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Foreword

v FlosnowA. .

At its meetingyon 27thﬂ§é;}8th\June 1988 the European Council
recalled that, in adopt?hg the Single Act, thé Member States of the
Community ,confirmed the objective of pfogressive realis;tion of economic
and monetafy«unién. The Heads of State and Go?ernment therefore decided to
examine at the'Eufopean Council meetiﬂg in Madrid in June 1989 the means of
achieving this uniqn; To théé end they decided to entrust to a Committee,
chaired by Mr. Jacques Delors, Pfesident of the European Commission, the
task of studying and proposing concrete stages leading towards this union.

In response té this decisio;nufy the Heads of State and
Government, the Committee has the honour fo submit the attached Report. The
ideas expressed and the proposals contained in the Report are giveﬁ on the
personal responsibility of the members of the Committee.

The Report 1is organised in three main barts. The first one
examines the present state of and perspectives for econémic and monetary .
integration in the Community. The second part describes the principal
features of the final stagg of economic and monetary qhion, and the fhird
[ﬁarg makes concrete proposals with regard to steps whiéh could lead the

Community in three stages to economic and monetary union.
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I. The present state of and perspectives for economic and monetary

integration in the Community

1. Introduction

1. Efforts in the Community to progress towards full economic and

monetary integration began in earnest as the Bretton Woods system was

breaking up. The Werner Report on the realisation by stages of economic and
monetary umion was drawn up in 1970. This initiative took place against the
background of the end of the transition period leading to the completion of
the customs uoion, and of the definition of‘the common agricultural policy.
It presented a first attempt to 'define and set out a plan for the
attainment of economic and monetary union.
) By the mid-1970s the perception had grown that the process of
integration had lost momeotum under the pressure from the divergent policy
reactions to the economic crises 'occurring at toe time. Nevertheless,
several important institutional moves had been made: ih‘l972 the '"Snake"
was created; in 1973 the European Monetary Co—operation Fund (EMCF) was set
up; aod in 1974 the Council Decision on the attainment of a high degree of
coovergence in the Community and \the Directive on stability, growth and
full employment were adopted. |

2. In 1979 the process of monetary integration was relaunched with
the creation of the European Monetary System (EMS) and the ECU. The succees
of the EMS in promoting its objectives of internal and external monetary

stab111ty lald the foundatlons for the new 1mpetus to European integration

in recent years, as reflected in the adoptlon of the 1992 1nterna1 market
programme and the sxgnlng of the Single European Act. -

The fact that the 1992 1nterna1 market process has now become
practically irreversible provea that the Community has been able to
errcome the serioos problems of the 1970s and has coped with the
enlargements resulting from the accession of new member countries. The idea
of economic and monetary union has been rev1ved now that the Community has
put its house in order‘and resolveo the most urgent budgetary and pollcy
issues. The Community\is once more progressing along the path of economic

and monetary integration.
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2. The European Monetary System and the adjustment of the FEuropean

economy

3. In the monetary field a new phase in the process towards an

economic and monetary union opened with the creation of the European

Monetary System at the end of the 1970s. The progress made by the Community
in the 1980s towards price stabiliﬁy, growing monetary co-operation and

greater economic integration owed much to the EMS.

4, Within the framework of the EMS the Community has developed into

a zone of increasing monetary stability while gradually relaxing capital
controls. This achiévemgnt was partiéularly remarkable in a period in Qﬁich
the worid economy was shaken by wide exchangé' rate fluctuations and
tensioné in trade relationshfps.' The acceptance of the exchaﬁge raté
coﬁstraipt has greatly helpéd the participating countries in gearing their
monetary policy towérds the objective of price stability, thereby laying
the foundations for both a converéing price pefformanée at-a low rate of
inflation and the attainment of a high degree of exchange rate stability.

The greater priority attached to a policy of monetary stability has

promotedlin many countries[a moderation in cost increases/ and led to an

improvement in the overall economic performance. Moréoyer, the reduced
uncertainty about exchange rate developments ahd the fact that the parities
of the participating currencies were not allowed to départ significantly
from the fundamental economic factors facilitated and strengthened
intra;European tfadq, even at times of severe economic difficulties and
high unemployment.

The EMS has served as a focal point for improved monetary policy
co-ord%nation and provided a basis for multilateral surveillance within the
Commun}ty. Its succesé is in part attributable to the willingness of

countries to opt for a strong currency policy stance, but also to the

flexible and pragmatic way 1in which the System has been managed. The EMS.

"has evolved in response to changes in the economic_ and financial

environment and on two occasions .(Palermo 1986. and BaslepNyborg 1987) its

mechanism has been amended and improved.

S. An important element in the launching of the European Monetary

System was the creation of the ECU. In setting up the EMS, the "~ European
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Council declared in 1978 that "a European currency unit (ECU) will be at
the centre of the EMS". Apart from being used as the numeraire of the
exchange rate mechanism and as a denominator for operations in both the
intervention and credit mechanisms, the ECU serves primarily as a reserve
asset and a means of settlenent for EMS central banks. To fulfil this
latter function a stock of official ECUs has been created through revolving
swap arrangements wherebyvparticipatiné central banks maintain 20% of their
gold and dollar reserves with the European Monetary Co-operation Fund.
AlthougﬁL;; integral part of the EMS)and despite a number of measures to
improve its usability, the ECU has so far played only a limited role in the
functioning of the EMS.

By contrast, the ECU has gained remarkable popularity in the
market plece(yhere its use as a denominationzggifinancial trensactions has
spread significantly. A wide set of ECU instruments is now available for
investors, both at the short gndethe long end of the market. In‘

v :
international banking the ECU occuptes at present the plaece~of-the sixth
most important currency of denominatio?Qand it ranks fifth in international
bond issues, with a 6% market share. The grow1ng use of the ECU reflects in

part the 1nterest of public sector borrowers,&o developLgnd ta (the market

for ECU securities, but it must also be attrlbuteﬁjto an important extent}

to the ECU's attractlveness as a means of portfolio diversification and

L_hedge against currency risks. Moreover, the creation of an ECU clearing

system two years ago, in which _byingzj;;re than thirty commercial benk;7

participate, has contr;buted to the development and the liquidity of the

ECU market. In the ncn-financial ephere, hogezer, the use of the ECU for &

invoicing and settlement of commercial transactions remains limited,

covering at present only about l%_ cf the Community countries' external
o ) .

trade. However, 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" cf Europe began in the
mid-l9SQerupported by the success of the EMS. The central element in this
process was the proposal, made in May 1985 .by the Commission, to realise
the objective of a market without internel frontiers By léég. The essence

of the measures for the removal of physical, technical and tax barriers was
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set out in a White Paper, which specifies the programme, timetable and
methods for «creating a unified economic area 1in which persons, goods,
services and capital will be able to move freely. This objective, together
with the necessary institutional steps, was embodied in December 1985 in
the Single European Act which marked the first sighificant revision of the

Treaty of Rome.

7. The Single Act signalled two significant changes in the

Community's strategy,EE advane??in the integration process. Firstly, it
incorporated an institutional reform aimed at establishing a faster, more
efficient and more democratic dec151on-mak1ng processjwhlch was considered
to be indispensable for reachlng the goal of a commo%;pnrestrlcted market.

p)
In particular, this reform extended the scope of qualified maJorlty voting

and thereby removed the constralpts inherent in the permanent search for
consensus which had hampered the decision-making process in the past, gave
the European Parliament a greater role in the legislative process, and
greatly simplified the requirements of harmonising national law by limiting
harmonisation to the essential standards and by systematic adbption of
mutual recognition of national norms and regulatlons. Secondly, with the
Single Act the member countries reaffirmed - and recognlsed 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 union, to reinforce the Community's
scientific and technological basis, to ﬁarmonise 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.
8. Considerable progress has been made over the last three years in
implementing the 1nternal market programme. This thhllghts a marked change

of pace in approachlng a unified market, ‘as compared pa‘the developments

»

during the previous two decades. &y

The realisation of the internal market unert 1993 involves the
adoption of some 300 Directives. In 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 1999. In three years the
Commission‘has presented 90% of tme proposals for the Directives cohcerned

and the Council has adopted around one-half. The most prominent, and
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certainly one of the most important, examples is the Directive on the

liberalisation of capital movements/which was adopted within six months and
J%_whéeh will come into force on lst‘July 1990. Another step in the direction

of greater financial integration was the adoption of the Directive

establishing the freedom to provide insurance services for industrial

risks. This Directive applies the pr1nc1ple of mutual recognition. Rapid

and significant progress has also been made in removing technical barriers

supply
but the

relating to machines, materlals, foodstuffs, public works and

contracts, sea, air and road transport and financial services,

abolition of tax barriers and physical barriers hasﬁadvanced less
(o fax)

9.

the elimination

- -

The creation of a single market is, however, not bole ySbased} on

but(comprlsesj also)

Of micro—economic market barriers

range of measures to avoid market segmentation through restrictive
commercial practices and dominant market p051trons, as well as - common
policies aimed at reducing market 1mperfections. In the field of
competition policy, the Commission's ability to apply Community law
governing the internal market will be strengthened, various measures will

be implemented to increase the transparency, efficiency and legal certainty

of the procedures of the Community's competition policy and a court of

first instance, specialising in particular in competition questions, will

be established along51de the EurOpean Court of Justice. ‘
As far as complementary common polic1es are concerned, the

European Council approved in February 1988

3
dealt‘w1td both/ the most urgept an% ,aréggus European policy issues and

O AN i
Community policies directed atharkeEﬁﬁmperfections and safeguarding the

ifckage of measures which
L g

economic and social cohesion of the Community. The package included three

major elements. Firstly, measures to reform the common agricultural policy
in the light of new production and trade conditions. Secondly, the adoption
Community

Thirdly, a

of a new financial regime which provides a firm footing for

activities on the basis of a system of own resources.

considerable

structural

structural funds will be dOubled by 199?)gnd

of policies

CommunityZto__pzomote)mm;;e—_effect1velﬁ\ growth and adaptation in less

improvement in t

developments in the

away from prOJect

he Community's capacity to influence

single market. Most importantly, the

ogether with a reorientation

to programme financ1ng will enable the

quicklygy

wn®



)

- 6 -

developed regions and a restructuring of declining industries. Moreover,
with the adoption of a framework programme for research and technological
co-operation the Community will be able to strengthen~th%,scientific and

technological foundations of European industry and help them to exploit the

advantages of an enlarged market.

