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COMMITTEE FOR THE STUDY OF CSEMU/12/89
' ECONOMIC AND MONETARY UNION : 17th February 1989

I. The present state of and perspectives for economic and monetar

integration in the Community

1. Introduction

1. This section will briefly recall)the main features of the process
of economic and monetary integration in - urope since the beginning of the

1970s. In particular, it will make refefence to:

- the Werner Report, which presenfed a first attempt to define and set
out a plan for the attainment Of economic and monetary unibn;;

- the perception by the mid-1970s that the process of integration had
lost momentum; nonetheless number of significant developments took

place in the Community/ both in monetary areas (notably the

establishment of the EMS)/ and in non-monetary fields;

ey

- the new impetus to European integration in the mid-1980s, as reflected

in the adoption of the internal market programme and the signing of
the Single European Agt;

/

- the fact that progregs in one area has promoted advancement in other
areas and that intlegration has now reached a stage where it is

practically irreversible.

2. The section/will conclude with a brief statement to the effect
that the Community /has proved able to overcome serious problems, has
expanded as a result of the accession of new member countries and has
revived the idea ¢f economic and monetary union. In particular, it will
stress that the Cgmmunity is now on the move and that it has put its house

in order by resollving the most urgent budgetary and policy issues.
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1. Introduction

'-) Efforts in the Community to progress towards [ull cconomic and monctary integration
began in earnest as the Bretton Woods system was breaking up. The Werner Report o
the realisation by stages of economic and monctary union was drawn up in 1970
the-LComafanity background of the end of the transition period leading to the completion
of the customs union, and of the definition of the common agricultural policy. It
presented a [irst attempt to deline and set out a plan [or the attainment of economic and

monetary union.

By the mid-1970s the perception had grown that the process of integration had lost
momentum under the pressure from the divergent policy reactions to the economic crises
occurring at the time. Nevertheless, scveral important institutional moves had been made:
in 1972, the “Snake” was created; in 1973, the European Monetary Co-operation [Fund
(EMCT) was set up; and in 1974, the Council Decision on the attainment of a high degrec
of convergence in the Community and the Directive on stability, growth and full

employment were adopted. IS b ool
wesen Ho e

2)1In 1979, the process of monctary integration was relaunched with the creation o{'thelj%MS
. and the Bewr. The success of the EMS in promoting its objcctives ol internal and external
monctary stability laid the foundations for the new impetus to Iluropean integration in
recent years, as reflected in the adoption of the 1992 large internal market programme and
the signing of the Single Furopean Act. :

The fact that the 1992 internal market process has now become practically irreversible,
proves that the Community has been able to overcome the serious problems of the [970s,
and has coped with the enlargements resulting from the accession of new member
countries. The idea of economic and monetary union has been revived now that the
Community has put its house in order and resolved the most urgent budgetary andpolicy
| issues, The Community is once more progressing along the path of cconomic and
| monetary integration.
|



