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The ambition, But alss the complexity, of the final objective of
economic gnd wonetary umion reinforce the need to clearly define tha
process uhich {3 to lsad to Buropean economic and monetary unification. The
present divecsity (n the situations of the different Buropean countries and
the variety of areas involwed ~ which 89 well beyond the sconomic end
menerary vphete - meke it necessacy to ba hoth clear and preciss concerning
the path to be mapped oot.

] The request made by the Buropean Council to the Committee to
ltud,’- “concrete steps” reflects the gwareness that an economic and monetery

union, as outlined in Part II of thig Report, is toc profound s chsnge—ia

. Ve m——

the economic and fastitucional ateuctuce of the Coemunity to be realised at

928 etreti. Bousedelds, corporations, unione and public sdministrarions

will nead tiwe to adapt thelr economic behaviour te & new setting.
Sinllarly, it will not be possible to attributs new powers to the Commmizy
ar once fn atl fields. Rather, it will be fecespacy to build on suecess and
to retaia the possibility of correcting the course of action in the lighe
of nevr experiences,

For thess regsons the process of implementing economic end
Ronetacy unicn will have to be divided jnte a limited nuaber of clearly
defined stages, Each stage will have to Tepresent u significant change with
reipect to the preceding one. Hew arrangements gcoming into force at the
begloning of each stage will gradoelly develop thelr effects and'. bring

#bout ja chengs in eccnomic reality 50 as to pive the way for the npext
stage.

The Committee iy of the view that, ia eddition to the general

incliple of subsidiarit explained earlier in this Beport, a number of
considerations have to be rakes into account inm designing & step~by-step
Opproech to economic and swnetary union,
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& first consideration concerns ugl nd__indivisidilicy,
While the argusents above point to the need for gradualism, It hes to be
recognised thet, In certain specific areas, policy decfsions end

_ operational responsibilities connot be transfeceed "pisce Sy piecs” bus

vequire a quantum jusp. Unless it is clesrly indicated who {S.e. shether
national governments or the Community which organ or inatirution) hee "the
last word”, policy coaflicte will inevitadly sclse, Hovever, ... In the
following, two slternative scenarios are presented, cocresponding te
difterent choices toncerning gradualism and indivisibiliry.

A sscond and related consideration conescns pazalleliss, Parallel
sdvancement in many interrelated arees is an indispensable prerequisice for
the avoidence of imbalances which could csuse economic i ard less
of political support for the coatinuing process of developing the Comunity
into an economic and monetary union. Perfect paralleliem, however, st each
and every point of time {s impossible and could even be counterproductive.
diready {n the pastfthe advancement of the Community in certain eress has
been combined withtemporary standstill in others, thus {nvelving s grocess
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parallelism it pact of the dynamic evolotionary process of the Community,
Hovever, psrsllelism has to be msicteined in the medium term.

A third cousidecation concerns participstion. There i1 one
Community, but not all the members have participated fuily in all its
aspects [rom the beginning. %0 far this has asinly been the consequerse of
successive enlargements and, for the ENS, of tha decision of wome courtrias
rot to feln the exchange rate agreement. A& consensus on the final
objoctives of the Community, as well "M the same mt of
institutions, should be maintained, while allowing for a degrie of
Elexibility concerning the date on which some member countries join cirtein
arrangements, The management of each set of arrangements should b the
responsibilicy of those who fully perticipate in it,

4 Fourth consideration concerns the calendar snd the timing, The
Committee considers that the conditions for teaching the final stage are

toc difficult ang depend on too many factors to permit & Eirm annoiniement
of 4n  explicit deedline. It has also te ‘be considered that each stage
containg 4 programme of legislative actions rhar takes time to inplement,
as vell g5 that there i & need vo test the arrangements established it the
beginning of cthe stage. Thue & certein degree of flexibilicy is che

v oy ® emmma—
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catendar ie mecessery. Howaver, & clear commitment to the f in_c stage, as
descelbed ia Part 11, §s indlepensable and there shoold be at least an
indication of the timing of the first step. Progresy from one stags to .the
only on ‘the medium—term direction i» which I:hy.;ut aia cheir efforts and
initietfves in the sonetary field, but galse on the day-to-day

implementation of the specific policies they have vte define and
co~ordinata.

