol Rola o akel s tatatatslvlaia (this section  could be
completed with material drawn firom a document that is in
preparation)..seeetsvtevececoes

constraints on national budgetary policies: in this
area, progress towards the ecqnomic and monetary wunion
should follow two directionse. In the first place, it

should strengthen the safequards against fiscal |

imbalances that may jecpardize monetary stability in the
union, BSuch safeguards should include at least limits to
the external (i.e. in foreign |currencies) borrowing and
té the direct or indirect monetiary financing of national
deficits. They should also congider the introduction of
binding rules 1limiting the jize of (current) fiscal
deficits relative to GDP, on a dgyclically adjusted basis.
In the second place consttaintﬂ on national budgets are
neceseary to put the Community in the position to conduct
its -own fiscal-monetary mix beflore the Community budget
reaches a sige spufficient to exert a significant
macro-economic. influence. For | both these reasons the
decigion on economic convergende of 1974 will have to be
reviewed and made more effective (should the Report put
forward a proposal for a "European FPFiscal System"? Such
proposal would outline the prirnciples of a cbmprehénsive
set of figcal arrangements conderning both national and
Community budgets and covering [such matters as deficits,
deficit financing, tax harmonization, respective roles of
national and Community budgets, "own resources" of the
Community budget, etc.).

"'
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The monetary union will be

plished on the various c¢o

nion.
the result of progess accom
ponents of the definition

explained in Part I of the Report: convertibility of cur~

rencies,
of capital transactions,
financial markets, unicity o
of these fields, the report ¢
leading to a monetary union al

irrevocable locking |[of parities, liberalization
integration of banking and

monetary policy. For each
ould outline the evolution
ong the following lines:

of currencies 1is now fully| established for Community
countries. To make it legally irreversible requires
Community Jlegiglation ......{..... (prego Saccomanni dj_

verificare)

a8 e 80 emve ;
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force, on July 1st 1990,

of short-ter
process of
However,

liberalization
complete the
transactions,

minimum harmonization in the tax

the |problem

_____ coming into
of the directive on the

capital movements would
iberalization of capital
of achieving the
treatment of capital

revenues is still unresolved, ([The Commission will present

proposals before the end o

Committee

harmonization and express itg views

put forward by the Commission

should be achieved by the epd of 1992, as part
completing the internal market, The necessary

program of
directives
Commission
discussion
remain to
reconciling

are in the proces
or have already b
be solved,
different

as
£

before the Council. Complex

inancial

1988. In its report the

may want both to stress the importance of such

about the proposals

of the

of being prepared by the
en presented and are now in
technical issues
the problems of
structures and

well as
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traditions. The monetary uni
to what is being prepared
prudential controls exerted

least in the banking field,
policy. The system of BRBur
created in order to operate t

to
degree of decentralization co

exert such functions, wh

irreyocable locking of pa
described how operates the sy
fixed by construction of the
union., Here the report wi
intermediate steps are possib
guch system from the "fixed b
EMS. Buch steps may involve
Firgtly, a reformulation of
that could consist, for
existing 2.25 margins and p
the procedures for realignmen
greater fixity in exchange
more from reducing the freque
the permi
a "rule"
smaller
to take
important
common monetacy
monetary policy decision-maki
supply of the Community is m
with the aim of providin
currency to the union. The
that the process of moving
policies to one common policy
in steps. To try to do so
losing a national anchor b

than from narrowing
However, to devige
less frequent and
Committee may wish
Secondly, and more
"domestic"

NUJ . SO rold

on will require, in addition
. a stronger function of
t the Community level, at
hich is closest to monetary
pean central banks to be
e monetary union would have
le preserving the maximum
patible with the unionj;

ritieg: Part I will have
tem of parities irrevocably
final stage of the monetary
L1 to indicate what
le and advisable to approach
ht adjustable" regime of the
two kinds of arrangements.
the exchange rate agreement,
txample, in narrowing the

rhaps in a modification of
ts. The problem here is that
rates should perhaps result
ney and size of realignments
rted marging of fluctuation.
that would make realignments
in size is difficult. The
a position on this point,
ly, steps should lead ¢to a
policy, to a single
hg process whereby the money
pnaged in commén as a total,
g a "domestically stable"
iifficult problem, here, is
frxom many national menetary
may not be really divisible
ay even entall the risk of
fore a Community

have

LX)

i.e.

anchor is




(40 RN R R o

2,3

1y o4 D, 1. 2CQrR. AR LG,

- 10 =

firmly establigshed. The
gshould be said in this crucial
view were that this change ¢an

the problem would be one of

instance by improving and de
ante consultation, and when t
the

locking” of parities.