H o e
..te..;
" e R
% » . :y.tr.&
« e e,
5 5 ) .,..f..,.
oo i
-2 . .t ot
s o oo T < e
S o= S~ = rr
m i i oW 4 ;i-
m..woaek Lo B2 o :
mWan.m 223z 5
anmHm -5 &L
5Fs 8 g ® 4L op
W..Mw.qlhﬁ\nﬂ.ﬂ.. .““MMA{
~— o &) P . Q
an..ﬂuhﬂmc r-ﬁ‘%,l
R d - rf“ i -
\PW?Q pbwv .Mu.“...u C M.J .AU ..n.ﬂ v
_ Lo 2o LA G
gm5oal S 28
- Eo A A
2o #iE R
RS =5 3 o
d.,.lk..,mwfmm ‘i.W,
b o ch I = )
ot R @ o e [ v
~ = [y = i 3} g ;
[ — - ' et - &
2 J.S..\., = B O e o :
= 3 oo . = — .
= gw.m - AR o s —
mknmmc 5588 : .
= okonmh &I -
-~ g Lo+ 2o I "
[\ o 5=« [T Fai = < b )
& M o jog A A . = 3
L — - — [t = FaN -
iy = ~E ¢ BN &
ol S © o 2~ o L2t & =
Bt LE 5 £ R K = 2
] S @9 c e o Z
0 P ol = T = o
,3 ” ﬂU Laid nw e i . O "[M\. B
. R 522 2 )
oy Q > e o 5y A I
o1 - Sdf& = s o =
i - & 0% i P e )
= 5 P v &2 O el
T .nn»..nu. % 0 L] el w
.r..g,nw ST ) .uwv
= on, O PN = g b > W
B & o= w vl o
5 =R 5% g RER
~3 e - i \ -
Exp ' ol + = o o =
oy } Qow{.rarﬂ n.w oo
Jd0y P ODNJ ...uri”.‘fr.g
- =, = e e
.u.s. - Vunvfruqﬂuru Prﬁ.w»sx ‘
dex) .ﬁn_DfD.ﬂn.“ w Y
14 = Sau . L “\w«.&ﬂu
Do ood
e 4 wm mugm = RS 3
' , b A
1 . et ol a..unw»?n nr bl ,W. .n.\- G
-fF g D i~ ..
o S ms‘hvc-w.. g o o=
ST o nwav:mmu N
P ] S ) ‘ D Ahe? o e -y ,,3..,,
i : = .nwﬂwb o A:l.w....ﬂnwz., .
g i i g 5 g b e
@ 3 mmmmmmm < 3T
L - a;llaﬁ,l e 5o
" P - puy [t — - 2
o = = o & = ..«.Hiu,
s < o f< e frw’ . ud }
2 =53 o B PV -
=l o prib 9P o o &
ol [V «© '] el ] —— «
DL wr O3 e i .
o< T wd o s s - 3
= S5 bce 4 e
— NS oY 6y BT o
D EFzsgis £5% 5
SEs8E 5 3 &
o .w.\. e W [y} Hm
& E 8 =
< N
e
s
o
&)
i
o)
]
.4“ |
|
.




‘the—eeﬂ@eeffve-eeuﬁﬁﬁaea,

-2 -

EWL;‘ MC&\ ,k,iL-h-
2. ]

The EM8~and the adjustment of the European economy

+

3. In the monetary field a new phase in the process towards an
economic and gozsgary union opened with the creation of the European
Iy

Monetary System[gt the end of the 1970s. The progress made by the Community
gmﬁ,‘_’ mmlu-, COorga-.-

in the 1980s towards price stabilit
greater economic integration owed much to the-Eﬁr@pee@-M@ne@a@thysﬁemw

4, Within the framework of the EMS the Communlty has developed into
- :

a zone of increasing mod%tary s?ablllty ( in

period in which the world economy was shaken by wide exchange rate

. fluctuations and tensions in trade' relationships. The acceptance of the

v [ IR,
exchange rate const:aint.has greatly aee#geed the part1c1pat1ng countries

in gearing their monetary policy towards the objective of price stability,

thereby laying the foundations ?£ both a converging price performance at a
A i L

low rate of inflation and the aeh*evement of high degree of exchange rate
e clael

stability. Hcreeve:;g&?e greater priority g&wen~to a policy of monetary
N e

stability has ceoatzibuted, in many countries,, to a procegs—cf~—eccoreomic
adsustment—ebtatred—tnm -y——rewf?ﬁfﬁt““and moderation in cost

£ o onan e

increasesy and leadig® to an improvement in the overal%{performance.of——&he
i@%oN&

eceremy. Fimaeddbys. the reduced uncertainty about exchange rate developments

and the fact that the parltles of the participating currencies were not

¢ bong
allowed to 51gn1f1cant1y depart from the fundamental economic eead@%&@as-af
f&u“[ 44_»’1 [N )

and strengthensagy@§~e@en intra-European trade, even i®-a-periad of gﬁeat
economic difficulties and sggése unemployment.