oext vill require that the acnetary authoritie_s ere fo full agreement pot

2. rgces:

The implementation of economle and wcostary union must, in
accordance with Article 238 of the Treaty of fome, be embodisd inm & mew
Treaty. However, aven after a policical decislon to conclude & nau Teaaty
has been taken, ite drafting and ratificaticn will & certain cime. 1Ila
order not to losa momentum and to demonatrate the political determination
to advance on the road to economle gnd mocietary union, ir would seea

advisable to combine in g first lthMM_MM
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the enacteent of s oumber of concrete Beasures. While the possibilities for
sotlea will have to confora with the existing lega? and instituzional
Iramevork of the Community, the Committee feels that thara is sufficient
scope for additionsl e&nd seaningful seasuces in both aopetary and
Bon-wonetacy areas. However, some of these measures may, a1 desceibed in
the next section, vequire some chansges in national legislations, The new
Treaty would come lnvo force et the latest at the end of the Eirst stage of
the process,

Concerning the Tresty, two slternative rtoutes are conceivable,
The first route {s to conclude ¢ gev Treaty each time & golitfical consensus
to advance one step has becn reached. This procedure has the advantage of
clearly laying open st each step the political commitment to Buropean
integeation and affering a high degree of pacticipation of npationel
governments. AL the same time, however, this approsch is not only rather
unuieldy and bound to be slov, it alec cacries the ripk that, vith focus on
pregmatic congiderations, the overall conslateacy of the process may oot be
sufiiciently safeguarded ang sight may be lost of the ultimate objacrive,
Koreover, while there is. no doubr thet upon completion of the precess of
integracion all countries will benafit grestly from economic end Bohetary

e — e ee
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union, #ach time a decisica on a new step 13 to be mede without a firm view
of the wultimste poal short-term cost considarstions may receive undue
weight agalnst louger-term bensfits and thuns hamper the process of
integration.

oo = = s

An slternative route would consist in ctmcluding & comprebengive
single pev Treaty which would formulsts clesrly the esnentin) festures and
[nstitutionsl srrangements of econemic and wonetary union g9 described in
the preceding sections. The Tresty woutd facilitate the implementation
precess through the peovision of “urgantc laws™ ang enabling clauses. The
Treaty would then serve as a visible lendmark om the Wy to integration
egainst vhich the consistency and conformity of eech individual step with
the final ebjective could be checked. Such o procedure would aellow all
mesbor countriss of the Community to express their agremment with the final
oblectlvs of Buropesn Integrationm vhile, ot the same time, it would not
necessitate that each step be carcied out simeltaneously by all countries,
thus lesaving coom For longer transitiom periods for certsin countries.
Taking these considerations into account the Committes feals cthat

T
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8 step~dy-step approach should be foynded oo two basic principless

{a) wbether it be st the Woaetary or economic level, it would be

necessary rapidly o resch ratification of A Treaty, vhich would have the
double advantage of1

satting the in{tiatives caken in ths Lntermediare phase vary definitely and
irvefotably {n the context of the path 14id dosm towards the ultimate aim
of wonetary and economic union, This is essential for the integrity of the
Final objective to be ensured and alse for the process to maintain jts
bopentull gnd make steady progress|

respecting the principle of progress in pargllel with that ackieved in the
oon-monetary [ields, which should also be the subject of a Treaty. This
would have the effect of reinforcing these other commitments, which would

ensuca that the emphasis in these initial stagas would not fell entirely on
monetary and foreign exchange policr.

(b) The Treaty will indicate the procedures whareby the decision will

be taken to pove from one stage to the nezt, On the cne hand, che signing

of the Treaty will reprasent & single political decision embracing the

~wvinm
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3. Tvo scenarios jn three steps

Vhat follows are two scensrios of how to arrive at econcmic and
sonetary wnion in three steps. In each of the two scenariss each step would
be the “entry point" to a new stage of the process lesdirg to the economic
and monetary union.

The two scenarios have some common features. Firstly, they both
provide for parallel progress on the economic and on tie monetary side,
besed on a Treaty at latest frem the beginning of the second stage.
Secondly, in both scensrios step three consists of passing the decisive

"mwmﬂhmmrm—m
coming inte force of a mometary regime in which the rasponsibility to
ensure price stability is exerted jointly through the Ewropean System of
Central Banks.

