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adopted in- the ESCB Councﬂl in stage II. Things Qere T lot easier if

least for certain thinga |unanimity #&till held j(e.gr decisions taieﬁ'
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within "thirdly" and "fourthly" of par. 20), We coulld perhaps dis
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again this point in Bgﬂ;éels next week
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Please let us discuss on the| phone any‘poin# you may

change on this text.
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ik ?wards economic and wonetary union

By Principles goverming a step-bv-step spproach

1. The request made by the Eurapeen Council te the Commictee to
study “concrete steps” veflects the awareness that an economic and monetacy
union, &s ocutlined in Part II of this Report, is_too profound a change in
the economic anpd instituticnat structere of the Community to be reatised ar
one stroke. Households, corporstions, unions and public administrations

will need rime co adapt Cheir economic behsviour 6 a Dew serting.

Similarly, it will uot be possible Co fateribute new-ponese-tso the Community C&M}Q_ -&L M&""d 7 ,00

ar coce in all fields. Rather, it will be nechssary to build on success and

w-‘ - a - - - 3 -
1o retain the possikility of correcting the course of actiom in the 1light

of —newexperiences: =
The a-hitim}-—hs—d—-—oh—-qﬂuh.y,lof the final objuti've?k- —
. ; . 4 = —p—t
present diversity in the situations of the fe“anns Enropean ccuntnes and g X
the varigety of acreas involved - which go well beyond the econouu.c and
mopetary sphere - make it uecessary to be dethk clear n-!-pm n:oncernmg -— K —

“the path to be mapped out. S i - —=
In desipning & step-by-step approach alomg this path the general

principle of subsidiarity, referred to earlier in this Report, as well as a
mmber of further considerations will have to be taken into accouat,

2. Discrete but evolutionsey steps. The process of implementing

T ercnmmit and monerary union will Bave Y0 Be divided iote a Timited oomber SITI e
_of clearly dufined stages. Each stage vill have to represear a significanr z
chamge with respect Co the praceding ene. ew arvangemamts coming inco
farce -at the begioning of each stage will graduslly develop their effects
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and bring about a change in economic reality so as Lo pave the way for the

next stage. This evolutionary development wishin—eesi~esage vill gpply.. to —X
both functional and institutionsl arrangements.

582872

3. Parallelism. Parallel advancement in economic and monetary

integration 1is Iﬂ' indispensable fpmw“——h&—‘ha—m'.——é A X — 'fb CLVOC‘.Gt

imbalances which could cduse economic straias and loss of political suppart
for shaesntinuing-gsossse~ef] developing the Commnity into an economic and J——f & fu Lf&éﬂ_
monetary union. Perfect parallelism, however, at each and every poiant of
tipe 1s impossible and could even be counterproductive. Alceady in the past
the advancement of the Community in certain areas has gone hand in hand

with temporary standstill im others, thus involving *—pveeevs—-qq only }——“f X

partial parallelise. A certain amount of temporary deviations from

paralielism is part of the dynamic pveluticassp—peesess of the Community. [ m Pwm--f.f

Hovever, parallelism has to be maintained in the medium term.

&, Calendar. The conditions for moving from stage to stage cannol

be deficed exactly in advance. They depend cn too many factors to permit
_the getting of explicit deadlines. The timing of, especially, the aove Lo
irrevocably fized exchange rates will have to be judged im the tight, of
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circumstances by the Council, the Commission and the Puropean System of
Central Banks (ESCB), which willbhave been created in the second stage. A
clear commitment to the final atage, as described in Part II of thia
Beport, is however indispensable. Theare should be a clear indication of the
timing of the first step. It could begio [soon after the political decisicn ==~ =
to draw up a mew Treaty has been taken, but at the latest] when the

Directive for the fiill liberalisation of capital movements comes inta force

S@d O

on lst July 1990. (It might be envisaged that this first stage will be
complated with the implemeatation of the single market at the end of 1992.} 32.Q 1| Q‘e

rEEd
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respensibility for policy décisions snd Pperaticant—dutiesd Ualess it is
uemi staksble who (i.e. ubether sationsl govermsents or the Commzmity; which