The EMS has served as a focal point for improved monetary policy
co-ordination and provided a basis for multilateral surveillance within the
Community. Its success 1is in part attributable to the willingness of
countries to opt for a strong curzsqﬁyhzylicy stance, but aﬁgﬁ{to the
flexible and pragmatic way in which éx(has been managed. The Syw&®m has
evolved in response to changes in the economic and financial environment
and on two occasions (Palermo 1986 and Basle-Nyborg 1987) its mechanism has
been amended and imgroved.

.Qx u.k-».‘/:w.[m.l thwwl A
5. V‘fhe launching of the European Monetary System was accempaniedeby

FEV N

the creation and~develwpment of the ECU, whitih-reptaced—the Europeam=ataiity

s ., Lt Ve ” .. L /)1".
! . 7
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of—accoufit. In setting up the EMS, the European Council declared in 1978
that "a European currency unit (ECU) will be at the centre of the EMS".‘&K@§>

g t -

Lhe~depesits~with~the—-EMGF~obtained

against—goldwand~dollars~conferred~throughw=the~swaps-mechanisms, and-as-a

denominator~of=intra=EMS=credtt=—factlttiesythe~Yofficirali~EcU~has~had> a

Limited=deveélGpment and role in the EMS so tar. [he -udse of—the ECU by

private=fidrkets, however, has spread significantly, partly because of its

intrinsicwadvantage€s~and partly as a result of a perception that it—=could

e T (2 IR TN ETR
become=the=future™cUTrTency Of EUrope.

The oped as a financiil instrument

private manke®s. In international banking it has become th i Urrency

of denomination.\The creation of an ECU clearing-;Ziiig’pw in
which more than thinty commercial banks éi;‘Eiiggg'pate, has &gntributed to
the development and th§\&i3uidity iiﬂ’gﬁﬁ arket. The ECU also

as a currency \of denominat:i§<§§¢&nternational bond issues, with 6

ECU remains _limited, because of the scarcity of information and

difficulfy to introduce innovations I1NetlCrwnCUELERCYwmdEROMiNALI-ONwadE

1 ?ﬁﬁ%éctf&é@.(ﬂowever, opinion polls, especially among firms,
<

tend to show an increased interest in the potential uses of the ECU.

3. The Single European Act and the Internal Market Programme

6. On the economic side, a '"relaunching" of Europe began in the
mid-1980s supported by the success apd—=cuEiliemse of the EMS. The central
element in this process was the proposal, hade in May 1985 by the
Commission, to realise the objective of a market without internal frontiers
by 1992. The essence of the measures for the removal of physical, technical
and tax barriers was set out in a White Paper, which specifies the
programme, timetable and methods for creating a unified economic area in
which persons, goods, services and capital will be able to m?ye 4freeiy.

This objective, together with the necessary 1institutional means, was

embodied in December 1985 in the Single European Act which marked the first

significant revision of the Treaty of Rome.
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7. The Single Act signalled two significant changes in the

Community's strategy to advance in the integration process. Firstly, it
incorporated an institutional reform aimed at establishing a faster, more
efficient and more democratic decision-making process which was considered
to be indispensable for reaching the goal of a common unrestricted market.
In particular, this reform extended the scope of qualified majority voting
and thereby removed the constraints inherent in the permanent search for
consensus which had hampered the decision-making process in the past, gave
t%;eﬁizfpean Parliament a greater role 1in the legislaﬁi:e process, and
deamatiFoerdy simplified the requirements of & harmonisatimm—ef national
law by limiting harmonisation to the essential standards and by systematic
adoption of mutual recognition of national norms and regulations. Secondly,
with the Single Act the member countries reaffirmed - and recognised in the
context of the Treaty of Rome - the need to strengthen the Community's
economic and social cohesion, to enhance the Community's monetary capacity
in the perspective of economic and monetary wunion, to reinforce the
Community's scientific and technological basis, to harmonise working
conditions with respect to health and safety standards, to promote the
dialogue between management and labour, and to initiate action to protect
the environment.
Com withoahds_yvajoum bty bl sl ovr Ao Gl Pme VLW
e 1Ag o 1AL btann ol
8. Cvuterﬁfﬁgﬁgl;?ﬁmlementaf¥gakef the single market programme, thg

A s YT
0326 e ) . >

EroEress made in the last three years.