4, Perspectives, opportunities and problems

10. The European Council, meeting in Rhodes in December 1988, noted
that "at the halfway stage towards the deadline of December 1992,'ha1f of

the legislative programme necessary for the establishment of the large

market is already nearly complete" and underlined "the irreversible nature
of the movement towards a Europe without internal frontiers". There is,
indeed, widespread evidence that ihe objective of a single market enjoyé
broad support b& consqmérs and‘prodq;ers and that their economic decisioﬁs
are increasingly infLuénced by the pfospects of 1992. Anticipation effects
are clearly reflected in the investment strategies of European firms and
the unprécedented number of metgersh foreshadowing @i] growing industrial
co-pperation. These &evelopments have generated a new dynamism and

certainly contributed to the recent acceleration of economic growth in the

Community.,

11. The single market will entail profound structural changes in the

economies of the member countries. The abolition of market barriers will
link national economies much more closely together and significantly
increase the degree of economic integration within the Community. These
changes offer immense opportunities forAeconomic advancement [but many of
the potential gains can only \materialise if economic policy-making 1is
ad justed in response to the structural changes. The opportunities arise
because the unified enlarged economic space éreatly increases the freedom
of choice of mafket pafticipants, generates ci;;ge possibilities for
exploiting economies of scale and comparative .adva;%ages and reduces the
administrative costs of intra—Commpnify trade. There can be no doubt that
these changes preﬁate the ground for a mo;e efficient use and allocation of
resources with beneficial effects for trade, growth and employment.
However, the extent to which these gains can be achievéd depends critically

on the degree of certainty surroun&ing the decision-making of private

)
—J
%

iV



market participants. The single market will greatly strengthen economic
interdependence between member countries and amplify the cross-border
effects‘of developmentsoriginating in each member country. If national
policies are not brought in Ilne the part1c1pants in the single market will
be facing confllctlng 51gnalsc>wh1ch will not only create an unfavourable
climate of uncertalnty, but over time will glve rise to economic 1mba1ances
which might necessitate more frequent exchange rate realignments lor
recourse to safeguar&Aclauses. The existence of a common market in which
separate national-authorities determ1ne economlc pollc1es thus imposes a
strong constraint on their room for 1ndependent manoeuvre and requires a
high degree of policy co-ordination. This is most obviously the case in the
field of monetary policy where in a situation of freedom of capital
movement and integrated ’financial markets 1ncompat1ble natlonal pollcles
would[translate)qulckﬁ—71nto exchange rate pressures. But it also applles
to all other areas of national economic management.

. ’ . oL )
Even close co-operatlon between national authorities gcan,

———

however, sot ensure that the efficiency gains from a unified market will be
evenly dlstrlbuted among all member countrles. Common pollcles conducted at
the Commun1ty level 1in support of a broadly balanced development and an
equitable distribution of prosperity are therefore an indispensable
complement to a aingle market. Indeed, the need to back up the removal of
market barriers by a strengthening.of common regional and structural
policies was clearly recognised in the Brussels package of measures agreed

in February 1988.

12. As the success of the lnternal market programme hlnges to a
decisive extent on more effective Commun1ty p011c1es as well as a close
co-ordination of national economic pollpLeS, it implies that in essence a

number of the steps towards economic and monetary union will already have

to be taken in  the course of establlshlng a s1ng1e market in Europe. As
will be discussed in Part II of tng Report, an economic and monetary unlon
encompasses a common market for persons, goods, servi¢ces and capital, a
single currency area and a set of arrangements de51gned to ensure a
coherent and effectlve economic management for the Community as a whole. In

this sense economic and monetary union will addgto the internal _market
= :

grogramme(?%éﬁ principal_ETemgﬁggf”"Firstly, it will (set up/expffcitlj] a

policy framework which will replace the present ad hoc procedures for
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voluntary policy co-ordination by a system [defining) clearly } the

distribution of policy responsib;Lities exercised at the Community and the
national levels, and thereby guarantee a concistgnt economic management.
Secondly, it will create a single currency area through an irrevocable
locking of exchange rates or the introduction of a single currency, and
therebyZEEEEBSEJEE;EHEI;7the potential of the single market. Although 1in
many respects a natufal sequence to the commitment to create a market
without internal frontiers, the move towards economic and monetary union
represents a quantum jump which will secure a significant increase in

economic welfare in the Community.

13. The benefits of economic and monetary union would derive from

three interrelated developments. Firstly, the strengthening and expansion
of common policies pursued.at'the Community level would help to correct
market imperfections which operate on a Community-wide scale and could
therefore not be satlsfactorlly dealt with at a national level This
applies to research and developmenczyhere Community p011c1es would promote
the pooling of resources, help to avoid dupllcatlon and facilitate the
dissemination of information. Similarly, common industrial policies could
prevent competition among national incentive schemes which, without ;
certain degree of intervention at the Community level, would tend to
neutralise each other and lead to a waste of scarce economic_;resources.
Large productivity gains for the Community as a whole could also ' be
achieved by crganising on a Community scale the provisionbzf cross-border
public goods such as infrastfucture for transportatlon,;env1ronment and
longzalstance energy transmission. Finally, and perhaps most lmportantly,
the Community structural pol1c1es would help to develop a more balanced
economic structure throughout the Community and thereby prevent the

emergence or aggravation of regional and sectoral imbalances.

14. Secondly, a closely co-ordinated management of macro-economic

policies is not only vital for the cohesion of an economic and monetary
union, but it also offers the possibility of systematlcally exploxtlng the
reciprocal room for manoeuvre under a co- operatlve strategy and atta1n1ng a
higher rate of growth and employment. Within a clearly 4eflped framework
for policy-making the 1nterdependence of econom1c L developments " in

individual member countries would be automatlcally taken into account and
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contd

Lthereby ensure the most favourable outcome from the interactions of
national policies. For instance, the Cecchini Report estimated that the
impact of the }nternal market programme on growth in the Community couldlbe
raised by 2% percentage points if the removal of market barriers were
accompanied by an active nacro—econcmic policy in the Community. An
economic and monetary union would greatly enhance the chances for
implementing such a well co-ordinated_growth-oriented strategy. |

@

15. Thirdly, in leading to a single currency area an economic and

monetary union would establish the conditions under which a common market
could fully develop its potential. As a single currency area would imply
the permanent fixing of exchange rates - or the adontion 0£¢i$‘ single
currency - participants in the single market would benefit ;Egeng%y from
three developmente: exchange rate uncertainties " with regard to
intra-Community transactlons would be e11m1nated, the cost of transactions
between residents of dlfferent Community countrles would be reduced and the
transparency of prlcee and, therefore, the pressure to avoid pr;ce
discrimination would be increased. Theee three consequences would not only

provide greater certalnty for economlc dec1510ns and plannlng, they would
also[iiinfgrgsxrgfrgng}y the competltlve forces of ‘a common market and
enhance 1its allocative functron. The existence of irrevocably fixed
exchange rates would‘ morecver, dispel fears of a devaluation)and market
part1c1pants would cease to seek compensatlon for anticipated exchange rate
deprec1at10n in the form of higher wage clalms or higher interest rates. As
a consequence, cost pressures would be reduced and interest rates would
converge in a downward d1rect10n. Finally, as a single currency area the
Community would be much less susceptible to external economic shocks.

The adoption of permanently fixed exchange rates would, however,
eliminate an important indicator of policy conflicts among Community
countries and remove the exchange rate as an 1nstrument of adgustment from
the Community's set of economlc tocls. Economic imbalances among member
countries, reflecting erther a differing response of individual economies
to disturbances from outside the Community, or divergent cost developments

within the Community, would therefore have to be corrected by pollcles

Iaffectlngidlrectlyithe level of real wages, if major reglonal dlsparltles

in output and employment were to be avoided. The abandonment of the

exchange rate instrument would constitute the single most significant
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change on the way to economic and monetary union, but the resultant loss of
the degree of freedom would be alleviated in an economic and monetary union
by the availability of common Community policies and a high degree of
national policy co-ordination. Indeed, external shocks would normally not
affect the entire economf of a single member country,.but rather manifest
themselves in specific industrial sectors throughout the Community, and the
appropriate remedial action' would be ~in the form of structural policies
instead of exchange rate change. Sizable imbalances among Community
countries would only emerge | if individual countries embarked on
incompatible policy courses, but if this were possible for any extended
period, policy co~ordination would have failed and the very foundations of

an economic and monetary union would have been destroyed.

16. The move to economic and monetary union would also’ increase

con51deraoz;>the Communlty ] welght in the world economy, strengthen 1ts

role in international concertation and give it a substantlal 1nf1uence on
the management of the world economy and the international monetary system.
The Community's enhanced capacity for negotiation and action could make a
51gn1f1cant contribution to a high 1eve1 of activity in the world economy,

with benef1c1al effects for gr0wth in Europe.

17. 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 w{pgllcy
co-operation even in areas that are not, as such, part of the single market

programme. Such an increase representJ /slgnlflcant progress ghe path
Tesents a o=

leadlng to an economic and monetary union. This is the reason wh;. the
v W guALﬁ:\ LR evgj !

European Council in Hanﬂover_pas dec1ded to gonsrder—agarn(the probkem of

el (M {M

an economic and monetary union and the steps leadlng to it. These gxe— the

subject matters; of Parts II and III of thls Report.
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II. The final stage of economic_and monetary union

1. Introduction

18. Economic_and monetary union in Europe would imply complete

freedom of movement for persons, goods, services and capital, as well as
irrevocably fixed exchange rates between national currencies or a single
currency. This, in turn, would presuppose a high degree of integration and
requiré a common monetafy-policy and consistent economic policies. In the
Community these policies would be geared towards price stability, balanced
growth and converging standards of living, high employment and external
equilibrium. Economic and monetary union would represent the final result

of the process of progressive economic integration in Europe.

19. The EC Treaties, as amended by the Singlg European Act, would
provide the legal foundatign for many of the necessary steps towards
economic integration. However; the existing Treaties do not suffice for the
creation of an economic and monetary union. The realisation of this
objective would call for new arrangements which could only be established

on the basis of a_ new Treaty and consequent changes in national

legislations. For this reason the union would have to be embodied in a

" . ~ .
Treaty which clearly lays down the basic functional and institutional
arrangements, as well as ©provisions governing their step-by-step

implementation.