The differences between the two scensrios are spelled out in

detail ingelov. They primarily comcern the operational context
and the legal imstituticnal basis of the first stage. In Scemario A the
first stage would consist of an upgrading of the procdures of policy
co-ordination, both in the monetary and in the budgetary field. The new
procedures would not be binding and no change ‘would have to be introduced
in @ither the Treaty of Home or the national legislation. In Scemaric B the
first stage would comsist of the creatiom from the outset of a Europesan
Reserve Fund that would be the building ground and the iiitial engine for
Buropean economic and mometary integration. This M tequire
appropriate changes in national legislations.

The two scenarios also differ in that the first step of
Scenario A can be applied to all member countries, while Scenavic B would

-only be applicable to countries that choose to participate in the EEM with
narrov aargins.

largely as a consegouence of these differences concerning stage
one, also stage two is different in the two scenarios, as showmn below,

J—— Sectious § awol §

—— covlA.
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Besides these operational and legal aspects thece are differences

fn the gemeral philosophies underlying the two scenarios.

The general philosophy underlying Scenario A is based on twe
——————considerations+ Pirstly, -to—the—extent to whick a2 change in metiomat——— — — - — ———
legislation is deemed to be necessary to create a Pund as envisaged in
Scenario B, it may be thought that the political and institutional debate
that would inevitably accompany any act to be takea by national
parliaments, should preferably be reserved for the "big change" of & new
Treaty rather than for an initial step only. Secondly, a first stage based
entirely on the existiog - though reformmlated -~ fora for policy
consultation, without the creation of an embryc of common decision-making
body, would unambiguously leave in national hands the respomsibility for
monetacy decision in the first phase of tha process.

The geperal philosophy undeclying Scenario B, based on the
proposal for the gquick creation of & Europsan Reserve Fund, is inspived by
three observations.

—— e iy

creation by 1992 of a sisgls Europaan-markst for

capital transactions and financial services i1s an irreversible process in
vhich Buropesn countries have engaged and which requires central bamks of
countries participating in the EMS to improve monetary policy co-ordination

at both internal and external levals.
. Gmdly, the sizable fluctuations within the international

monetary system have led central banks to rely more heavily on intervention
in the foreign exchange markets om a co-ordinated basis. However, such a
policy necessarily has a direct inflvence on the implementation of domestic
sonetary policies in thess countries. It is therefore necessary and urgent
that central banks create means for analysing such issues on a permanent
and. common basis. It is not only a matter of strengthening the impact of
their operations, but also of maintaining the efficiemcy of their monetary
management both at domestic and European levels
e o
their wooetary policies on the basis of differentials vis-i-vis other
countries i3 not necessarily conducive to fostering a mometary policy
satisfactory for the Comsnmity as a whola. The creation of a commson
monetary think-tank for analysis and recoamendations would make it possible

to address this problem better. The daliberaticas within this wonetary
think-tank would in effect provide all the central banks with a better
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basis for setting thefr own national approaches in a Buropean context while
praserving full decision-making autonomy.
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whole eaterprise of economic and mooetery union god cosmitment therato. On _ ) '
the other haod, every passage from one stage to the next will require an s
appraisel of the sitvation 4nd [unenimous] patitical ggrsement. [Shoold :

unsnismicy be sdopted as the rule for sli the atagas? Wha should partisipate— -

in the decision? Mulch body or bodies wilt take the decisfoa? The Ruropean
Council may have to take the finel decision, but ukar say witl the organe
of the aconomic inscicution and monetary institutlon vespectively have in

i [
proposing, or giving advice on, this “eul——_‘ l u‘e)-é § 3

o esmuete 4 | I~ 4. *To Sceuarieys...

A(1) Srage soe

i
ﬁl be enacted in conjunction with the coaing into force of the } ; (
directive oo short-term capital -wuent} g ; >

In the ipstitutionsl Iisl4:

= preparation and ratification of the Treaty on the economic :
and sonetary union, with a procedure sinilar to the one .
followed for the Bingle European Act.