Ly, . . U Aty . ;
significamt-and highlights a e change of, pace in approachin a
ghlight; oomw hang , P PP 8

Du*la{
The effsetive realisation of the internal market betweea—now—and

unified market, as compared to thezfrevious two decades.

1993 involves the adoption of some 300 Directives. H—is5-notf..so much.—thedp—

num?er“whfthﬂés—émpfeys%ve7-39~@be~929reme&y«sh@@é-@e@é@d-@£m£$me_amaiiable

se Jn view of the time required for them to be
transposed into national legislation, - the bulk of the Community's

legislative work should be completed by the end of 1990. In three years the

Commission has presented 90% of the pr posals for the Directives concerned
ene a&‘ e
and the Council has adopted around #&. Where i

respeetively wWere “meeded—to~—put~through—two—Di-rectives~-on~the, freedom of
~

establtishment—eof—architects—and-pharmaci-ststwo—years-were—subfi-ci-ent——~ior~

the—adoptieon——of—ag—~general—system—=for-thewnutual=recogniti0n~=of-=higher

edycation-drpromass Rartieuntar—ditigente—ts—being—dispracedtmdeabing with,

@
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thetexts concerning .the— fE1on o chnicat—barrler.s. Thg:—s;muuhh-

adoption of the Directives—on—the.~liberalisation of capital..mevements
(achieved—in=six~montirs)~and=the=freedom~to~provide AU TINCE~SerVi-eeSemnfOr

industrialwcgigksmu&&hewwa40ptluu of==which-was--made~-possible...by.. _ the

application=of<tie~prifncrpre ot mutuaT*recogngs?enéuhas_been,ugg;;;;ularly
triKiwegs, Rapid and significant progress has/been made with—repard—:to
f-LMwwa} Ji; hncet O*w‘mp Mmlbng & & é

é'machines, materlals, foodstuffs, public works and, supply contracts, sea,

beut
¢ gwﬁ%

uM-u.;.M £6 g 4,
,_3S§a;45 the abolition of tax barriers and phys1ca1 barriers. speedy

air and road transportye and financial serzlce 2

se£' d by greater delegation of implementing powers to the Commissién; by
variou$, measures to ensure the transparency, efficiency and legal/certainty
of the procedures governing the conduct of the Community's/ competition
policy, whether in the field of merger control or state ajds; and by the
forthcoming establishment, alongside the European Court /of Justice, of a
court of first instance, 1in particular specialisjfig in  competition
questions.

Concerning the Community policies accoppanying the creation of
the single market, a pagkage of measures was, 'approved by the European

Council in February 1988:

~ the reform of the Common A;rj ultural Policy has been continued
to take account of new pr!!ction and trade conditions}
- substantial resources ha#e\ been allocated to the Communitz's

structural policies (ip/partidular the doubling of the structural

funds by 1993 and /-re adoptiog of a framework programme for
research and technglogical co-opegation). Their objectives have
been built aroyfid a few major priorities: to strengthen the
scientific an;”ﬁechnological bases of\European industry, with a
view to devy'bping its international competitiveness; to take on
the chal)nge of the economic and sogial cohesion of the
Communify by achieving growth and adapkation 1in  regional
econofiies showing structural backwardness, By supporting the
conversion of declining industrial regions,\ by combating
léng-term unemployment, by 1integrating young \people into
employment, and by encouraging rural developmentj to Support the

realisation of large infrastructures of European interedt and to
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promote a European approach to environmental problems. New

thinking has been applied to the methods of/implementing these
structural policies: the concentration/ of resources, the
selection of actions which are sure to Have a strong multiplier
effect, the substitution of the concept of programmes for that of
projects, and the introduction a partnership between the
Community and the beneficiaries;

at the European Investment Bank

- finally, it should be noted
will also have to contributg’ to the objective of economic and

social cohesion, in proporfion to its substantial resources.