-




organ or institutfon) has “the last wora”f there is a cisk of market

uncertainty andl policy conflict.
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rates are irrevocably locked ~ as was pointed out in Part II of the Report ‘2/& O!A—Ce

T & comon monetary policy is required and will have to be formulated /

o
collectilely in the framework of the European System of Ceantral Banks. As *-‘ |
the authority o'-wer mn‘etary policy cannot be shared out among several mt‘j £6S ai ,&ML‘& % !

o_j‘_f;’(-)& a/é'él;&ut:ma - %
jﬂub‘_c:h‘ou.f ‘> The e
o ttal custitotion beforef |
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each Community currency will rest !
with the respective pational central bank . €— jI P \m -2 : .;f’@r_
; - I : 4 b ERE & ek '. : shes : i e éer__dlaaf
ane thareoA betweew 2 — .
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6. Purticipation. There is one Community, but not all the members

have parvicipared fully im all its aspacts from the beginning. So far thisg
has mainly been the comsequence of successive enlsrgements and, for the

CREd

N3, of the decision of some countries nor to jeia the exchaoge raste '

sgreement . & consensus ow the final vhjeccrives of the Commomity, av el sz~ o 0 — —— — R T . o
... pavticipacien in the seme set of institutione, should be msiocained, wbile

allouwiag for & degree of flexibility concerniag the date en which some
member covntries joim certain arcangesents. The menagemgnt of each set of
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arrangements should be the responsibility of those who fully participate in @ f ;
ic. £
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2. The Tresty !
3
:l-’-
1. The implementatjon of economic and sonetary union must, ia 5
)
accordance with Article 102A as introduced into the EC Treaty by che Single @
Act, be embodied in a new Treaty. This Treaty will provide the legal
foundatiop on which the institutional €ramework of, and concomitantly the oa
distribution of policy responsibilities in, an economic and monetary uznion, .=.
as described in Part IT of the Report, will be based. 0
The Committee has examined the _scope for progress ian the rmm
ress 1
; s ; it 14 tzg_fe,u/t': 2
economic and monetary integration under the lezgil provisions as they are Sl
: 5]
UEBPR in force in each member country. This investigation has showm 2
that unless naticnal legislations were amended in various respects, there F:
: : 3
exist narrow bounds for further action on the part of nsticnal authorities: UL‘M\M
LRt el et el
no member country is able to transfer decision-making power to a Community
bedy, nor is it possible to set up arrangements for a binding ex ante
— o -sovardinstion. of policies. 4As a cansequence, <coacrere steps towacds s
i K AR =iy = TR TS

economic and monetary union will have to be confined te messures
strengthening co-operation, mutual surveillance femd— analysis of F— >

developments and non-binding co-ordination of policies until a new Treaty

has been ratified M&[ —-

— & m;mu:nhu_mnu be to: coaclude a new 'l’rur.‘z uchE @D

at each step the polivieal

P-—b‘ Its disadvestage is that, as well as being umwieldy and slow, J——F W
che overall comsistency of the process msy not be sufficiently safepuarded
snd sight may be lost of the ultimste objective. It also carries the risk
that progress in parallel betveea the monetary and nom~munstary sides would

not be respected.
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“organic laus™ and enabling clauses and it could also indicste the

procedures by which the decision will be taken to move from stage to stage.
Each move| would require an appraisal of the situstion and fusanimous}

TR T

T ©allT for & perticularly careful design of the first scage. Firstly,

political agreement. [Should unanimity be adopted as the rule for all the
stages? Who should participate in the decigion? The Eurapean Council
bhave t¢ take the final decision, but what say will the organs of
eccaomic |institution and mopnetary institution

may
the

zespectively have in
proposing, or giving advice on, the decision?)