20. Even with a single market, a unified monetary system and an
insti;utional‘ and functional framework for economic management, the
Community would continue to consist of independent nations with differing
economic cﬁaracteristics, traditions, social customs and languages. The
existence and pfeserya;ion of this plurality and diversified structure

.wogld.necessitate that a degree of autonomy in economic decision-making
continued to rest with individual member countries and that a balance ﬁiiﬁig g
be struck between national and Community competences. In fact, there is no
precedent in modern higtory for the creation of an economic and monetary
union in the absence of, or before reaching, pélitical union. For this

reason it would not be possible simply to model an economic and monetary
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union for the Community on the example of existing federal states; it would
be necessary to develop an innovative and uniqué approach.

An essential element of any approach consistent with the
historical and economic cénditipns in member countries would be the
distribution of econémic policy responsibilities within the Community in

strict conformity with the constitutional 'principle of subsidiarity".
- y s o

According to this principle, the functions of higher levels of government

should be as limited as éossible and shouid be subsidiary to those of lower

levels. Thus, the attribution of competences to the Commuhity would have to

— be confined to those areas in which collective decision—making §§§§

necessary, whereas all policy functions which coﬁld be carried out at

national (or local) levels without adverse repercussions on the cohesion

and functioning of the economic and monetary union would have to remain
"within the competence of the mémber countries.

With due regard to the principlé of subsidiarity and taking into
account what is already provided for 1in the EC Tregtﬁes, the need for
policy decisions to Ee.fakep at the Community level would arise primarily
in the field of macro-economic management. A mBne;ary union would requife a
single monetary poligy and the responsibi}ity for the formulation of this
policy\would consequently have to be vested in one decision-making body. In
the field of fiscal poligy a wide range of budgetary decisions would be
left to national authqri;ies, but the decision-making would have to be

— placed ¥£§§ a framework.of binding rules which would enable the Community
to determine an overall fiscal policy stance, avoid major differences ?in
public sector borrowing rquiremgnts(?etween individual member cbuq;ties>

. and \observe certain constraints with regard to the financing of budget

deficits.

21. A step-by-step approach to implementing an economic and monetary

union can be set out only if there is a clear understanding of this final
objective, of its implications for the working of the<economy and economic

LQU~QJ policy decisions, and of the principal elements thatZ:@ave to be in place
for its successful and durable functioqing.~Ecoﬁomic union and monetary

union are closely intertwined, form two integral parts of a single wﬁple

and would therefore have to be implemented iﬁ para}lgl. It is for reasons

of expositional clarity that the following sections look sepérately at the

principal features defining an economic and a monetary union. This
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description begins with the concept of a monetary union, chiefly because an
economic union can be circumscribed more clearly and specifically once the

main elements of a monetary union have been identified.

2. The principal features of monetary union

22. A monetary union describes a single currency area in which
policies are managed jointly with a view to attaining common macro-economic
objectives. As already stated in the 1970 Werner Report, there are three

necessary conditions for a monetary union:

- the assurance of total and 1irreversible convertibility _ of
currencies;

- the complete liberalisation of capital transactions and full
integration of banking and other financial marketsj and

- the elimination of margins of fluctuation and the irrevocable

locking of exchange rate parities.

The first two of these requirements - the convertibility of
Community currencies and the creation of a free and fully integrated
financial market - have already been met, or will be with the completion of
the internal market programme. The basic conditions for a monetary union
would, however, be accomplished only when the decisive stpp_ﬁg;é taken to
lockwifrevocab{zj_ihe exchange rates Fetween Cémmunity currenqiegﬂ This

would be the single most important step towards creating a situation in

which all currencies could be uéed\equally to set prices, make payments and
denominate debts or credits. . ‘ .

' As a result of the permanent fixing of exchange ratesg national
currencies would become increasgingly closeziéubstitutes and their intergst
rates would tend to converge. waeve;; the ﬁace with which thgse
developments took place would depend critically on the extent to which
firms, households, 1aboﬁ; unions and other economic agents were convinced
that the decision to lock exchange rates would not be reversed. Initially,

the continuing existence of national currencies might leave doubts about

" the commitment to unchangeable exchange rate parities and could engender

- market perceptions of differences between individual currencies' quality

and standing. Both coherent monetary management and convincing evidence of
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an effective co-ordination of non-monetary policies would be crucial in

dispelling such doubts over time.

23. The three above-mentioned requirements are necessary for the
establishment of a single currency area, but their implementation would not

necessarily mark the end of the process of monetary unification in the

Community. At a later stage the adootion of a_ single currency, while in
principle not strictly necessary for the creation of a monetary union,
might be seen ~ for economic as well as psychological and political reasons
- as a natural and desirable further development of the monetary union. A
single currency would clearly demonstrate the irreversibility of the move
to monetary unlon,. g;;;;%y- fac111tate the monetary management of the
Communlty and have a much EZZQQr welght in international markets than any
individual Community currency. In this connection, it would be desirable to
endorse the idea that the ECU should develop into the future currency of
the Community and that an official declaration to this effect should ’be
made at the time of the dec151on to draw up a new Treaty. This declaration
would 1mply that there should be no dlscontlnulty between the present ECU
and the future s1ngle currency, i,e. that any debt contracted in Echbefore
the 1ntroduct10n of the 51ngle currency would be payable at face value in
ECUJj if, at maturrty, the transition to the single currency had been mede.
While the Treaty should allow for an appropriate period of transition, this
would mean that wultimately the 'ECU would replace existing national
currencies and serve as a means of payment, unit of account and store of
value for all residents of the Community. The introduction of a single
currency would, however, be possible only some time after exchange rates
had‘teen locked, when economic agents had become sufficiently acquainted
with the ECU and when its use in commercial and financial transactions had

spread.

24. The establishment of a monetary union would have far-reaching
implications for the formulation and execution of monetary policy in the
Community. Once permanently‘fixed_ exchange rates had been adooted but
national currencies continued to exist in an env1ronment of free and fully

A

integrated capital_ and mone markets there would be t need for a single
y

monetary policy., carried out through new operatlonal procedures and not

simply through the co-ordination of as many national monetary policies as

N
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there were currencies participating 1in the wunion. This, 1in turn, would
require the attribution of/,he'responsibility for monetary policy to a new
institution, the European System %& Central Banki/’(the principal features
of which are outlined 1in Sectlon i», whlch would not only form the basis
for centralised and collective decisions on the expansion of money and
credit in the Community, but would also possess the necessary financial
attributes (i.e. its own balance sheet) and the regulatory powers to
enforce implementation of the chosen policy. In designing the necessary
operational framewgtﬁgyartieulat attention would thus have to be given to
two essential requirements. Firstly, an agreement would have to be reached
on an unambiguous procedure for setting specific objectives of the
Communlty s aggregate monetary pollcy, and secondly, instruments would have
to be developed wathnmhzgg‘the compliance of national monetary authorities
with the commonly taken decision could-be~ensured.

This shift from national monetary policies to a single monetary
policy is an inescapahle'consequence of enteriqg a monetary union and would
mark one of the principal institutiohal changes required by economic and
monetary unlon. In practlce, however, the 1nc131on would not be so dee%zput

rather would represent the completion of a progressively intensified

co-ordination of national monetary policies, which had in many respects

already foreshadowed the move to a single monetary policy in the Community.
Even prior to the decision to fix exchange rates permanently, thg
woond

liberalisation of capital movements and financial market 1ntegrat10n gpkf

creatéﬂa situation in which the co-ordination of monetary policy wL&i

A strengthen progressively. Once every banking institution in the Community

is free to accept deposits from and grant loans to any customer in the
Community and in any of the nationali currencies, the large degree of
territorial coincidence between the natiodal central panks' area of
jurisdiction, the area in which their curreney'is. used and the area iu
which "their" banklng system operates will be lost and the effectlveness of
national. monetary pollc1es will  become 1ncre351ngly dependent  upon
co-operatlpn among central banks. Indeed, the growing co-ordination of
monetary policies will make a 'positive contribution to financial ‘market

integration and will help central banks to gain the experience that 1is

necessary for moving to a single monetary policy.

Lo
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25. As has been pointed out in Part I of this Report, the decision to
lock exchange rate parities between nat10na1 currencies lrtevocably would

have profound effects on the functlonlng and the performance of the economy

of the Community.

A monetary union would remove exchange rate uncertainties and
lower transactions costs, éliminape the possibility of movements of
exchange rates ﬁnwarranted by fundamental factgrs, contribute to the
evolution of a more homogeneous economic structure in the Community and
reduce the susceptibi}ity 6f the Community to external shocks.

At the same time, with parities irrevocably fixed, foreign
exchange market; would ceése‘to provide a source of pressure for policy
corrections when economic disequilibriahdeveloped and persisted. Moreover,
while the exchange rate could no longer serve as an instrument for
adjusting economic imbalances among member countries, there would still be
the possibility of divergepces between the supply of and demand for
economic resources in individual Community countries. However, the
statistical measurement and the economic interpretation of such imbalances
might become more difficult and balance—of-payments dlsequ111br1a would
essentially reflect reglonal imbalances in a fully integrated market. As a
consequence, balance-of-paymgqts figures, which are currently a hlghly
visible and sensitive indicator of economic disequilibria, would no longer
play such a significapt role asZguidepost for policy-m;king.

However, the balance between the economic benefits and costs of
exchange rate fixity would become more and more favourable as the Community
developed into an économic and monetary union. In order to tilt the balance
in this direction it would be essential ghat the move towards monetary
union were coupled with measures designed to strengthen the mobility of

~

factors of prodﬁction and a close co-ordination of economic policies.

26. In summary, the realisation of a monetary union would mean that
in a situation of free cap1tal movements and full financial integration the'
exchange rates between Communlty currencies would be irreversibly fixed.
This would create a monetary union in which, at least initially, all
national currencies circulated ffeeLy, although they might eventually be
replaced by the ECU as the sole Community currency. The transition from a

situation of fixed but adjustable exchange rates to a system of permanently

~

-locked parltles would 1mp1y a fundamental change in the economic as well as
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the monetary management of the Community. National monetary policies would
have to give way to a single monetary policy for the Community as a whole,
formulated and executed jointly in the context of a Eufopean System of
Central Banks. At ﬁhe same time, a single currency area would imply the
abandonmen% of the exchange rate as an instrument of adjustment of
imbalances among Community countries and. would therefore require, in
parallel'to the procgsé of monetary integration, measures to co-ordinate

effectively policies in non-monetary areas.

