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Propasitions relating to the ECD

At the end of the January mesting the Chalrman pointed out that
soge 1ssves relating to the ECU needed to be clarified forther. In order to
facilitate the discusslon of these fIssuns this nota recalls four
prepositions, tﬁlch exerged at the last meeting.

1. "“A paratlelicurrency approach is neither a uscful ‘nor a desirabie
‘way to establish a monetary vnion." In secordsmcs with this approach the

BCY would be created indepondently of, and in additionm to, national
currencies, thus circulat’:lu_g____fh‘ paralilel with them and competing with them.

The idea is that the ECU ml&fwmml-lﬂ"cmﬂ out" natlonal cumcies@é—ouﬂ:dﬂ'-'%- ‘;
thus establishing a mometacy unlon “in a w{n]_as% The Committee (B & {Sk‘n nar uAAf'«tu-f‘l ang

rejected this approach on two grounds. Firstly, it would not contribute to
solvlng@the problem of co-ordinating mational monetary policies; on the
contrary, it would add a thirteenth player to an already difficnlt
coordination exercise. Secondly, it could undetmine @ monetary policy
orlented towards price stability, becsuse it would add a source of moncy
creatiom that fs difficult to link to the nesds of economic actiwity,
Concrete fmplications of this proposition are that before the

[fhﬁ—s&g&j

~ the ECU should remain a basket;
- no independent monetary pollcy would be set up for tha 2CU;

- no link needs to be established between the yrivate and ths
official BCU circuits.

2. "An Mimpriwatur® is given to the ECU as the fubure® sing’le
currency of the Commnity."” A single curreacy, while mot strictly necessary
for the creation of a monetary uanlon, mey be seen - for econamic as well ag
psychological and political reasons - as the natural apnd deslrable further
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isveleprest o3 The rzonetary unicn. Hovever, the decisive step before the

Comsunity can consider the adeption of a single currency is the irrevocable
locking of exchanga rates (and vhen this step will be reached aight depend
zuch more oo an effective co-ordimatfion of pelicies tham a growing use of
the ECU). Once exchange rates are permanently fined the ECU will become a
very close substiturte for amy national curcency.

Concrete icplications of this PTopositlon are that:

- thera ghouid be no discontinuity betwesn ‘the present ECH and the
future single cucrency, i.e. that asny dsbt contracted in ECu ©
befora the introduction of tha single currency would be payable

at face value in ECU if, at maturity, the transition te the
single curtency has beea made.

3. 'ulg&mubomwhmm"snufggm“am /'
m-suéy_ private economlc sgests would have to be removed.™ Barcing B gmd rnmeans 4 ’&'& ﬂ‘&mcn :
officlal action dlacriminating in favour of the EGY (which would result {n
undesirable financial market distortions) and excluding a link botween the
official and the private ECU, there are, broedly speaking. two types of

: ' i intermeteored _¢ovnmiiments(
measures: divect ragement {e.g. Incressed borzowing in mu.ﬂ, pnbiie@m AMC}\WQ‘OL m. Al 4mm 2 S

sector authorities; [larger exchange market ipterventlons ia BCU; “groater  ep e ‘fhm P 7'9"‘5; :
cfficial support” to the ECU clearing system) and indirect encouragement

{e.g. removal of restricrlons on the private usc of the RCU by giving it in
each member country the status of g foraign or mational currencys
demonstration effects through increasing operations in official ECUs within
the EM8 s2d by enlarging the group of “thirg” holders).

Concrete implirations of this proposition are that: -

A

© 33 a numeraire, the BCU would have equal, but not privileged,
statys compared to the natlonal currency denomination; therefore

- the ECU would be added as a unit of mccount wherever maticnal
legislation specifies the use of a numerzire. =

4.  "“The official EGU could play a role in the conduct of a Tommon -
moneta lcy in sn advanced stage of wmonetary unfon.” Gov. Ciampi
presented a schawe fn which the officlal ECU would be used as a reserve 5
instrument In order to manage & comaon monetary policy in the Comsumity. In
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* 2 Comnittee the view was expressed that this scheme represcents ome, but
n2t necessarily the only, way to give operational meaning to the coscept of
a single coretary policy. It was also observed that the introduction of
s=ch a scheme would be more appropriate in the final stage when a gingle
r:netacy policy has beceme !ndispemsable. Are other schemes for a coomon
2onetary policy concelvable in which the officlal ECU can play a role? In
considering this question the Coemittee mey wish to take inte sccount that
the BCU should not become a parallel cuwrrency (i.e. the official ECU eust
remain 2n assel uscd only within the circle of central banks) and the fact

that tha cfficial BCU performs already now a number of fumctioms In central
bank operatioas.
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