At the same time, thé Community has adopted a new financial
regime which provides it with 4 system of own resources which is adequate,

stable and guaranteed, thus ensuring the continuity of Community

activities. It also esyablishes the procedure for greater budgetary

discipline on the basig, firstly, of an institutional agreement between

Parliament, Council a#d Commission on the ceiling for budget resources year

by year from now til 1992; secondly, of a multi-annual approach to the

planning of expenditure; and finally, the strengthening of the principle of

budget "annualify" in the execution of the budget.

4, Perspectives, opportunities and problems

[0_97 The European Council, meeting in Rhodes in December 1988, noted
that "at the halfway stage towards the deadline of December 1992, half of

the legislative programme necessary for the establishment of the large

market is already nearly complete" and underlined '"the irreversible nature 2
. . . P LR
of the movement towards a Europe without internal frontiers'.&= =

Among._economic aggnxs”.~£hemeb@eeeLMe-e£g_a~%afgewmarkeﬁ~‘uiggggfa_t//
internal—frenttersen jOys broad~supporty—emanating~to-a—~si-gni-ficant extent
also ﬁﬁem—%he——dynamft—fvftes-thaﬁ:fggzﬁﬁﬁgzﬂlve of 1992 has created at

e =ma el. I:/ﬁgg private /Sector the anticipation effects
e

are clearly reflected in th irms and

'nvestme?;/strategies of European

the unprecedented number reshadowing t tion of

ntensifi;
industrial co-operatiefi. The prospegts of a si e market, the credjbility
ve towards a highly jftegrated

Community and the enhancement decision-making capacity of Community
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et

participants
in the mmunity4

10. The advantages deriving from the completion of the internal
market are, in terms of economic welfar and greater freedom for the

European people, deep and widespread because of the very deep structural

change in the European economy required gnd promoted by the establishment
of the single market. Such change will |not only involve regulatory and
other policy aspects for which a competence will have to be established at
the Community level, it will also involve| the conditions under which policy
functions that remain a preserve of natilonal authorities will be exerted.
This is so because the degree of econgmic interdependence among member
countries will be significantly strengthened by the single market, thereby
enhancing the repercussions that each egonomy will receive from impulses
originated in other member states. In thle economic field, the dismantlement
of all physical, regulatory and tax bagriers in the exchange of goods and
services will increase and accelerate the_ cross-frontier effects of cost

e

and budgetary developments originating in each member state. In the

e

financial and monetary field, this effect 1is going to be even stronger,

following the complete liberalisation of capital movements that will become

effective in most member countries by mid-1990.

11. The maximum benefit from the freation of the single market can be

brought about only through more stable exchange rates and closer

co-ordination of economic and monetary policies. An efficient allocation of

economic resources in a wide, integrat space will only be possible in a
framework of exchange rate stabilityJ If the flexibility and scope for
parity adjustments offered by the. prmesent EMS arrangements were to be

intensively used to cope with pressureg on exchange rates originating from

financial disturbances, real exchange| rates would depart from economic
fundamental conditions, and investment and consumption decisions by
economic agents would be made ineffigient by such misalignments. In order
to avoid such developments a close [ degree of macro-economic policy and
monetary policy co-ordination is indispensable, as well as the enhancement
of the resilience of the EMS. A lack of co-ordination would inevitably
lead, sooner or later, to.ﬁutually tnconsistent policies being conducted in