In the gconomic fields

= complete removal of {nternal barciars and Liberalisation of !
exchenges of goods, services ang capital within the
Community, sccocding to the single market programoa adopted i
in the Single Acty strengthening of Cosmunity competition
policy and of the executive and Judiciary authority te
identify and senction iofringements of Commmity lawj

= full implemantation of the "Brussels package®” of doubling
the structural funds, designed to strengthen substantially
the ability of Community pollcies to promote regiomal
davelopment and to cerrect econcaic inbelances;

= teplacemsnt of the 1974 Council Decision on  economic
tonvergence by a new procedurs [or budzetar lic
So-ordination. The thrust of the revision of the 1974

TR M Y T
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toavergence decision will be to strangthen comslderably the
possibilities For un sssessment and ¢ better implesentation
of the rversll poliey nix in the Commcnity. The assessment

will imMM—Qre—e&ecm—tn—mmw

macro-etonoaic policles, with co-ordination being based on
recommerdations and carried out with due sccount of the
viavs of the Committee of Governors. In  particular, the
Tevised 1974 convergence decision will:

=8¢ up & 2w procedure for budgetary policy
ceordinstion, with quantitative gulidelines, where
N apsropriate, and medium-term orlenzationsy
= sstablish a process of mmitilatecsl sucveillanca of
ecmomic performence  and policies based on
macro~scononic iadicetors. Khere developments are
judged insdequate or detrimentsl to commonly get
objectives, these would trigger at the Commumity level

PB18-822
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Fesiumendet tony wmd endOTYRINYY Y6 corréct cational
policies}

= proride for the possibility of promoting, where Fele
appropriate, concerted gctions of the member countriesp

= conialn » M by l senbec countries e
comolidate their budgetary position [by reducing,
vhers necessary, the central government deficit to ne
mors than XX of GWNP over a period of ¥ years].

1n the sonetary fielde

SEGR. PARTIC.

< gopital iransact ionst the coming inte force of the June 1988
directive liberalising monetary movements in July 1999 will
establis? & regime of complete freedom of capital
transactions. Ducing this Fiese stage & dicective would be
adopted to harmonise tax ctreatment of cepital revenves te

the extent that is necessery to swoid distortions in capital
flows}

~ poliey co-ordingtiont the 1964 Council Decision defining the
mandate of the Committee of Centrgl Bank Covernors would be

@9: 16 B. 1
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replaced by a oew declslon giving the Commitcee gceater
suthority end visibility and msking it the forerumner of the
Council of the Buropean system of centrel benks to be
created under the pew Treaty. Tha thrust of the cevisioa of

PB11-822
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the 1964 Council Decision will be te strengthem fucther the
co-ordinstion of monetary pelicy among alt mesber countries

of the Community, To this end, the Committee will be invited
toz e

- formulate recommendations on the oversll ou-riugution of
ugnatezy snd  exc § 3¢ well as on
msasures teken 1n these Cields by individual councries.
In pacticoler, the Cosmittes would be comsulted in
advazce of natlonal decisions on the course of monetacy
policy, such a9 the setting of amnusl domestic msonstacy
and credit targers;

= make policy recommendations to individusl goveroments
and the Counci] of XNinistees an icleas

it rmiusemt anaem—ty .

that could affect the futernal and extermal monetary
situation {2 the Commaity, especially the Fuscticaing
of the ENS. The ocutcome of the Committes's
delibecations could be made publicy

= submit an gnnual report on frs activities and the
monetary situation of the Community to the Buropean
Pariisment|

= 86% up 4 sub-committea o start vegulae consultations
concerning matters of common interest is the field of
banking supervision.

In ordér to enhance its role In the process of monetary
pollcy co-cedinationt

= the Committec's cpinicns and recommendations would not
have e reflect unanimity, but could be eatablished by
¢ qualified mujority |determined oo the basis of

veighted votes?}3 the recommendations, would not be
binding;

P e AP b ——
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= the Committes would be chaired by a Chaieman vho uuld
be elocted for & peclod of [thres) years}

= the Committes would be sspported by & percanent
Secreteriat,

Lol o verrssmmenas
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= BNS grrangementyt ell member coustries would become participants
is the exchange rete smechenism the ERS with the same

fluceastion margine; [wechasisms offffmancfel suzpoct would be , ’ m ‘W &1&
strengtboned to mehw the eystem fully aquipped to counter, if :
meeded, destabilising short-term capitat sovenente}] margine of : Md ; &OLG t&—m
fluctvatlon would be narrowed From 2,23 o [L13s

« ECU grrgngemente! removel of zegulatory lspediments thac may

prevent macker participents veing the BOY in setting prices,
keeping corpocate accounts, acd enatnctiliny kind of pecuniary ‘ M x # e’ “,
obligations. The ECY remains a basket.