3. The principal features of economic union

27. Economic union combines the characteristics of an unrestricted

common market with a set of rules which are indispensable for its proper
s . ol o
working. In this sense economic union can be described by four basic

elements:

- the single market within which persons, goods, services and
capital can move freely; ‘

- competition policy and other measures aimed at strengthening
market mechanishs;

- common policies aimed at structural and regional development; and

- binding rules for budgetary policies.

In identifying the content and limits of specific rules defining
the policy framework of an economic union, the Community should be guided
by two considerétions: '

Firstly, the economic union should be inspired by the same
"market economy' ﬁrinciples that conéfi;ute the foundation of the economic
order of its member countries. Differences in policy choices may exist
between member Eount;ies or - within the same country - in different
periods. However, beydhd such differences, a distinctive common feature .of
economic systems in Europe is the combination of a large degree of freedom
for market behaviour and private economic initiative with public
intervention in the provision of certain social services and public goods.
Within this broad conception, the scope for attributing to the Community
economic functions that are at present exercised at national levels should

be limited by adherence to the principle of subsidiarity.
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Secondly, an appropriate balance between the economic and the
monetary components should be ensured for the wunion to be viable. This
would be essential because of the close interactions between economic and
monetary developments and policies. A coherent set of economic policies at
the Community and national levels would be necessary to maintain
permanently fixed exchange' ratea between Community currencies; ang
conversely, a common monetary poiicy in support of a single currency area

would be necessary for the Community to develop into an economic union.

28. The measures aimed at creating the single market are to a large
extent envisaged in the EC Treaty and the Single "Act. With their

implementation, by 1992, all barriaré which tend to separate markets along
national bordeés will be eliminated. In particular, all technical and
regulatory obstacles will be remo&e@, norms will be harmonised or mutually
recognised, and certain common minimum standards governing social policy
and consumer and environmental protection will be agreed. Moreover,
national tax treatment will be partly harmonised to avoid severe dlstortlon
in the competltlveness of 1ndus;r1es operating in different countrlesl of
the Commun1ty.

The creation of a single market will impart strong impulses to
economic growth and increase economic welfare through both a further
specialisation in line with'éountpies' and regions' comparative advantages
and the exploita;ion of economies of scale in production, research and
marketing. These gains will maﬁe:iali;e as the residents in the enlarged
market withouﬁ interhal frontiers respond to price, wage and interest rate
movements, which, transmitted throughout the Community, will provide
important incentives for a more efficient use of economic resources. There
is no doubt tﬁat this. process will stimulate economic activity and
employment in the Community as a whole, and will generate greater economic

freedom and increased trade in goods and services.

1o

29. As has been discussed in Part I of this Reﬁort the single markeEj \j>

in combination with 1rrevocably fixed exchange rates or a 51ngle currency { 4&

would benefit from a monetary env1ronment of greater certalnti)that would
[« W R < '

further enhance the advantages of an enlarged economic space. However, as

e
previous historical experience has shown - it would also encounter certain

economic constralnts, dae—&e—ehe&£aeﬁ—ehaﬁ exchange rate reallgnment would

1
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no longer be available as an instrument to correct economic imbalances.
Such imbalances might arise because the process of adjustment and
restructuring set in ﬁotiop by the femoval of physical, technological and
regulatory barriers 1is unlikely to run smoothly or always produce
satisfactory results within reasonable periods of time. Imbalances might
also emanate from labour and other cost~developments in one member country,
external shocks with différing repercussions on individual economies, or
divergent non-monetary policies pursued at national levels. As wa§ pointed
out in Part I, in.a monetary union such imbalances would have to be
detected and leliminated rather qui;kly, or their emergence be avoided
altogether, in order to make it possible to reap the benefits of economic
union without undue costs in the form of marked pressures on output and

employment in certain regions of the Community.

30. It is primarily for these reasons that the creation of an

economic and monetary union would need to complement the creation of a

single market through action in three interrelated areas: competition
policy and other measures aimed at strengthening market mechan%sms; cohmén
policies to enhance the process of resource allocation in those economic
sectors and geographical areas where the working of market gorces neegg; to
be reinforced or complémgnted; and binding rules in the budgetary field and
other arrangements both to limit the scope for macro-economic divergences
between member countries and to design an overall economic policy framework

for the Community as a whole.

31. Competition policy - conducted at the Communit level - would
have to operate in such a wéy that aécgss’to marké;éfﬁgf@’no;i?mpé§ed and
market functioning notL?istqrted by the behaviour of private or public
economic ggenfs. Such policies would have to address conventional forms of
restrictive éfactices and thé abuse of dominant market positions, but would
also have to deal with new aspects of antitrust 1laws, espeéially in the
field of merger and takeover actfvities. In particular, attention would
have to be paid to the problém of excessive gover;gjﬁf subsidies in favour
of certain indhs;ries, since state aids ga’not.mexeLy distort competition
but result in the longer run in an inefficient use and allocation of scarce

- - !

economic resources.
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In addition to clearly formulated policies for the dismantling of
barriers and the prevention of restrictive practices, efforts would also
have to be made to.'convince European management and labour of the

é)_vgage policies largely to improvements in productivity
2
and thus to contr1bute[or accept, a uniform minimal pate of price increase
y En. u\’cm\."
at the Community level. Governments "~ on their behalf should strengthen

advantages of gearing

tendencies towards reducing or completely eliminating direct intervention

inﬁq the wage and price formation process.

32. Commun1ty policies in the regional and structural field w0uld be
oA s o .
of imperative 1mportanc5 in order to promote an optimég allocation of

——

resources and a balanced distribution of wealth throughout the Community.
Without adequate con51derat10n for regional 1mbalances, the economic union
would be faced with grave economic and polltlcal risks. For this reason
particular attention would have to be paid to an effective Community poliey
aimed at cushioning regional and structural disparities and promoting- a
balanced development throughout the Commqnity. In this context the regional
implications of other Community policies would have to be taken into
account. ‘ '
The creation of a single market and the locking of exchange rates
would take place in a 51tuat10n in whiczi>ow1ng to ill-adapted structures
and differences in product1v1ty, some major regional disparities would
still exist. The impact of economic and monetary integtation on these
disparlties could differ cons1derably and might therefore be difficult to
assess: on the one hand, economtgilntegratlon would provide less developed
regions with lower_wage levelsLan opportuoity to attract modern and rapidly
growing service and hanufacturing industries for which the choice of
location would not necessarily be determined by transport costs and market
proximity. On the other hand, however, transport.costs and economies of
scale would tend to favour a shift in economic activity away from less
developed regions, especially at the periphery of the Community, to the
highly developed areas in 1its centre. The. economic and monetary union
should avoid undue economic‘and political tensions arising from possible
dislocatiops of industries and labour forces. Therefore, it would have to
encourage and guide structural adjustment which would help the Community's
poorer tegions to catch up with the Qealthier ones. To this end, the

N I’\.AAM“\rK
Community would have to ﬁévelopiﬁurthe% an effective policy and be endowed
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with adequate financial resources whieh—would allow it to assist regional
development efforts undertaken at national levels. - -

A step in this direction was taken in February 1988 when the
European Councfl decided to strengthen and reorganise the Communityfs
regional p011c1es in .two respects: the size of structural funds will be
doubled over the perlod %e;ZL +ag to 1992ﬁand emphasis will be shifted from
project to programme flnanc1ng. In thgzgrocess of creating economic and
monetary union such p011c1es would have to be strengthened further after
1992. | |

The principal objective of regional policies should not be to
subsidise incomes and simply temper inequalities in standards of living|but

to help to equallse /he{condltlons [ for production| through investment

programmes in such areas as physical infrastructure, communication,

transportation and education so that large-scale movements of labour wééid
not become the major adjustment factor.-The success of these policies woukd”
hinge not only on the size of the available f1nanc1a1 resources, but to a
decisive extent also on their Mgfgzzienqguse\and with due regard to the
profitability of the investment programmes. Indeed, the more recent
experience of countries inside and outside the Community has shown that
structural and regional deve{opment progtammes_ggge pe;ticolarly successful
when improvememts in the resource base of regions encouraged by investment
em P e Benrs :

in infrastructure and education  _were reinforced by decentralised
initiatives for local entrepreneurship, modernisation of urban areas and
local institutional arrangements favouring development. A long-term
approach would offer countries with lower levels of ‘productivity an
appropriate\period of transition and in this sense would constitute an

essential element of the policy mix to ensure continuing economic

integration. 4 / &t dﬁnouv~

As was mentioned above, a sat1sfactor-/ balanceﬂ freglonal
development kould alsqF—'we—@onbe support?dbby/other economic p011c1es. In

.certain areas such as transport, research and technological development,

and environment, the EC Treaties as amended by the Single Act have laid the
foundations of Community policies which would not only enhance market,
efficiency but could also be employed with a view to regional development.
Subject to the limits of the principle of subsidiarity, such policies would

. oo . .
have to be expanded further in the process/;o»economlc and monetary union.
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Sufficient wage flexibility and labour mobility could also help
to ease regional ©problems and contribute to avoiding changes in
competitiveness in different regions of the Community that could lead to
relatively large declines 1in output and employment 1in areas with
deteriorating competitiveness. In order to reduce adjustment burdens
temporarily, it might be necessary 1in certain circumstances to organise
financing flows through official channels. Such financial support would be
additional to what might be provided by spontaneous capital flows or
external borrowing and should be granted_gg’L%;;ﬁ{zEZns that would prompt
the recipient to intensify its adjustment\zgforts.

>

33. Macro-economic developments are the third area in which action

would be required. While policies to ensure a proper distributional and
allocative functioning of the market ‘without frontiers would have to be
formulated and, 1in part, executed at the Community leyel, many of the
developments on which macro-economic conditions depend would continue to be
determined by factors and decisions operating at the national level. This
would apply not only to wage negotiations and other market-determined
behaviour, but in particular also to budgetary policigs. Aside from a
system of binding rules governing the size and the finéncing of national
budget deficits, decisions on the level and composition of government
spending and many revenﬁe measures would remain the preserve of member
states even at the final stage of economic and monetary union. Only if the
decision were taken that maj&r public goqu constituting the bulk of public
sector activity (internal and external security, justice, social _security,
environment) should.ég_g~MLEEEE_EEEEEEJ;;~;;;;IEEE7 at the Community levekj
would the Community budget be significantly enlarged.