<

i Concrete steps in three stages

9. The Committee is of the view that the evolution towards economic
andbmonetary union Jhesld de divided into three ®ajor stages. In each stage
4 number of comerete and parallel steps wouid be implemented in the
institutional, economic and Monetary field which would sdvance the process
of integrationm, ensure the gradual comstruction of che institutional

frameverk and reorgenise policy respomsibilities in accordsnce with the
nquiraan}:s of an economic and sonetary unioa.

$— covlal

o mparmao b e o ———

g 1a. 2 Both stntesie‘ considerations snd actuval economic developmentcs I X
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in
order to ispart s strong momentum to the process of economic and monetery
waion, and to umderpin its credibilicy, there must be a clear and
convincing political endorsement of the finsl objective reflecting cthe

__commsn jpedétiasl will of BT Community cowntries. Secondly, it must e f—g i —_—3 kY s

= the complete liberalisatisn of capital tramssctions by che
aisdle of 1PN is an irreversible process in shich the Earopesn
coustries ave slready snguged. There g 5 sericma risk thet ia
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from ao ex post to &n ex ante exercise at both internal and

external levels;] or altermacively [in aorder to cope with these

problems it is necesaary that the central banks participating in

the EMS significantly strengthen monetary policy co-ordination

at both internal and external levels; |~

the sizable fluctuations within the international’ monetary

system have led central banks to rely more heavily on

intervention in the foreign exchange markets on & co-ordinated

basis. However, such a policy inevitably has a direct influence

on the implementation of domestic monetary policies in these
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 strengchening the
impact of their operations, but also of maintaining the
efficiency of their monetary management both atr domestic and
European levelss

the tendency of the European cemtral banka to conduct i tha

framevork of the ENS their monetary policies with regard to

donestl.c cnnsldeutlons m r.herr respecnve countries is nnt
o o * ST
necesurll)' conduc:.ve Elstenng a__ mogetary pnlu:)r

P L astt

e caeatliown
uamcial aAAea_

t fc o ‘4.
&I

a/.a

common monetary think-tank for anslysis and recommendations
The
deliiberations within this monetary think~task would in effect
provide all the central banks with e better basis for setting
theiv owm nt:.ml approaches in a l‘.nmm; _l:-;t_ut

preserving full da:xsi.-an-kmg autonomy.

would make it possible to address this problem better.

while

1Ll erods o Ept
Carce °f waioual “‘—‘-“"‘1‘

tvuyfmv-iﬂﬂ :

has aet ’-t. hn mifiu.

The desirebility of ¢ clear demonstrasion of a comper political
will and che challenges of marker integration cali for substantial and
cifectivedotopatat the beginming of Brege ¥, sithough, s toted esriier,
the scope furw measures will be limited as 1lomg as a new Treaty
!or this reason it in eueul chat Stage I is

T
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stage is charactecized by two primeipil EQres. the decision by the Heads
of State and Governments EO commence negotiations on a new Treacy and

vatious steps designed to improve policy co-ordination within the framework

&

CS}fapdfzc:l, e -rea
é&fffﬁau/kuw

2% “"““&ﬁ"riﬁ!ti'mmlul—mu. The responsibility for policy

decisions as weil as the operational procedures for implementing policies
would remain unchamged.

11. Fhesecond stage would begin efrew-the Treaty has been pur into
This would involve the comstruction of the institutional Framework
of the economic and wonetary union and, where envisaged, a gradual transfer
of operational functions to the Community imstitutions. This stsge would be
characterised primarily by a training process lesding to a collecrive
decision-making, without, however, yet sbazndoning the ultimate
responsibility for policy decisions at the ngtional level.