A(2) Stags two

- ——
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[to be enscted vhen the naw Treaty comes fato force.] g

In che fis

= the Centre Eor ecopomlc policy decisiony (CEPD) would start

operating with & wiew o promoting convergence and
co-ordination of economic policy In the Community,
[l’ollouin‘ ths programme set out in the new Treaty,
legislative and executive messores would be taken, at the
Compunity as well as the national level, leading to crhe
ereation of ¢ Burepean Fiscal Framewock (EFF). Such a systes :
would cover: essential tax harmonisation; the respective s
roles of natforal and Commnity budgets; "own" resources of

the Community budget| the size of budget deficits and their
financings] 1

[in accordance with the prograswe for the EFF,] this stage
2puld iocludet
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= introduction of rules relating to the sisze of the
budget deficite and their finencing;
~ sdoption of medium-teem guldelines for key finsncial

targats and economic programaes in the mesber statesi

= joiat adoption of budgetary objectives, when feolt
appropriate; s part of & co-ordinsted bodgetary and
economic policy)

= enlatgement of resources for supporting the structural
yollcies of the member states and strangthening che
Community fnvestment programmes fa the fields of
research and {nfrastructures.

In the mangtacy field:

= creation of the European system of central ks {ESCB)
dascribed in Pact II of chis Report, with its gesdmeinsbuty

B. I. SEGR.PARTIC.
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16,1268

and ‘legsl underpinnings: mandate te

preserve price
stabllity, {ndependence, accountabilicy, decision-making
procedures. The BSCB would replace the present institutional
Wozdtary arrangements (EMCF, Committee of Governors snd {ts
peraanent Secrctlri-t-M would be endowed with o
certain proportion of gold and third currencies, previcusly
held as foraign exchange reserves by netionsl central banks,

as wall as certaln contributions of sational Community
currencies.

Tbe tasky of the Hmld bes

= to act a3 a forum for [binding] ex ante cc-ordination
of nacional monetary policy, with monetary policy being
executed by national cemtral banks, The co-ordination
Wild teke place in the e Councll, which in
addition, would take over the Functisas pecformed in
stage one by the Committea of Cavernors. The
Couneil would be supported by a permanent staff (which

e meme e e A - ——— . 1 38

l3tatt

' +—1 ). The EscC8

~ €ScB8

— E5¢R
—~ €SCR



-10 - -~
veplaces the permament Becretaciat ser ag In atege
one), snd the staff would be supervised by the Board;
~ te conduct [Lllmited] exchange -marker intecvestions,
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both ia cthicd cucrenciss end within the M3 [in

concertatiom with central berks whose currencies vere
wsed? In sccordance with guidelines establisbed by the

Councili))
T to rvepresent the  Communlty  {together  with
represantatives of nationsl central banks) in

iaternational monetary meetinge)

© to manage lte holdinge of third eurrencies gnd national
Community currencies;

= to administer the shori-term and vary short-term
fiosncing eechanismsy

= ¢o adminlster the privare Ecy clearing system,

(W.B. Oving to the mmall eisze of

interventions and to thg
firm i & 4

B. I. SEGR.PARTIC.
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wlBl opecstions om domestic mooetery conditions of member
tounteies should be ' oegligible. Its main function would ba reo
provida a signal to the macket.)

A(3) Stege three

e e rwre ol - mae .

\

[‘ carresponds to the final stage descrided in Part I1. It
shosld be observed that the so-called "fingl stage” is not necessarily o
stage beyond which the system would ot be susceptible to fucther
svolution, Rather, it 49 ocne in which the fundamental requirements of am
economic and monetsty union would have been fulfilled, albeit in & setzing
that might be subject to changes and improvements.]