However, an economic and monetary union could only operéte on the
basis of mutually consistent and prudent behaviour by governments, unions
and other economic agénts in all member countries. In particular,
unco-ordinated and divergent national budgetary policies would not only
undermine monetary stability, but would also generate _imbalanceé in the
real and financial sectors of the Community and render it impossible to
‘pursue apprdbriate macro;ecqnomic policies for the Community as a whole.
This is why all countries would have to accept that sharing a common market
and a single currency area imposes narrow constraints on budgetary policies

and requires strict fiscal discipline. Similarly, strong divergences in
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wage levels not justified by different trends in productivity would produce
economic and monetary tensions.

To some extent market forces would exert a disciplinary influence
because financial markets, ﬁonsumers and investors would respond to
differences in macro-economic developments in individual countries and

regions, assess the budgetary and financial position of different

" countries, penalise deviations from commonly agreed fiscal guidelines or

wage settlements, and thﬁs woatd exert pressure for sounder policies.
However, experience suggests that market perceptions do not necessarily
provide strong and compelling signals. In particular, in the financial
field, rather than 1eadiﬁg to a érédual adaptation of borrowing costs,
market views about the creditworthiness of official borrowers tend to
change abruptly and result in the closure of access to market financing.
The constraints imposed by market forces might either be too slow and weak
or too sudden and disruptive. 7

For this reason an economic and monetary union would require
binding arrangements which would ehable the Community to monitor its
overall economic situation, ﬁo assess the consistency of developments in
individual countries and with regard to common objectives and to formulate
guidelines for policy. This would be particularly important for budgetary
policies. Such arrahgements should, firstly, impose effective and binding
limits on budget deficits that could be incurred by individual member
countries of the Community, although in setting thesé limits the particular
situation of each member country might have to be taken into considergtion.
Secondly, the arrangements would have to include (in accordance with the
criteria laid down for a European System of Ceﬂtral Banks) strict limits -
both in size and duration - on the maximum permissiblevaccess to monetary
financing, as well as on borrowing in nén-Commpﬁity currencies. Thirdly,
the arrangements should enable the Community to conduct a coherent mix of
fiscal and monetary policies, i.e. to dispose of a system of rules that
could be applied with a view to determining the aggregate balance on

national budgetary positions, including that of the Community.

34. 1In summary, the establishment of an economic union would require:
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- the creation of an internal market without physical, regulatory
“or fiscal frontiers, supplemented by a competition policy which
effectively removeg - distortions in competition; .

- common policies in trahsport, research and technological
development, which would help to exploit the full potential of
the single market and its role in the allocation of resources;

- a system of financial transfers to stimulate regional and
structural developments through investment programmes, which
would help regions with lower productivity to catch up with the
more developed parts of the Community;‘

- a framework for monitoring  and co-ordinating general
macro-economic developments in the Community with a view to
attaining non-inflationary, balanced economic growthj;

- binding rules setting‘ maximum possible deficits for national

‘XC;> budgets|taking into ~conéidepation the situation of each member
country, and strict limits on both monetary financing and

borrowing in third currencies; ‘ B
- effective ﬁglbipding procedures for the co-ordination of national

budgetary policies which would enable the Community to determine

///:1/¢B its macro-fiscal policy stance(gg;écyﬁ

These requirements would not only have to be met in order _to

A A . AR :
derive the greatest possible benefit from an enlarged economic space, they
, : o

would also be indispensable for the cohesion of the monetary- union.

4, Institutional arrangements

35. Management of the economic and monetary union k&ffffgfij wouldi

call for an institutional framework which would allow policy to be decided

and executed at the Commupity level in those economic areas that were of
direct relevance for the funcﬁioning of the wunion. The institutional
framework would have to guarantee efficient economic management, properly
embedded in the democratic process. The creation of a monetary union would
necessitate the setting-up of a new monetdry institution, placed in the
constellation of Community institutions (European Council, Council 6f
Ministers, Eutdpean Parliament, Commission and Court of Justice). The

establishment of economic union would not necessarily require the creation
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of a new institution, but the formulation and implementation of common
policies in non-monetary fields and the co-ordination of policies under the
competence of national authoritieggécould require a revision and, possibly,

some restructuring of existing Community institutions.

36. The need for a new monetary institution would arise because a
single monetary policy could not be decided and implemented independently
by different central banks and because decisions concerning day-to-day
monetary policy opetati6ns would have to be centralised if they were to
respond quickly to .changing market conditions. For these reasons the
Community's domestic and international m&netary policy would have to be

organised in a European System of Central Banks (ESCB). The System could_

consist of a central"institution('with its own balance sheet) and national

central banks. At the final stage the ESCB - acting through'its Council -

would formulate and decide the targets of monetary policy and manage the

Community's exchange rate vis-a-vis third currencies. The national central
banks would be entrusted with the-implementation of policies in conformity
with guidelines established by the Counqil of the ESCB and in accordance
with instructions from the central insti;ution.

The European System of Central Banks, which would embody the

Community's monetary order, should rest on the following basic principles:

. Status

- égdependence of instructions from national governments and
Community authorities;

-/d" proper democratic legitimisation through reporting and
appointment procedures;

- appointment of the members of the Board by the European Council
oézgfoposal by the ESCB Councilj the tenure of Board members
would be for five to seven years and(jt’WOuld be irrevocable;

- transmission of an annual report by the ESCB to the Council of
Ministgrs and the European Parliament; the Cﬁéirman of ﬁhe Board
could be invited to report to these institutions;

- supervision of the administration of the System independently of
the Communiﬁy bodies, for example by a supervisory council or a

committee of independent auditor{iGD
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Structure and organisation

—_i\federative structure, since this would correspond best to the

political structure of the Community;

- th€ establishment of a European Central Bank Council (composed of

the gbvernors ofL;entral banks and the members 6f the Boa;db)
which would be responsible for the formulation of and decision on
the thrust of monetary policy; ' '

Ehé/establishment of ;;é Board (with its”supporting staff%£>which

would monitor monetary
nite net.

AN

developments and oversee the
implementation of the fmonetary poliéy;_

national central bé;ksCDWhi;h would execute the day-to-day
operations in accordance with instructions given by the Bo;rq£’CD

Mandate and functions

t“}he System would be responsible for the formulation of monetary

policy at the Community level, for the co-ordination of policy
implementation at the regional level and for the maintenance of a

propetly. functioning payment system; the System would _ be

Lﬁ uo"etM-L'

committed to regulgtg the amount of money in circulation and LOf
credit supp}ied by banks and other financial institutions on the
basis of criteria designed to ensure price stability as well as
economic growth} '

the System would be responsible for the formulation of banking
supervisory policy at the Comﬁunity level andi?b-ordination of

banking supervision policies of

the national  supervisory

authoritiesj ()

Policy instruments

>

- i;e instruments available to the System/would be specified in its

stq;uthf’éoge?her with a procedure for amending the2>4 the
instruments would ;omprise bo;h regqlatory powers an the
authority to conduct central banking operétions in money and
foreign exchange markets
there would be strict 1limitations ;Z} lending to all public

authorities}
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- the monetary policy instruments would be oriented towards a free

market economy.

37. The institutional requirements for ,effective conduct of economic
policies should be assessed in the light of the functions which would be
performed at the Community level. As noted in the previous section, there
would be four broad areas in which the Community would have to be involvedﬁ
firstly, the establishﬁent and maintenance of a single market for persons,
goods, services andA capital; secondly, competition policy and other
measures aimed at strengthening market mechg&isms; thirdly, the formulation
and implementation of common policieg aimed /balancing the process of market
integration; and fourthly, co-ordination of macro-économip policies, in
particular with a view to applying a ffamework of binding rules which would
enable the Community to enforce budgetary restraint and to avoid major
differences(ﬁn gpblic sector borrowing requiremgnté} between individuél
member countrieié/zo follow a common policy with regard to the financing of
budget deficité and to formulate a macro-fiscal policy stance of the
Community. i |

The necessary institutional framework for performing these four
tasks is already in place.with differenﬁ, though partly overlapping,
functions conferred on the Couqéil, the European Parliament, the Commission
and the Court of 'Just%ce. In 6rdep to ensure a flexible and effective
conduct of policies in those ecqnomié areas in which the Community would be
involved, two basic reduirements would have to be fulfilled: firstly, to
the extent that policies wefe depided and enacted at the Commgnity level,
there would have to bé<a clear distribution of respon;ibilities among the

lwith' due regard to whether decisions

existing Community institutions,
relate to the setting of broad policy directions or to day-to-day
operations in the light of current develbpments. éecondly, in those aréas
in which the Communify's fole would be to éo-ordinate policies, its task
would have to involve the application of a system of binding rules to
individual member states. By analogy with the structure of the European
System of Central Banks, where the ESCB Council would determine the broad
lines of monetary poli?y and the day-to-day execution of thégz- polipiéik
would be in the hands of the Board, a similar allocation of

responsibilities between the Council of Ministers and the Commission could

be envisaged in the economic field.



_28_

In order to be able to carry out their functions within the
existing institutional framework, the Community bodies would have to

possess adequate instruments and means. As far as the implementation of the

single market and competition policy is concerned, the necessary procedures
and arrangemente have been laid down in the Treaty of Rome and the Siogle
Act, conferring upon the Community the legislative, exe:otive and judicial
authority. '

With regard to common policies aimed at strengthening the

functioning of the single market, the foundations for a more effectlve
Communlty role in reglonal and structural development heﬁ’recently been put
in place, involving both a doubling of the resources of structural funds
and a reorganisation of policies. At a more advanced stage of the process
these mechanisms would have to be further extended and made more effective.

In order to enable the Community to pursue an appropriate

macro—economic policy, new procedures would have to be developed. These

procedures would have to define and ma1nta1n a fair balance between
co~ordination through binding rules flxlng a set of objectives and
constraints and discretionary co-ordination adapted to a particular
economic situation. This would imply a need for both horizontal
co-ordioetion - between member countries and the Commission and the Council
- and vertical co-ordination between a member country and the Commission.

. ) . .. mm&rif,\m%

The co-ordination of macro-economic policies would allew to
'determine a strategy for growth and employment in an environment of price
stability and economic cohesion. For this purpose co-ocdination would
involve: defining medium and short-term policy approaches, bearing in mind
all their economic and soc@al implica;ions; setting a multi-year ftameyork
for national and Community budgetary policiés} managing common policies,
particularly with a view to improving economic and social cohesion; and
determining, in close consultation with the ESCB Council, the Communi;y's
exchange rate policy. ‘

The most difficult and most important task in this context ~would
be to develop an effective procedure for joint decision*making in the field
of budgetary policy. This would involve, firstly, pthe” definition of the
overall sfance of fiscal policy, i.e. ‘the size and the financing of the
aggregate buogetary position in the Community; secondly, binding rules and
collective decisions concerping budget deficits that could be incurred by

individual countries; and thirdly, strict limits on the maximum permissible
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access to monetary financing as well as on borrowing in non-Community
currencies.