Thig description of evolutio
areas of a monetary union does
strong interconnections betwee
need for "horizontal" congiste
reached on each of these s
important of these interconne
areas of banking services, mobi

and monetary policy (including
every| bank of the

In a situation in which
free to offer deposits and o
every households or firm of ev
-. correspondingly -~ svery hous
hold deposits with any bank a
Community, the conduct of monet
level will become extremely di
because national
their traditional basis, whic
territorial coincidences betwee
tion, the area in which their
area in which the banking syste

Evolution of the institutional

NU. =0.J mMoulico

committee will discuss what

part of the report. If the
only be made in one step,

preparing this step, for
epening the process of ex

h take this step. Perhaps

right moment ig in coincidence with the "irrevocable-

hary lines for the various
n't do full justice to the
n the areas, the
ncy between the situations
fronts. The most

nor to

gpveral
rtions
lity of short-term capital
gxchange rate management).
Community is
ns in every currency, to
ry country, and in which
holds or firm ig free to
d in any currency of the
ty policy at the national
fficult If not impossible,

monetary authorities will have lost

h is the large degree of
n their area of jurigdic-
currency 1is used, and the
m is operating.

setting.

RO O RO A S «»s.(8hould
this subject?)..
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there be a sub-section on
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Three steps

In the previous paragraph
economic and monetary union w
continuous movement, althoug
jumps may be inevitable at ce
request made by the European
study "concrete steps" refl
reagsong that are both logical
will have to be divided inteo
defined stages, corresponding
institutional sets of arrange
ous areas. Each sgtage shoul
change with respect to the pr
that the new arrangements
beginning of each stage would
time, bringing about a chang
that the time for the next sta

The sequence of steps has
chronological. This means that
set of measures and arrangeme
inicomplete and not perfectly e
areas concerned, are sufficie
risks of creating situations t
and that would endanger rathe
of the final goal of the union

At the time this outline i
devoted some time to the dis
(described above in Part I
organization of a possible fi
is an hypothesis of moving to
union in three steps,
between the two phases abou
already discussed. Such an hy
the intention to stimulate
Committes.

i.e.

he evolution leading to an
8 described as a sort of
it was recognized that
tain points. However, the
ouncil to the Committee to
cts the fact that, for
and practical, the process
limited number of clearly
o different functional and
ents, concerning the vari-
represent a significant
doming into force at the
develop their effects over
in economic reality such
;e becomes gradually ripe.
to be 1logical, ag well as
each step has to contain a
nts that, while inevitably
uivalent in all the policy
tly balanced to reduce the
at are difficult to manage
than help the attainment

drafted the Committee has
cussion of the final stage
)) and to the content and
st step. Wwhat follows here
the economic and monetary
with a step that comes in
8 which the Committee has
othesis 1is presented with
ﬂurther discussion in the

ceding one. It is expected
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The content of the
following:
Step one:

In the economnic field:

(or significa
were to be proposed for
as planned in the Single
full implementation of (o
the "Brussels package"
funds and ....(to be comp
a new procedure for
replacing the one set by

completion

convergenca.
In the monetary field:
- c¢reation of the Monet

Monetary dinstitution a
mentioned below, will h
which would inherit ¢
arrangements (EMCF, Commi
over the ECU, etc.);

definitive pooling of a

conduct interventions in
yen)
- A mandatory ex ante

monetary policies;
ex ante consultation in ¢
concerning banking superv
natrowing of margins of
(?) per cent,

Stage two:

In the economic field:

15l ST LI N
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three steps could be the

nt advancement, if "step one"

990) of the internal market

cty

r significant advancement in)

of doubling the structural

leted).. .5

fiscal policy coordination

the 1974 decieion on econamic

ry institution, (N.B. the
the Economic¢ institution,
e been described 1in Part I)

present EMS and monetary
ttee of Governors, competence

certain amount of reserves to
external currencies (dollar,
consultation about domestic
he matters of common interest

igion;
fluctuvations from 2,25 to 1
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- creation of the Economic institution;

- introduction of binding rjstrictions to the external
borrowing and monetary financing to cover domestic
budgetary deficits;

-~ creation of a European £fiscal system ag outlined in
gsection 2 above: improved procedures, actions and
resources for structural policies; a linkage between
own resources of the ommunity budget and the
budgetary sltuation of member states; etc.

( In the monetary field:
; - al) the external monetary relations will be exerted by
the Monetary institution; external interventions,
participation in the monetary meetings of the G3,,, ..
etc.;
- national monetary objectives will have to be agreed
within the Monetary institution, and monitored by it;
~ the Monetary institution will have the capacity to
conduct intra~EM8 interventiions;
- ‘anything about realignments?

iii) * Stage three (final stage; this will have to be
congistent with what is saild in Part I):

In the economic field:
- the uﬁﬁ?ﬁ%ﬁy ingtitution will have the authority to
impose constraints on natijonal budgets when this is
required to prevent imbalances that may threaten
monetary stability, or wjen it is required for the
achievement of the desijrable policy ‘mix of the
Community as a whole;

- the European fiscal system will come fully into force.

In the monetary field:
- parities will be irrevocably locked and the Monetary
institution will start operating will full competence
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for the monetary policy ddcisions of the Community, as

deegcribed in Part I.

Procedures

This final section of Pay
about the procedut
process and moving frc

proposals
whole
following are preliminary id
will f£ind a place in thies se
to add more).

Legal bagis. A treaty wi
of Article 236 of the Treat
provide a legal basis for
ments that are required
monetary union. Given the g
the c¢lauses of the Treaty w
later stage. The "Treaty £
always been followed by ¢t
ments, and appears to be ¢t
process on firm ground an
credibility.

Timing. No dates were a
three steps described above
to set a deadline for the fi
a date appears to be ne
already been taken or pla
constitute a natural refere
the first two steps. The rel
complete liberalization of ¢
1gt 1993, for the coming
market, including the mar
financial services. In discu

the second steps, the €o

t III
es of

would contain specific
setting in motion the
m one stage to the next. The

as on some of the items that
tion (the Committes may want

1 be stipulated on the basis
of Rome, such that it would
11 the actions and develop-
economic and
adualistic approach, many of
11 come into force only at a
om the outset" approach has
e Community in its develop-
e only way to establish the

to give it the necessary

0 reach the

tached to the hypothesis of
While it seems not possible
al stage, for the first step
essary. becisions that have
ned with a precise calendar
ce for setting the pace of
vant dates are 1990, for the
pital movements, and January
into force of the internal
et for banking and other
sing the timing of the first
her a date should be get for
ittee will take account of

TEA we
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these two dates. It has also to be considered that each
stage contains a program of legislative actions that the
Community has to fulfill, as well as the need to test the
arrangements established at the beginning of the stage.
Moving from one stage to the next. A procedure will
have to be proposed in the Report on how teo decide the
passage from one stage to the next. Unanimity has been
guggested by some members of -the Committee. 1Is it to be
adopted as the rule for all the stages? Who should
participate in the decisionf Another aspect of this
decision-making process will | concern the indication of
the body, or bodies, that will take the decisien. The
European Council may have to tpke the final decision, but
what say will have the organa pf the Economic institution

and Monetary institution respectively in proposing, or
giving advice about, this decigion?

Location. For the Monetary institution a decision
will have to be taken about the location. The note
prepared by Governor de Larosi@re suggests that the
location could be Basle for the first stage. Should the
gecision about the final location be taken at the outset?
where would be located the monetary institution?
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