In the economic field:

The Centrs for economic pelicy decisions would be given the
authoricys

V-

e Tl bepiuistn

étg.;.r.‘ﬁmt
Jta0e “wovlot Lo walkeot
A? lee fwsZive ek

o /MJZ@LJ. Tlss slou

be olec;oleal whts ecowouu
coundilows ia Mtc/qﬁ.‘?a
Covu Cii s ane Joaég-ea(
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~ ta lmpose constvaints ea nationsl budgets vhenw cthis in

becassary te prevent fsbalances that may threaten’ ®onetery
stabititys-

= to meks discretionary changes (through a gprocedurs to be

defined) i Community resources to supplement steuctural :
transfers to wember states or to influence the overall ;
policy etanca ia the Commnitys i

=~ to make dSscretionary changes {through ¢ proceduce to ba
defined) {n the level of harmonised tasatica ratesy

= o apply soma form of conditionality to existing Community
bodgetary transfers and to Cosmunity loans (as a substitute
€or the present medium-term loans fecility).

. Asimen.a

In the mongtary fielas ;
| EEEE NAPE NS R SRS e o

@ snnouncement of Irrevocable Eixlag of peritiss between the

— Community curcenciasy

= concurrently the full vespoasidility for the formulation of

acnatary policy In the Community would be atteibuted to the : )
Council, replacing the (binding) ex ants co-ordinstion H E : cs

procedure followad during the preceding stage;

~ decipions on  exchange wmarket _ interventions §a thicd
turrencies would be made entirely under the responsibilicy 3
of :IuH Councily the execution of interventions weuld be Yoo} E sc‘
sntrusted to [coe or ?] patlonal central banksj :

= the implementation of the Community's mooetary policy would :
be carried out by the Board of thcﬂ in co-operetiion with H; es ca
national central banks. In order to be gble to Influence
oversll moneteary developments in  aceordance with the
decicions of the @& Council, tbemvnuld be empowvered wen fscg
both to lapose and vary winimum reserves [in ECU) national
currencies, third currencies?) to be held by national :
central banks and to operate directly in the money markets. :

4(4) Last srage

= the ECU replsces nscionsl eucrancies.
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[co be enacted [a cenjunction with ¢he coaing iato force of the
directive oa short-ters capital movements.]

To the inprirutions) fistqs

= preparation and ratification of the Treaty on the economie
tad monetary union, with & procsdure sinilar to the one
followed for the Singls European Act,

In the gcomgmic figlds

= complere ramcval of Internal bnrrioﬁ and libereligation of
sxchanges of goods, services and capital within the

EELIC PR SR e
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Htr.—mrm gingle market progranms gdopted

in the Single dctf strengthening of Commnity ocespetitica
policy and of the executive end Jjudiciary authority to
18entify and sanction infringements of Community lawy

= Eull {wplementation of the "Brussets package® of doubling
the atructural fundg, designed to strengthen pudstantially
the abillcy of Community policies te promote regional
davelopment and to corrsct econoale {imbalances}

= raplacement of the 1974 Council Decision on  econcmic
convergence by a new procedurs for budgetary  policy
gocordinatlon, The thrust of the revision of the 1924
convergencs decisios will be to strengthen considerably the
possibilities for an assessment end a better implementarion
of the oversl) policy mix [n the Comxunity, The assessment
will form the basis for a more effective co-ordination of
macro~sconomic policles, with co-gsedination being based on
recommendations and cerried out with due account of the
vievs of the Committee of Covernors. In particular, the
tavisad 1374 econverpence decinion wille
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TSt wp a wmew procedurs for budgetary policy

co-ordisation, with quentivgeive guidelires, checa
appropriate, a0d mediun-tern ovlentations)

3

In the ponstacy Fialds

= Sstablish aprocess of multiletecal survelllance of

¢conoaic performamca amd policfes’  based on
mscro~economie iedicators. Where developmentsy aca
judged insdequate or detrimentsl to commoaly ser
objectives, these would trigger st the Communicy 1level
récommendstions and endorgements to correct ustiomal
policiesg

= provide Zor the possibility of promating, whera falt
sppropriate, concerted actiocns of the asaber countriss)

- contaln n*ﬂn-‘ by JY member coustries to
consolidate chelr budgstary position Iby reducing,
ubere necessary, the central government deficit to no
Rorg than XX of CHP ovar o perlod of ¥ yeara].
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= eepital tranigctlons: the coming into force of the June 1988
divective liberalising sonetary movesents in July 1950 witl
eszablish o  regims of complete freecdom of capltal
transactions. During this £irsc stage a directive would be
adopted to harmonise tax treatment of capital revenuss to

the extent that {5 Decassary to avold distortions in capital
£flowy)