different countries. Such inconsistency would eventually produce imbalances
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in Community exchanges of goods and seryices and would, in turn, feed the
illusion in some political quarters that/ the tensions could be relieved by
protecting some sectors of the economy through recurrent recourse to
safeguard clauses and/or real exchange fate change, rather than by adopting
the appropriate structural or macro-economic policies. This would induce 1
slowing~down in the process of opening| our economies or even a rethinking
of some of the steps already taken. Economic agents would be inclined to
take full account of the single marketj in their economic decisions only if
they were strongly convinced that the | single market is going to last. The
perception that the move towards a single market is, indeed, "irreversible"
would not be solid without the support of a significant enhancement in the

degree of policy co-ordination.

12, If the conditions exist in which the Single Act can succeed, its
implementation will produce additioJal growth, intra-Community trade and
employment for the European Community. The studies evaluating the potential
economic effects of completing the internal market have estimated that the
additional growth could be equivalent to between 4.5 and 7% of Community
GNP and that five million additiona{ jobs could be created.

The European area will then constitute an "optimum monetary area"
in which exchange rate stability will be in the ‘interests of each of the

B

parties. _
On these bases, and provided that the conditions for convergence

exist and without wishing to prejudge the timing, transition to a situation

= =
of economic and monetary union wpuld add appreciably to the level and

ST e e — : . ;
dlSt{&buthn of prosperity ini the Community. The risks associated with the

o . 3 . .
elimination of the exchange rate ipstrument as a means of adjustment will

be examined below, but they would be alleviated by the development of

co-ordination of economic policies. On

common policies and the increase
the other hand, the strategies
economic activity would be served by the elimination of exchange rate
uncertainties, the reduction of fransaction costs and, perhaps above all,
by the perfect transparency of fprices which, in itself, should go a long
way towards accentuating the gapns to be achieved from the internal market.
The common policies{ regional and sectoral, of economic union
would have powerful redistriputive effects, but they would also be

conducive to a better allocation of resources by correcting, at Community

gl

—

nd the behaviour of those 1involved in

1%
L

)
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level, certain imperfections in the market, for examp¥€ in the areas of

or the credit rating

r .
research and development, infrastructure and enepgy,

of public borrowers.

The 1increased co-ordination ~0f economic policies woul be

necessary in order to ensure the sta¥ility of the systemj; it would/also be
increased

beneficial for the member stated” insofar as it ensured that th

fid the

onal economic

economic interdependence external

- v . P . R e

policies were systemagdcally taken into account and thdt the reciprocdl
PRV SRS

room for manoeuvpe which could be created by a co-gpérative strategy was

used effectiv€ly. All in all, therefore, new oppopfunities would be created

effects of ti;i

4 P . . o
for the ~Community in terms of growth, compétitiveness, employment and

In “the~interpltay-of—intermatieral—econcertati-on~Eurepean...economic

and«meneLa;y-—aﬂteﬁ-W*%%—a%so-—brrng—ﬂrTT actor onto the sceme—~whose

:Lé;/m.LuL
1mperfﬂnce_w*ll give it a decisiwve influence on the management of the world

economycand the international monetary system. Exertised*iﬁ”ﬁ"zf?@ensable
f

__ Commeiy?

the fenhanced Europssxs ca acity for negotiation and action can make a
b A 6 Rk o, ottty
péwefésl contrlbutlaﬂifo &he s&abr%ts reror-—and—therefore—to—the—growth of
the world economy, and<thig—is bound ro-have—tmduweed beneficial effects for

growth in Europe.

16 137 Economic and monetary union has been set as a goal by the
Community since the late 1960s. The single market, by itself, does not
require the establishment of an economic and monetary union. It requires,
however, a significant increase in the degree of economic policy
co-operation even in areas that are not, as such, part of the single market
programme. Such an increase represents a significant progress in the path
leading to an economic and monetary union. This is the reason why the
European Council in Hannover has decided to consider again the problem of
an economic and monetary union and the steps leading to it. These are the

subject matters of Parts II and III of this Report.