12, The final stage woulé commence with rhe move to irrevocably
locked exchange rate and the attribucion of tlmuﬂo:petencea to Comsunity
institutions that bave been described in Part 11 of the Beport. In the

course of the final stage che national currencies would emtuallr be

T muﬁﬁ Wﬁ‘- “tem;. T = o ——

L.u.u ol Nedovuola . 3

- There wovld be a Pze.tuwfﬁm
tho t tie

== WII.QJ»L

2 force.
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4. incipal s in

-13.  In _the iostitutionsl field this stage would involve the
preparation and ratification of the Treaty on the economic and monetary

wion, with 1 pedcedure similar to the one followed for the Single European
Act. The dacision to draw up e Ireaty would be coupled with an officigl

S6E ‘ON

in Eurepe.

14.  Is the ecomomic figid the stepa monld cantre on the complegion
of the internal marhat pregrasme, the reform o{tluﬂa—mityl m f-——-f th-'t-tzﬂ'e

—#the
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f according Lo the internal urgpmgum adopted in the Siogle _
Ac't,strengthenmg of Community competition polu:y and of the T O g

executive and judicial = auwthority -to 1dent1?iy .and sancrioa AR A

'. tates E eommini g : K2 I &
P

#% full implementation of the “Brussels package' for reforming and
doublaing the structural funds, designgd i, stesnptiven

substantially the ability of Community policies cta promote

regional development and 0 correct economic ibalances,

|jm—saplacamentoffthe 1974 Council Decision on economic convergence {——-‘ ._Y—TL-! 1‘4671 JWOU& 6{ Qe/é Cﬁdei

be a new procedure@wmﬁ_w

- T CTh e 3k rEN - i ‘ dn << _afc—plip> 19N o
w tl;elng_-_chen considerably the f 'é'kai WOU'& co Jf 14t te
. | p-Ds_s':ubxhnes for M&sr:d’ imbalances, as well as for 3@ H o a&
| fopreving-she-ssanssmany of the foverall palicies of the Member — G_Lf-e.ff IK; 70&\&_‘ M o
States' in—sho—light—ol—both—iheis oscncnic and—seoish —— X C.a-tq.u.c eucy 57( Z ¢
- . L thei . e sll £ } TSR ¥ 4
SRS St et " : -

! Mé-ordimtion jpeing based on recoamendations and ~—— X }=== w;‘ee A(.
;arried cut with due accoust of the views of the Commitkee of

I !  Covernoes. In particulsr, the revised 137 coavergemee Fﬂ- l -D

CSRBSRICSN, Nl (e~ | 51

| - set up a new procedure for budgetary policy co-ordination,
with increesingly precise quantitative guidelinesj—where —XxX
appropristod end medive-term oriemtations; SecRipEmey — X f
“for member toultries cunTersed IEEoEERlSae NN -~ vy

dpip2tac)c—PsalEd@s {by reducing, where necessary, the -e
c-itulﬁ&ﬁhnuﬁ:ittowmmaoimmc Se S

period of ¥ years];
S a{p_ve_&)am‘éj

= , uauafnzou auc(foet7cmlué &R
. S | P e/ﬂ& ;
: "":___ s ﬁﬁm”u:m‘ N> o Al - s St e SRS Ty . 3 . g Z _.- Tum
| - provide for the possibility of promoting, where felt > . £e 7
sz of the member countries.

- Dl

- establish & proceas of multilateral surveillance of economic
3 .ui-l-—n-ul poifcies bssed vafasere—ecenesief indicators.
" By are ‘judged imﬂﬂ‘equte, br dutrlnntal to
cn-wiy set ob]tetm.m. £

..\-'

n‘hnrept iate, ‘concervad’facti
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15. | In the monetary field focus would be placed oniintensifying
co-operation asd co-ordimetion of wonetacy policies mul sCBnsweza  den).ge

S

'
+

:
@ERlomime® Realignments of exchange rates
instrumenty for adjustment of

EEOR | A s AaBul dBR

would remsin one of
imbalances amcog

the
Community fo%;i_‘es) e

L= Sy regulacory impedimencs to the voluntary use of
the ECU a5 & common oumersire and 3 mesns of sectlement

private economic agenr.s' Lrow ed, LQ mlﬂ'&z . =

“beebodl

the wPl@onms-@ué the 1964 Coumcil Decisioa the
mandate of the Commitireg of Contral Bpak . Bon

cision giving the Committes grester authoricy and visibil__il_:_y_ i h

-M—W!ﬂ?ﬁncr of the Council of the Zurcpean
System of Central Basks to be created under the mew Tresty. The
throst of the ruiniuw would be to
IR strengrhenfifly M, the co-ordination of monetary