= B3 and policy go-ordingtion: following tha procedurs used
in 1978 for the creation of the mMs (2 Besolution of the
Buropean Council fol]owed by an  agreement betvean central

banks) & reform of KNS arrangesents would be implemented
along the Following linest

- creation of ¢ Buropean feserve  Pund, the ERE,

{replacing EMCP when 411 EMS  countries ars
participants]) with the task of fntervening jin third
cucreacies and eventually in Community currencies
{ntremsrginally or st the limit in order 1o aupplement



<=
£
fotivigual actlos whea ti-:Ie-o appear. ‘The EAP's
intervention should tgks- .place after ' unanimous
agresment has besn resched between cestral bank
menbders. Interventions would serve the two purposes of

P@18-822
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creating & “tralaing ground” end providing a aignal
efiect through concerted interveativas;

~ the rescurces of the EBP uill be provided by a  poaling
of reserves of the participsting central banks thet
ool st abaae falellll, 18R oF L.l av1d Luldluyg aud
102 of thalr forelgn currency doldings;

= the EAF would ensure the oanagemsnt of thase resecvesy

= the ZAF would also set up a Monetary Policy Department
vhich would be In charge of analysing in particular
interest vats trends, monetary ajgregates end domgstic
demand. It would chereby facilitate from g Coomunity
polnt of view the concerted management of exchange
rvates and the co~ordination of monetary policies among
the different participating central hanksg
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= this phase could go aloog witk the crestion of g
smosgry peliey co-eréinstion comvitter, wilch would
define common surveillance {ostruments, proposs
harmeaised objectives, gnd would progressively graduate
from an ex post snalysis to an ex ente epproach to
moaetary policy adjustmenty

= all the EEC's central banks would be eligible to join
the EAF, However, mesbership would be subject to their
participation in the exchange vate mechanism and the
pooling of a portion of their reserves)

= a9 a [foreruoner of the fulture Suropesn Central Bank or

the Zuropean system of central banks, the manegement of
the ERF would consist of:

=& Board of Directors which would tomprise
automatically the Governors of each central bank
perticlpating in the ERF;

= an Executive Cowmittee whose members would be
selected by the Committee of Goversors ‘on 'the




- - ,,__\

R
basis of competance. This txecutive Comaictes
would ba of » small sise, tonsisting of three or
four sembers who would have dirsct responsibility

for the diffecent depactments of the ERF;

15
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= tvo committess! s Poreign Excheage Policy acd a
Moaetary Policy Comictes, They would report
regularly to the Committse of Governors and, in
the frasework of a more sctive "monitoring”, woald
Tetolmend appropriate actica in the field of
exchange rates and interest rates;

< t¥e departments: & Porelgn Exchange and Reserves
Manegement Departmant, and o Konetacy Policy
Departamnt .

= BCU devalopmentss removal of reégulatory impediments that Pay
prevent market participants ueing the PCU in setting prices,
keeplng corporate accounts, snd contracting any kind of

.-'.-. 1
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8423 Srage teo I |

pecuniary obligations. Tha ECH remaine—a-beshec:

{to be snected vhen the new Treaty comes into force.]
In the sconomic fieldt
= the Centre for gcopomic policy decleions (CRPD) would atart

operating with s vwiew to promoting convergence gnd
co~ordination of economic policy in the Community.
[Pollowing the progcamme ser out in the pew Treaty,
Legislativa and executive Reasures would be taken, at the
Community as well g3 the national level, leading to the
creatlon of & Buropean Fiscal Pramework (BPF). Such & system
would cover! essentisl tex harmonisation) the respective
toles of nationsl a.nd Cemmunity budgets; “own” resourcea of

the Community budget; the size of budget deficits end theie
financiog}]

-

o Clt foolA of fa -
AB.;V g0 are
Sovenurs ?

—
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= {in acrordance with the mgu-; for the EFF,] this stage
would fnctuder - LA

- introduction of rules velstieg to the size of the

Bodgec deflclts and their fimsocing; =
< adoptiom of medlum-term guidelines for kay finsneial
targets and aconomle programmes in the member states;
= Joint edoption of budgetsry objectives, wvhen Felr

sppropriate, o yart of & co-ordinated budgetsry and
tconenic policyy

- enlargement of resources for supporting the structurel
policles of tha member states and strangthesiog the

Community Snvestment progeasmes is the €ields of
cesearch and infrastructures.