While the involvement of the Community in non-monetary policies
would be based on the existing institutional setting, it would be of
paramount importance that the ensuing policy decisions resulted in a
coherent and consistent set of measures which would clearly signal the
Communlty s policy stance. Without an unequivocal formulation of economic
policies, in particular in the budgetary field, the responsibility for
macro-economic policy for the Community as a whole would fall on monetary
policy. This would leave the Community with only one macro-economic policy
tool and therefore significantly impede an effective policy geared to

stability and growth.

38. The new Treaty laying down the programme, procedures and organs
of the economic and monetary union would create a situation in which the
existing Community institutions (European Council, Council of Ministers,
European Parliament, Commissioq,f énd Court of  Justice) would be
supplemented by a new institution of comparable status, the‘European System

of Central Banks. Relationships and interactions between these bodies would

have to be defined not only in order to construct a consistent
institutional framework, but also to ensure an effective procedure of
consultation and co- ordlnatlon between budgetary and monetary policies. To

o A MJ oA

this end appropriate an&—-—reguTaT relat1ons (between the existing

institutions and the European System of Central Banks(?ould have to be
establlsheé>wh+ch——would prov1df for consistent consultation procedures

without, however, impinging on the policy respons;bllltles.entrusted to
each institution in its own field of economic and monetary management. An
involvement of the European Parliament and national parliaments in the
co-ordination process could be considergd in addition to the role to be
played by the Counéil and the Commission, and the European Parliament could
be consulted in advance on the stance of economic policy in the Commqn{ty.
The consultation process should include a yearly joint assessment of the
overall economic and monetary situation and prospects, and the formulation
of a general policy guideline for the year to come. Moreover, the Council
of Ministers and the Commission would submit a report each year to the
European Council and the European Parliament on the functioning and the

status of the economic and monetary union.
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III. Steps towards economic and monetary union

1. Principles governing a step~by-step approach

39. The request made by the European Council to the Committee to
study ''concrete steps" reflects the awareness that an economic and monetary
union, as outlined in Part II of this Report, is too profound a change in
the economic and institutional structure of the Community to be realised at
one stroke. Households, corporations, unions and public administrations
would need time to adapt their economic behaviour to a new setting.
Similarly, it would not be possible to change the balance of powet4 within
the Community at once in all fields. Rather, it would be necessary to build
on success and to retain the possibility of correcting the course of action
in the light of new experiences.

The ambition of the final objecpive, the present diversity in the
situations of the European countries.and the variety of areas involved -
which go well beyond the economié and monetary sphere - make it necessary
to be clear concerning the path to be mapped out.

In designing a step-by-step approach along this path the general

principle of subsidiarity, referred to earlier in this Report, as well as a

number of further consideration%:yould have to be taken into account.

40. Discrete but evolutionary steps. The process of implementing

economic and monetary union would have to be divided into a limited number
of clearly defined stages. Each stage would have to represent a significant
change with respect to the preceding one. New arrangements coming into
force at the begihning of each stage would gradually develop their effects
and bring about a change in economic reality so as to pave the way for fhe
next stage. This evolutionary developmenf would apply to both functional
and institutional arrangements. .
41. Parallelism. Parallel advancement in economic and monetary
integration would be indispensable to avoid imbalances which could céuse
economic strains and loss of »political support for further developing the

Community into an economic and monetary union.1£PErfect parallelism,
e 2

( hbwever,)at each and every point of time would be impossible and could even
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- be counterproductive. Already in the past the advancement of the Community

in certain areas has gone hand in hand with temporary standstill in others,
thus involving only partial parallelism. A certain amount of temporary
deviations from parallelism is part of the dynamic process of the
Community. However, parallelism would have to be maintained in the medium

term.

42. Calendar. The conditions for moving from stage to stage cannot be
defined exactly in advance. They would depend on too many factors to permit
the setting of explicit deadlines. The timing of, especially, the move to
irrevocably fixed exchange rafes would have to be judged in the light of
circumstances by the Councii, the Commission and the European System_ of
Central Banks (ESCB), which would have beeﬁ created in the second stage. A
firm commitment to the final stage, as described in Part II of this Report,
woulé}howevezlbe indispensable. There should be a clear indication of the
timing of the first step. It could begin [soon after the political decision
to draw up a new Treéty has been takgp, but at the latest] when the
Directive for the full liberalisation of capital movements comes into fo ce
on lst July 1990. [It might be envisaged that this first stage §f~ff be
completed with the implementation of the single market at the end of 1992.j

43. Indivisibility and gradualism. Gradual progress in a step-by-step

approach should not Zproducefat any point in time/ ambiguities about the

vt L
ultimate responsibility for policy decisions and execution. Unless it .is—

unmistakable who (i.e. whether national governments or the Community; which
organ or institution) has '"the last word'", there would be a risk of mérket
uncertainty and policy conflict. Policy functions are not equally divisible

~

in all areas.

In the monetary field, once exchange rates ;;::Irrevocably locked
- as was pointed out 1in Part II of thé Report =~ a.common monetary policy
would be required and would have to be formulated collectively in the
framework of the Eufopean System of Central Banké. As .the authority over
monetary policy cannot be  shared out among several autonomous
decision-making bodies, the ultimate decision;making power over 4eaqh
Community currency would rest with Athe respective national central bank

until exchange rates were locked. [This sets the limit of the possible
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attribution of policy functions to the central institution before the final
stage.]

At the same time, however, if the objective of economic cohesion
and the attainment of progressive exchange rate stabilityzigéhot to be put
in jeopardy, the extent to which the national decision-making po&er cam” be
exercised in gaactlce will be 1ni?ea5125£§ constralned for all central

[ RPN ’gL Uneneas ure

banks and by_ﬁgrcp of events w1ll{pave’ toLFakehp%ace more and—meré\\n a

framework of close co-operatlon and co-ordination. As suggested in the
description of concrete steps, collaboratlon‘;an’ be greatly strengthened
long before the respon51b111ty for monetary polidéy )é’actually transferfed
to the ESCB. |

In the budgetary field policy functions can be, and are, shared
between different levels of government in all constitutional systems. This

facilitates a step-by-step approach to economic and monetary union.

44, Participation. There is one Community, but not all the members

have participated fully in all its aspects from the beginning. So far this

has mainly been the consequence of successive enlargements and,ﬁgbr>'%g:
i EMS, of the decision of some countries not to join the exchange rate
agreement. A consensus on the final objectives of the Community, as well as
| participation in the same set of institutions, should be maintained, while
i allowing for a degree of flexibility concerning the déte on which some
| member countries would join certain arrangements. The management of each
| set of arrangements should be__the responsibility of those who (fully

‘ —— o —— —

participate¢in it.

i 2. The_ Treaty

45. The(é?plementation of economic and monetary union( wogid in 2, aﬂﬁ
A2AAD - u:L :
g{ accordance w1tthrt1cle 102A a5 1ntroduced into the EC Treaty[;r]the Slngle
1) —
ﬁb”“ Act, have to bg embod;gd in a new Tregpy. This Treaty would provide the
legal foundation on which the institutional framework of, and concomitantly
the distribution of policy responsibilities in, an economic and monetary
union, as described in Part II of the Report, would be based.
The Committee has examined the scope for progress in ;&@fecogpmic

and monetary integration under the present legal provisions as—they—are in

force in each member country. This investigation has shown that unless
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national/legislations.42;; amended in various respects, &hefe<;;éf£§téizzgg/
Bgﬁﬁis for further action on the part of national authoritied” no member
country is able to transfer decision-making power to a Community body, nor
is it possible to set up arrangementé for a binding ex ante co-ordination
of policies. As a consequence, concrete steps towards economic and monetary
union would have to be confined to measures strengthening co-operation,
mutual surveillance, analysis of developments and non-binding co-ordination

of policies until a new Treaty had been ratified.

46. One procedure would be to conclude a new Treaty for each stage.

The advantage of this procedure would be that it would -explicitly reaffirm

—— - = . .-
at each stagé the political consensusX Its disadvantage would be that, as

well as being unwieldy and slow, the overall consisteﬁcy of the process
. N ’

might not be sufficiently safeguarded and sight mdy be lost of the ultimate

objective. It would also carry the risk that progress in parallel between

the monetary and non-monetary sides would not be respetted.

47. Alternatively, it could be decided to conclude a__ single

comprehensive Treaty which would /formulate clearly/the essential features

and institutional arrangements of economic and monetary union and the steps

in which it could be achieved. Such a Treaty could facilitate the

"organic laws" and enabling

implementation process through the provision of
clauses and it could also indicate the procedures by which the decision
would be taken to move from étége to stage. Each move would require an
appraisal of the situation and [unanimous] political agreement. [Shoﬁld
unanimity be adopted as the rule for all the stages? Who should participate
in the decision? The Europeén Council mightl have to take the final
decision, but what say would the organs of the economic institution and
monetary institution resﬁectively’have in propqsing, or giving advice on,

the decision?]
3. The ECU

48. The Committee has examined various aspects of the role of the ECU

in the process of economic and monetary integration in Europe. While the
ECU should develop into the future single curténcy of the Community, the

Committee felt that the future development of the ECU should be determined



2

in the market place and by the extent to which market participants/find it
convenient to use the ECU for transactions. While all obstacles tg¢ its use
should therefore be removed soon, the ECU should not be >utili§ed by
official authorities as the driving force of monetary union, nor should it
be allowed to become a source of monetafy instability.

The Committee's conclusions and proposals regarding this
important subject are to be found in several parts of tn? Report. They
concern both the final phase and the intermediate stages of the economic
and monetary wunion. For equsitienal convenience the conclusions are

. wo Rinsdimya,
summarised here in four propositions.