ﬂnlicr smong all member countries of the Commanity. To this_ eod,

“the Comsitres vould EENENEAGERS ¢ e

|~ Eoraulate vecosmmmiarizas o2 ihe oversll oriemtarion of
Smetary and exchange rate policy,
taken ia

defining

a8 well 23 on measures
these fields by individual couvatries. In
particular, rhe Commirpee would be comsulved in edvince of
oeticnal de:i:sim on the conri: of sonetary policy, such as
the setcing of sunuat demestic mometary end credic targers,
The Commitree could declare publicly, im e ewomy ‘o
| 3peculacive cepitsl flows unuercanted by, fundamentals or

R

PCm,o(Qu.ae.u.‘t:‘g ‘f-kﬁu,\
Lwéggﬁ.eii%_éug.a; :

but an effort would be made by every couniry to make
the functioning of other ad

Jjustment mechanisms  more
effective. Actions would develop along several lines.
Firstly,

through the approval and enforcement
the necessary Communi ty directives,

would be given tg the objective of
Space in which all monetary and i
would cir‘culatie ff‘eely and banki
insurance services would be offer
out the area.

of
full implementation

nancial instruments
Ng, securities and

ed uniformly through—

Secondly, efforts would be made to include al}
Comsruni ty currencies in the EMS exchange rate
mechanism. The same rules wmould

apply > =iy
lparticiphnts in the ERM. o -

<y
oK st
2

é '_erildecj’. Qze o

l‘;’}iﬂlljl‘} L



N

stood veady to cnunt.‘t these capital flows by l°

in:erven:ions;

- make policy recommendations to individual governments and

the Council of Ministers on aon-monetary palicies, that could

affect che internal and external monetary situation in the
;q’“_o( e ch df
Communiry, especially che functioning . of cthe EMS. The

]
1
? gutcome of the Committee's deliberations %:;;ld be made = ﬁQ 6“&‘4‘-ﬂﬂe’{ WOU . T{
pumig> 66 MéLQGL o PuQe.‘Q o
= the Committee's opinicns and recommendarions would not have

Opiliol
' to reflect unanimity, but could be R expz—&.f.f "é‘L.Q ﬂl L

2stablished by a
é:é e e =
qualified majority; the recommendatioas would not  be 6&2 ®MM R On {

binding; 4+ r7 teatéers
= set up three committees (supported by a permanent vesearch
staff) which would repore regularly te and advise the

> |

Commitree of Governors. 4 mooetary policy committee would

. . o . ]
defipe ca?:‘a surveillance instruments, propose  harmonised

%
objectivesfand help to develop gradually a process from ex PM L&Im m&ﬂfés

POSL analysis to sn ex ante approach tc monetary policy

Pivstmensy a foreign exchange poelicy committee would f—1 C—mPQA_QE Ol -
®onitor and anslyse exchange marker develcpments and assistc ’ / . 1
in the search for effective inteevention strategies; fshould . ] s

| T thewe two COMETTEER possibly be oerged irto a sm;lc on
& committee oo benking supervision would nnderuku regular
consultations on matters of common interest im this field;
- submit an apmusl report om  its activitien and the monetary
l | nuutmu of the Cnnmu:y to the Eurcpean Parlisment.

v— R —
16. A number of Committes sembers advocated the creation of a

“Zoropesn Reserve  Fund ggﬂ that would foreshadow the future Buropean

System of Central Banks. The main objeccives of this instituvtion would be:

~te serve s x training pround for implementing o better
co-ordination of monetary anslysis and decisions}
- to facilitate, from a Community poxnt o! vu:v, the :nm:crted

m& o‘f‘lnlimga Taces and [

to 1iztnrvm;n visi b11

merbet wpon request of the puticipa:in; central banksj

——— R




= =

= to be the symbol of the polit’ will of the Eurecpean countries

and therefore reinforce che credibility of tbe process towards

ecciomic and monetary union.