In the gonetary fisldt

- creation of the Purepesn sgyetem of comtral banks (ESCH)

v rdm e mmras 3w

dme e s b s e

deseribed in Part 11 of chis Repoct, with ite cestuplembydy

]
decislon-mgking organs (Board and Council) foatance sheet,

and lsgal undecplunings: mandate to preserve pricas
stabiliey, Sndependencs, accountability, decision-mahing
procedures. The ESCB would taplace the pre-existing
institutionsl monetary arrengements {ENCP, ERP, Comittee of
Covernors). The M would take over tbs ciaims and
Uabilities of the ERF, sssure its functions and incorporate
{es insticucional features. In addition to the tesks that
bad alresdy been entrusted to the ERF in the preceding

rtage, tl«H woulds

= act &2 a ferum for [binding) ex ante co-ordination of
national monetary policies, with the execution of these
policiss baing left to national central banks. The
co~ardination would take place in the M Council
(replacing the Board of Pirectors of the ERF}, which
would be lupporied by an [enlarged] permanent skafE

ve romr

P —

/ s€aff,

=~ ES¢C8

4 ESCcB

= E(C8
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(incorporeting the depactments of the ERP), mansged by

the Board (replacing the Executive Committeé of the
nr))

~ eonduct [on & larger scale mm.sw

exchanga merket imtervantions, both ea third currencies
and within the EMS, at the dfscretion of the Bosrd, but

in sccordance wich guidelines established by the M
Couacity

T TepresER the Community (together with representatives
of aational central benks) In internstiooal mooetary
meetings}

= sdnlaister the short-term and very short-term finmancing
mechenisms §

~ admnfnister the ECU clearing system.

[W.B, Owing to the small size o intarventions and to the
tirm control emercised by the Council ﬂm the fapect of

Jingy operations on dowestic menetacy conditiens of meaber

e rees . e

o ety a—aw

+~ ESCB
q i,

countries should be megligible. Ite sain function would be to
previde s stpaal to markets.)

8(3) Staxe threst

[this corresponds to tha flnsl staga descrided in Part II. It

should be observed that the so-called "Einal stage® ie not necessarily 4 ]

Staga beyond which the system wonld nor be susceptible to further
evolution. Rather,

Nejort tle

- JAalm

ic {s cos In which the fundamental requirements of en
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econcaic snd monetary union would have deen Fulfilled, albeit in o satiing
that might be subject to changes and {mprovements.)

In the econnmic fields

The Centre for econcalc policy decisions would be Eiven the
suthor{cy:

amdudl

pege Yo



- - A‘
18 t )
= to impose roastraists oa sational budgets when this ie¢

necessary to prevent imbalances that may thresten’ monetary
ecabillizy)

-
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8 procedere to be
dslined) la Commweity rcesources to supplement structurgl

Transfece to oember states or te isfluence the overall
policy stance Sn the Community; .

= to make d{nutimq chenges (through a procedure ce be
defined) in the level of hermonised taxation ratess

= €0 apply some form of conditionality e existing Communicy
budgetary transfors and to Commumity loans {as & sudstituce
for the present medivm-ters Loans factlicy).

In the elde

® tcnouncenent of {rrevocable fixing of parities betveen the

T e — e b e e .
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—Semmenity currenCiunT

= toncurrently the fall Tesponsibilicy fer the favamlation of
monetary policy ia the Comtunity would be atteibuted to the
h Councll, replecing the (binding) ex ante co~ordingtion
procedure followed durlng the preceding stage;

= decioions oo exchange market interveations in  third
currencies would be made enticely uader tha respensibilicy
of thaH Councils the execotion of interventions would be
entrusted to [one or ?] national central innks{

= the implementation of the Coamunlty’s monetary policy woutd
be carried out by the Bourd wineremw i co-cperation with
sational ceatral banks. In order to be able toa ‘influence
cverall mongrary developments in secordance with the
decisione of Council, the R vould be empowered
both te impose and vary micimua ceserves [in ECU; nat{ongl
currencies, chisd corvenciest] te be held by natienal
tantral banks and to operate directly o the soney markets.

B(4} Last itage? the BCU ceplaces national currencies.

LYSRTYY .

W e et