49. Firstly, the Committee considered that a parallel currency
approach would not be a useful or ’a/desirable way to establish a monetary
union. According to this approach the ECU would become a fully-fledged
currency created autonomously and. in addition to national currencies. ' The
ECU as a parallel currency would circulate alongside, and compete with,

national currencies. The proponents of this approach maintain that the

gradual crowding-out of national currencies by the ECU would aLLewr
circumvent the institutional and economic difficulties of establishing a
monetary union. The Committee rejected the parellel_currency approach for
two main reasons. Fltstly, an additional source of money creation without a
precise llnkage to economic activity could jeopardise price stability.
Secondly, the addition -of a new‘currency, subject to an independent
monetary}poliey, would further complicate the already difficult endeavour
of co-ordinating different national monetary polieies. In conformity with
this view, the Committee does not support the abandonment of the basket
definitien for the Ecu; or the introduction of an independent monetary
policy for the ECU, or the establlshment of a llnk between the private and
the official c1rcu1t/ of the ECU. )

50. Secondly, the Committee considered that all the obstacles to the

voluntary use of the ECU by the private sector as a un1t of account and as

a means of settlement should be removed. In order to avoid undesirable
distortions .in the f1nanc1al markets there should be .no official
dlscrlmlnatlon in favour of the ECU"there should, however, be both dlrect
and 1nd1rect encouragement. Dlrect encouragement could include increased

borrow1ng'1n ECQs by public author;tles, increased use of the ECU 1in

[y

ig‘%

’
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official transactions inside and, whenever possible, outside the Community,
larger exchange market interventions in ECQ& and greater support of the ECU Z s
clearing system. Indirect encouragement could consist of attributing to the

ECU the status of a foreign or a national currency in each member country,

of 1ncrea51ng the operatlons 1n official ECUs in the EMS and of increasing

the group of th%fd holders. -

51. Thirdly, the Committee was of the opinion that the ECU should

develop into the future currency of the Community. A monetary union does
not necessarily imply a single currency, but ~for economic, political and
psychological reasons a single currency would be a natural and desirable
feature of a monetary union. A declaration that the ECU should develop into
the future currency of tﬁe Community is desirable. It would assure private
agents that there would be no discontinuity between the present ECU and the
single currency of the union and that ECU obllgatlons would be payable at

2

face value 1n Eq,llf the tran51t10n to the single currency had been made gt**"zf
em u\e
the time of-the maturrty~eﬁ—the~concracﬁ.

52, Finally, the Committee examined the possible role of the ECU in

the conduct of a common monetary policy. A proposal 1in this respect 'was
that the official ECU could be used aé.a reserve instrument, establishing a
link between each national central bank and the central institution of the
European System of Central Banks. The ECU would circulate only among
central banks and provide a basis for an operational framework for a common
monetary policy that would repiace voluntary co-ordination. The Committee
felt that such a proposal was one possible way of ptepéring the ground for

a common monetary policy in the course of the second stage.

4, Concrete steps in three stages

53. The Committee is of the view that the evolution towards economic
and monetary union could be divided into three major stages. In each stage
a number of concrete and parallel steps would be implemented 1in the

institutional, economic and monetary f1e1d which would advance the process

of integration, ensure the gradual construction of the institutional
framework and reorganise policy responsibilities in accordance with the

requirements of an economic and monetary union.



- 36 -

54. Both strategic considerations and actual economic developments
would call for a particularly careful design of the first stage. Firstly,
in order to impart a strong momentum to the process of economic and

monetary union, and to underpin its credibility, there would have to be a

clear and convincing political endorsement of the final objective’

reflecting the common will of Community countries. Secondly, it would have
. . 5 it
to be taken into account that the implementation_ of the single market
ALln '\_e.ssuf.. -

programme currently under way wewld sttrongly ~ affect the economic

environment in the Community. In particular:

- the complete liberalisation of capital transactions by the middle
of 1990 1is an irreversible process in which the European
countries are already engaéed. There is a serious risk that in
the absence of an explicit procedure to determine the overall
monetary policy stance in the Community, national monetary
policies will be subjected to different constraints. [In order to
avoid such differences it is necessary that the central banks
participating in the EMS transform ﬁonetary policy co-ordination
from an ex post to an ex ante exercise at both internal and

external levels;] or alternatively [in order to cope with these

problems it is necessary that the central banks participating in
the EMS significantly strengthen monetary policy co-ordination at
both internal and external levels;] similarly, it will be
essential to develop procedures to ensure that budgetary policies
are consistent with exchange rate commitments;

- the sizable fluctuations within the international monetary system
have led central banks to rely more heavily on intervention in
the foreign exchange markets on a co-or&inated basis. However,
such a policy inevitabiy has a direct 1influence on the
implementation of domestic monetary policies in these countries.
It is therefor:ﬁiﬁzcé%sgry 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 efficiency of their
. : : o

monetary management both at domestic and, European levels; —

. wrllo,

- the tendency of the European central banks to conductyin the

. R N ”_‘_’_.\/w\-—-ﬁ»pmg
;> framework of the EMS(EEEEz-Tifftary POligzgfswith::iegardiffd

2
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domestic considerations™ - in their respective countries 1is not

e
po

necessarily conducive to f;stering a monetary policy satisfactory
for the Community as a whole. The creation of a common monetary
think-tank for analysis and recommendations would make it
§3§sfble to address this problem better. The deliberations within
this monetary think-tank would in effect provide all central
banks with a better basis for setting their own national
approaches in a European context while preserving full

decision~making autonomy.

The desirability of a clear demonstration of a common political
will and the challenges of market integration would call for substantial
and effective measures at the beginning of/Stege:Ef” although, as noted
-earlier, the scope for such measures would be 1imited as long as a new
Treaty had not yet been ratified. For this reason it is crucial that
/gtag;ﬁé’ﬁbuld be introduced by the political decision to embark immediately
on, and ;a’conclpde as quickly as possible, intra-governmeptal negotiations
on a Treaty, as well as a set of concrete measures aimed at effectively

enhancing policy co-operation and co-ordination.

55. The second stage could begin when the Treaty ha;;come into fotte.
This would involve the construction of the 1nst1tut10nal framework of the
economic and monetary union and, where env1saged, a gtadual transfer of
operational functions to the Community institutions. This stage would be
characterised prima;ily' by a training process leading to a collective

decision-making, , withoutj~—however,. yet abandoning  the ultimate

N
responsibility for policy decisions at the national level.

56. The final stage would commence with the move to irrevocably

locked exchange rate and the attributionpof these monetary and economic

competences to Comm unxty 1nst1tut1ons that~-have~been-described in Part II

of thg?Report. In the course of the final stage the national currencies

would eventually be replaced by the ECU as the Community's sole currency.
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S. The principal steps in stage one

57. In the institutional field this stage would 1involve the
pfeparatibn and ratification of the Treaty on the economic and monetary
union, with a procedure similar to the one followed for the Single European
Act. The decision to draw up a Treaty would be coupled with an official
annous;ement that the ECU should develop into the currency of the future

monetary union in Europe.

58. In the economic field the steps would centre on the completion of

— the igternal market programme, the reform of the Community's structural
policies and efforts to strengthen the sonstraints on national budgétary
policies. In particular, there would be action in‘three directions. ‘

Firstly, there would beiéomplste remqyal of internal barriers and
liberalisation of exchanges of goods, services and capital within the

Community, according to the internal market programme adopted in the Single

- Act. The completlon of the internal market would be ‘accompanied by a

—

strengthening of Communlty competltlon policy and of the executive and
judicial authority to 1dent;fy and sanction infringements of Community law.

Secondly, there would be full implementation of the ''Brussels
packsge" for reforming and doubling the structural funds, designed to
enhance substantially the ability of Community policies to promote regional
development and to correct economic imbalances.

Thirdly, the 1974 Council Decision on economic convergence would
be replaced by a new prdcedure that wouleEEEQHgggggj considérabf?? the
possibilities for constraininé budgetary imbaLances, as well as for
assessing the consequences and Jconsistency of'the'overall policies of the

/ﬁémbetzs/étes. Co-ordination would be based on recommendatlons and carried
out Y,Lh*/due account of the views of the Committee of Governors. In
partlcular, the rev1sed 1974-@onvergence Dec151on would

- set up a new procedure for budgetary policy co-ordination, with
incréasingly presise quantitative guidelines and medium-term
orientations; '

- define a programme of budgetary consolidation for member

countries concerned [by reducing, where necessary, the central
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government deficit to no more than X% of GNP over a period of Y
years]s;
- establish a process - of multilateral surveillance of economic
developments and policies based on agreed indicators. Where
wine . N
performances are judged 1nadequate or detrimental to commonly set
objectives, recommendations and ~ pollcy consultatlons would take

place at the Community level with the aim of promoting the
necessary corrections in national policies; “““-——--«\\\\\W
- provide for the possibility zf promoting, where felt approprlate,

concerted budgetary actiong the member countries?

59. In the monetary field focus would be placed on implementing

financial integration and intensifying co-operation andieo-ordination of

monetary policies. Realignments of exchange rates would remain one of - the

UaaN
instruments for adjustmeé&-ef imbalances among Community countries, but an
effort would be made by every country to make the functioning of other

adjustment mechanisms more effective. Actions would develop along several

—

lines.
Firstly, through the approval and enforcement of the necessary

Community Directives, full-implementation-would—be~given~to the objective
AL S
of a single financial space in which all monetary and f1nanc1a1 instruments
T ‘ot
~would circulate freely and banklng, securities and 1nsurance services would

IUJW _be offered unlformly throughout the area;uowﬁﬂ( A ”ﬁ”ﬁiﬁ“*a‘ R o

’ Secondly, efforts would be made to Ihelude all Community
currencies in the EMS exchange rate mechanism. The same rules would apply
to.all the participants of the exchange rate mechanism. o

Thirdly, all regulatory impediments to ‘the voluntary use of the
ECU as a common numeraire and a means of settlement by private economic
agents would be removed. — .

Fourthly, the 1964 Council Decision defining the mandate of the
Committee of Central Bank Governors would be regiiiig by a new Dec151on
giving the Committee gteater authorlty and v151b111ty and making it the
forerunner of the Counc11 of the European System of Central Banks to be
created under the new Treety. The thrust of the revision would ‘be to
strengthen the co-ordination of monetary policy among all member countries

of the Community. To this end, the Committee)\would:

of @mrewr\av& N
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- formulate recommendations on the overall orientation of monetary
and exchange rate policy, as well as on measures taken in these
fields by 1individual countries. In particular, the Committee
would be consulted in advance of national decisions on the course
of monetary policy, such as t2e> setting of annua{ Somestic
monetary and credit targets. /Ahe Committee could declare
publiclyérgn the event of épeculative capital flows unwarfapted
by fundamentals or underlying ménetaty poligy?}th&t the European
central banks stood ready to counteract these capital flows by
interventions;

- make policy recommendations to individual governments and the
Council of Ministers on non-monetary polidies that could affect
the internal and extefnal monetary situation 1in the Community,
especially the functioning of the EMS. The outcome of the
Committee's deliberations could be made public by the Chairman of
the Committee;

an
~ submit an annual report on its activities andL.the monetary

situation of the Community to the European Parliament.