R i

{t

The tesources of the Fund would be provided by @ pooling of @
limited amount of veserves {Eor instance 10% at the staﬁ‘)_-‘_l‘q,“pcrticipa:ing

central banks and require a permanent

structure and staff in order to

achieve its tasks, i.e.:

— manggement cof the pooled reserves;

- interventions on the exchange mgrkets decided by the members;
= analysing, from a collective perspective, mahetary trends ia
order to enhance policy co-ordination.

All EC central banks would be ;Iigible te join the Fyod.
However, membership would be subject to their participation in the exchange
rate mechanism, the reason being that the ENS implies specific conscraints
00 manetary policy and fareign. exchange interventions that both require a
commoo approach of the centrat banok concerned.

The of the S weuld ssmsist oft

 a Board of Directors which would comprisa automatically the
Governors I: each cemtral bank participsting in the ERF;
T au Executive Committee whose members would be selected by the

Committee of Governors on the basia of competence. This

— Executive Commirtee would be of & smeli sive; comvisring of
| three or four members who would have direct cesponsibility  for

the differont deparrments of the ERF:
~ the two Committess: a foreign Exchange Policy and a Nometary
Policy Committees;
= two departments: a Poreign Exchamge asnd Ressrves Hanagesant
| Department, and a Mopetary Policy Bepartment.

17. | Other mambers of_ Ehc Committae felt cthac the crogtion of a ERP
Bizgs. Thair reservations stem from the faet

ves oot cpporiune at thin

S ———————

thats— — 5




{~"too meck emphavis iy placed "xternal considerations, giving
support to the illusion that common interventioas by such a Fund

substicute for economic adjustment o correct

imhalances within the Community or would offer individual

COUitries more leeway in theip domestic monetary policy;

~ the proposal involved an institutional change which,

accordance with Article 1024 of

in
the amended- E 'Treéty, would

fall under che stipulated procedure of Article 236 and require g
nev Treaty; Msetting-up of the Fund under the same procedures
that were applied tq the establishment of the EMS was not
considered possible;

it would be Counterproductive to aet up @ new institution for a
limited period of time, in particular if most of the
of the Fund could be

Commitrée of Governors;

functions

performed by 4 Strengthening of tpe

= it would institutionalise the

separation of the Community ipto

two groups of countries,

A

However, the Commicree members opposed to the immediate crearion

of the ERF coutd envisage some poeling of

reserves and interventiom
SPOTEEEEEY | at a later stage,

but before the dafinite locking of parities.

dﬁ_q Pt aéﬁfe),u.azf“;v( wa
F-u,ceao( woo lol Le
cotclose ar tuwben

covutriey The
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1 Wﬁtﬁ"'ﬁ"f&vﬁf&if'ot eii_o_l:.in; insticutions and the

5. | The priocipel steps_in stage two

18'

In the instituricaal field the basic organs and structure of the
——_72I2ttuti1onal field
economic

and monetary wnion would be buile in accordance with che JTreaty,
estadlishment

of mes omes. 7The institutional framework would graduzlly tgke auer

et Sl Tumctione; serve us the centre for monitoring ond fonebyyimr—id

developments

i s
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¥ brogresxively o

precise rules relating to the

size of I:hg bud.g:t. deficits and Lheir financing$ wovlol Le ‘—‘*m "

iuz‘;elines: for key Einancial targets and e ol
economic programes(nn the ber statesy mmmy ’_._,/"’_“ ’ W
-

A T appropriate,

as part of a co-ordinated budgetary and economic palicyp
i_r“( !; ’ cttf T s ing che stnm.vrai polictes

| programmes in the fields of research and mfrastructu&
gy, &
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