The Committee's opinions and recommendations would not have to
reflect unanimity, but could be established by a qualified majority; the
recommendations would not be binding. In order to reinforce the monitoring

and the analysis of monetary and economic developments the Committee would:

- set up three committees (supported by a permanent research staff)
which would report regularly ﬁo and advise the Committee of
Governors. A monetary poiicy committee would define commoh
sutveiilance instruments, >propose harmonised .objectives ahd

‘ ‘ adues, : ) Ranmgroven oy
instrumepts and hglp &g_ggygigpyg;zaazii§[a process fgom ex post
analysis to an ex ante approach to monetary policy “co-operation;
a foreign exchange policy “committee would monitor and analyse
exchange market develoﬁments énd assist in the search for
effecti§é>intervention étrategies; [should these two committees
possibly be merged into a éingle one in order to facilitate an
integrated approach to mﬁgetary poiicy?] a committee on banking
supervision would u«ée%@akeirégulat consultations on matters of

common interest in this field.
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[Finally, efforts would be made to increase the independence of

national central banks.]

60. A number of Committee members advocated the creation of a

European Reserve Fund (ERF) that would foreshadow the future European

System of Central Banks. [This institution would be established in the
context of a new Treaty or, alternatively, by an inter-governmental
agreement among the member countries concerned.] The main objectives of the

ERF would be:
;

a.a,e..uJWJ

- to serve as a training ground for implementing a  better
co-ordination of monetary analysis and dec1slons;
- to facilitate, from a Community point of view, the concerted

management of exchange rates and possibly to intervene visibly
. w?mo@ﬁuwmm
41(1n thied-and art1c1pat1ng currenc1e%i)on the foreign exchange
< > or
marketLPpen request of the participating central banks;

~ to be ige symbol of the political will of the European countries

s & :
and Ghefe%oreLreinforce the credibility of the process towards

economic and monetary union.

e
The resources of the Fund would be provided by & pooling of a

limited amount of reserves (for instance 10% at the start) by participating
NG F«mf'uowia veael I Lot
central banks andeequrres a permanent structure and staff in order to
Cann N g / V2,
.ach 4eve its tasks, +fe4.

- managemé%t—of the pooled reserves;

Y.
- 1ntervenET6%5ﬂon the exchange marketsteec1ded by the members,
’ u./\tza
- analyslng/ from a collective petspectlver"/monetary trends| in—

[T Y 2RV
Qorder to. enhancg pollcy co-ordlnatlon.

All EC central banks would be eligible to join the Fund. However,
membership would be subject to their participation in. the exchange rate

mechanism, the reason being that the EMS 1mp11es spec1f1c constraints on
: oof ool canl o

monetary policyutandvforeign exchange interventlons that bothlhrequ1reﬂ a
) pon V- .

2
o
Z.b common approach of the central ban%ﬁeoncerned.

The management of the ERF would consist of:
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- a Board of Directors, which would comprise*{:ptomatlcale% the
Governors of each central bank participating in the ERF;

- an Executive Committee) whose members would be selected by the
Committee of Governors on the basis of competence. This Executive
Committee would be ef—a‘smalli?size, consisting of three or four
members who would have.direct responsibility for the different
departments of the ERF; ot

- the€ two Committees: a Foreign Exchange Policngnd a Monetary
Policy Committee;

- two/départments: a Foreign Exchange and Reserves Management

Department, and a Monetary Policy Department.

6l. Other members of the Committee felt that the creation of an ERF
was not opportune at this stage. Their reservations stem from the fact
that:

{%oé&m~

- too much emphasis 1s placed on external considerations, giving

support—tes the illusion that common interyentibns by such a Fund

could be a substitute for economic adjustment to correct

imbalances within the Community or would offer individual
countries more leeway in their domestic monetary policy;

- the proposal involvg@ an institutional change which, in

accordance with Article 102A of the amended EC Treaty, would fall

_,i> under the[stlpulated procedure gﬁ' Artlcle 236 and requlre a new

N
‘=j£> of Govetnorsk

Treaty; the setting-up of the Fund under the same procedures that
were applled to the establishment of the EMS yas not considered
possible; .

- it would be counterproductive to set up a new institution for .a
limited period of time, in particular if most of the func;ionslaf

the Fund could be performed by a‘strengthenlngnof»the. Committee
tgu*umesum undn powiany

- it would institutionalise the separation of the Community into

two groups of countries.

However, the Committee members opposed to the immediate creation
of the ERF could envisage some pooling of reserves and intervention

operations at a later stage, but before the definite locking of parities.
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6. The principal steps in stage two

62. In the institutional field the basic organs and structure of the

economic and monetary union would be ngﬁﬂg-in accordance with the Treaty,
involving both the revision of existing institutions and the establishment
of new ones. The institutional framework would gradually take over
operational functions, serve as the centre for monitoring and analysing
macro-economic developments and promote a process of common
decision-making, although the ultimate policy responsibility would still
remain in the hands of the national authorities.

4 a

63. In the economic field the Council of Ministers, deciding _éi&h

qualified majority, and the Commission [with some involvement of the
European Parliament?] would assume a greater role in promoting Lconvergence
and co-ordination of economic policy in the Community. To allow the
determination of a common budgetar& stance a certain number of steps would
be taken.. ‘ -

Firstly, progressively more precise rules relating to the size of
the budget deficits and fheir financing would be introduced.

Secondly, medium-term guidelines for key finaocial targets and
economic programmes would be adopted in the member states. Moreover,
budgetary objectives-would be established JOlntly, when felt éppropriate,
as part of a co-ordinated budgetary and economic pollcy. '

Thlrdl%ifesources for supportlng the structural policies of the

AMember 8Fates would be enlarged and the Community investment programmes in
the fields of research and 1nfrastruc§ures strengthened.

[Finally, a view would be taken on the exchange rate vis—a-vis

major third currencies and other international monetary matters.]

64. In the monetary field the European System of Central Banks -

having all the principal features descrlbed in Part II of tha Report -

would be set ogrand.Z;%SOtb the prev1ously exlstlng 1nst1tut10nal monetary

arrangements QgMCF a%ommlttee of Governors, the commlttees for monetary

policy analy51s, forelgn exchange pollcy and banking superv;sxon, and the
e

permanent Secretarlat). The most important feature of this stage 4s- that

oy M»m [PA W

the functions of the ESCB in the formulation and- opera&ton of a comﬁon

monetary policy would gradually evolve as experlence/;s’galned. Exchange
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rate realignments would remain an instrument of adjustment, but there would
be an understanding that the frequency and the eitent of realignments
should be coﬂ%inuously reduced. ) '

b 4 w@ku}n1t1ally the ESCB framework would be used{ as a joint facility
which national central banks Eﬁﬁﬂﬂ%—shace_Lﬂ.1mp1ement1ng nat10nal mon?%i§y
policy through opetac;qns in domestic and foreign exchange markets,[as"“g
centre for monitoring and analysigfi domestic monetary conditions and
foreign exchange market developmenté; agga centre for the co-ordination of
national monetary policies. In the course of this stage the procedures
would be altered in sqch a way as to éapture the entire monetary operations
of national central banks in their accounts and their transactions with the
ESCB. | '

In addition, a certain number of actions would be taken in stage
two.

Firstly, a certain amount of exchange reserves would be pooled
and would be used to conduct limited exchange market interventions in
accordance with guidelines established by the ESCB Council.

Secondly, general monetary targets would be set for the Community
as a whole, with a presumption that national monetary policy would be
executed in accordance with these global guidelines.

Thirdly, while the ultimate reéponsibility for monetary policy
decisions would remain in the hands of national authorities, the
operational framework necessary for deciding and implementing a common
monetary policy would be created and experimented with. In this context
ECUs issued by the ESCB could be used as reserve instfqments.

Fourthly, regulatory functions woﬁld be exerted by the ESCB in
the monetary and banking fleld in order to ach1eve2p1n1mum harmonisation of
provisions (such as reserve requlrements or payments arrangements) that-are— |
necessary‘EEZthe future conduct of a common monetary policy.

Fifthly, the marglns of f1uctuat1onf'w1thA/ he ERM would be

an o mevt. L0 cnsla X -
narrowed kn*ordenuuto.approach1the final stage of the monetary union, in
which they_y&&i be reduced to zero. ‘ o '

[Still to be discussed: voting procedure 1n the ESCB Council in

PR %
AStage ,L;af ]
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7. The principal steps in stage three

65. In the institutional field there would be the full attribution of

competences to Community institutions, as foreseen in the Treaty.

66. In the economic field the Council of Ministers and the Commission

[in co-operation with the European Parliament] would have the authority to

take directly enforceable decisions, i.e.:

- to impose constraints on national budgets to the extent to which
this g;s necessary to prevent 1imbalances that 'E;;k threaten
monetary stability; ' ‘

- to make discretionary changes (through a procedure to be defined)
in Community resources to supplement structural transfers to

Member -8Tates or to influence the overall policy stance in the
Community; |
- to propose discretionary changes (through a procedure to be
%i/////’//‘deflned) in the level of harmonlsed taxatlon rates, .
- to apply some form of condltlonallty to existing Communlty
structural policies and to Community loans (as a substitute for
the present medium-term loans facility); \

- to decide on exchange rate policy.

67. In the monetary field the irrevocable locking of exchange rates
02?2
would come into effect and the ESCB would_ﬁpk&? assumeLéts responsibilities

as foreseen in the Treaty and described in Part II. In particular:

- concurrent with the annomncement ofl.irrevocable fixing of
parities between  the Community currencies, the full
respon51b111cy for the formulatlon and 1mplementat10n of monetary
policy in the Community would ‘be attrlbuted to the ESCB Counc11,

- decisions on exchange market 1ntervent10ns in third currgnc1es
would be made entirely under the respon51b111ty of the ESCB
Council in accordance with Community exchange rate po}icy; the

execution of interventions would be entrusted to [one or ?]

— national central bank;
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ek wodkd K cnnid ot on arrcmpermen (s

—Lgechnical and regulator§ we%kwﬁweu%d—be-done__£o-ptepa@e{

transition to the ECU as single currency of the Community.
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