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Operational Considerations for Monstary Folicy
in Stages 2 and 3 .

kze monetary policy during the transition
fraom the present system of fixed-but-adjustable exchange rates to a
full monetary union with a common cwrrency. The—main Report has
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/ In discussing operaticnal frameworks ﬁér the intermediate stages 2
and 3 this annex starts from the priné.ples for the organization of
the Eurcpean System of Central Banks/(ESCB), set ocut in part II of the
main Repcrt. The most important of these principles is that the main
aim should be the stability of/ the purchasing power of the cammon
currency. This principle is taKen as given in this.annex, though its
interpretation is briefly discussed.

Part III of the main Report outlines the principles that should govern
a step-by-step approach to economic and nonetary union. For the
. purpose of this annex’ the most important of these principles are :
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a) Each step ahould be discrete, but evolutiér this implies that
the institutional arrangement to be - Created initially should ke
capable of evolvﬁ.ng gradually within each stage so that they can
still be used in subsequant gta

b) Although progress should gradual within each stage there should
never be any anbi about which institution (Community or
naticnal) has the /}”laat word" with respect to the use of any
particular instrurent of monetary policy.

This last point /is discussed more in detail in the next section
general considerations concerning the relationship
between monet; policy and exchange rate policy. The first point

+» Section II of the amnex discusses sce general
principlés for monetary policy in the intermediate stages 2 and 3 and
sectiofi III then analyzes the operational arrangements that have been
ptc;7sed in the Camittee. /

II. GENERAL PRINCIPLES FOR MENETARY POLICY IN THE INTERVEDIATE

-

Part. Il of the main Report has pointed out thatm exchange rates

are-irrevocably locked at t‘.}g{e transition to stage §, a common monetary
policy teérequ;.red and witl have tO be formulated g&llecﬁi & in the

framowork of the ESCB.,In contyast, duping stage 2, uhes—shere—ts | .
stdll-geme exchange rate,, ﬁ-laxib&&&y naticnali-authorities wit-l retain (., -t

fn L] A .'__."".r.,.‘:,rw., EEowe

ERNATS

policies. However, f.'he sanme considerations that lead to the conclusion
that the irrevocable locking of exchange rates requires a comon
mneta.ry policy also imply that to the extent that exchange rates
;n:?gxe progresaively more and more stable national W&:ms
will, in practice, beccme more mtrain‘ed/ Increasing exchangé rat
lity therefore requires a framework f£or ceo-operation and
tion of mWe more explicit the degree of
exchange rate fixity, and the higher the degree of capital mobility,
the closer must be the coordination and the extent to which the
overall policy stance of the system has to be decided in camon.
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Altheugh during stage 2 the final authority for—exchange—rates—and

¢ monetary policy would remain with the naticnal authorities,
significant improvements in monetary coordination could be made either
by centralizing money and exchange market cperations of naticnal
central banks in a new, jointly owned institution without any transfer
of authority, or by assigning decision-waking power over specific
policy instruments to a collective body, or by same combination of
both.

Pooling of cperations

For example, exchange market operations could be pooled by assenbling
the foreign exchange dealers of all central banks ¢n cne trading
floor. They would still he acting under instructions from and for
account of their own national central bank, ‘but to the ocutside they
would appear in the name of the common institution. Centralizing the
execution of other monetary policy gperations would ensure that all
national central banks would also be informed instantanecusly about
the domestic actions of all the other central banks. The advantages of
" such an approach might be that (a) it oould have a powerful
demonstration effect, (b) it would provide a training gromd for the
joint implementation of a common monetary policy and (¢) would provide
an institutional set-up that would evolve gradually towards the ESCB
in stage 3., Aspects of this approach could be ocabined with all of the
institutional frameworks discussed in section III of this annex. To
the extent that this approach does not require Treaty revisicn,
because no formal transfer of monetary sovereignty is involved,

initial steps could even be taken in stage 1. '

[ A fuller description of this proposal awaits discussions in the
Cammittee's March meeting. _/ '

Pooling of internaticnal reserves

Co~ordination and co-cperation oould be also fostered by pooling
“means". For example, naticnal central barks could pool permanently a
certain percentage of their international reserves by putting them at
the dispoeal of a jointly owned inqtituticn which could then intervene
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in foreign exchange markets, especially in the markets for third
currencies. The mere creation of a a pool of reserves would be a
signal that there was concrete progress towards economic and monetary
wion and the Ejoint operations themselves would provide a useful
training ground. A wiSder additional task for the institution might be
t0 provide on a regular basis a consistent analysis of monetary
developments. This might facilitate the convergence of views regarding
the necessity of foreign exchange market interventions and their
effects on damestic monetary policies that would be required for the
joint decisions regarding interventions. Aspects of this approach
would also be combined with the institutional proposals for assigning
particular nonetary instruments to a collective kxody discussed in
section III.

Analyticel framework and ultimate chjectives

The comon monetary policy for stage 3 that will be fc;mulated by the
ESCB requires a consensus &bout the ultimate cbiective and the |
operating model for monetary policy. A consensus concerning stability
of purchasing power of the currency as the main objective of monetary
policy is evident from the agreement on the principles for the ESCB in
the final stage mentioned above. However, a similar consensus about
intermediate cbjectives and on the gperating model for monetary policy
does not exist at present. The anaiysia ‘of the institutional
frameworks in section III thexefore has to assume inplicitly that such
a oonsensus will emerge during stage 2 as a result, in particular, of
the joint, and hence consistent, analysis of monetary developments
proposed for this stage. '

The cbjective of price stability is more easily interpreted in ‘a
naticnal econcmy where prices can be expected to move closely together
throughout the entire area. For a national econamy price stability is
therefocre usually interpreted as approximate stability in such broadly
based indices as the consumer price index. However, in an area as
large and as diverse as the Community it can be expected that prices
of less intensively traded gooda and of services that form a large
part of consumpticn based indices can diverge substantially even over
the medium term. In spite of this drawback of consumption based
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indices it has been argued that they would nevertheless be the
. appropriate indicator since they are widely accepted and are broadly
based, which implies that they are more directly related to the cost
which inflation” is perceived to impose on the econamy. As an
alternative it has been suggested that the Cammmnity-wide objective of
price stability should be interpreted as implying an cbjective of
approximate stability of the producer price index of menufactured
goods. These prices would tend to equalize across the intermal market |
that will exist after 1992. '

III. OPERMTIONAL FRAMEWORKS FOR A OOMMON MONETARY POLICY IN THE

The more specific operaticnal frameworks discussed in this section are
not necessarily mutually exclusive; in scme cases it might even be
useful to oconbine elements of different approaches. However, the
discussicn treats them as distinct in order to highlight their
specific characteristics. Although these frameworks use the ecu to
dencminate certain transactions, this does not imply that they
rely on the ecu to become a parallel currency or that there would be a
refinancing of the private ecu circuit by any official institution.
The use of the ecu to dencminate certain transactions in the
formulation and/or execution of a ocommon monetary policy in the
intermediate stages is therefore cumpletely independent of
developments concerning the use of the privats ecu in the markets.

Although there is ¢onceptually a clear break between stages 2 and 3 in
the senge that the final authority for exchange rate and monetary
policy would no longer rest with national authorities in stage 3 this
section does not distinguish sharply between these two stages. Given
the high degree of exchange rate fixity that can be expected to
prevai;. towarda the end of stage 2, the econcmic constraints at that
. point 'vmuld anyway be very similar to the cnes cperating during stage
3. Moreover, the institution(s) to be created for stage 2 should be
able to function in stage 3 as well. For these reasons it has been
preferrad not to take the conceptual difference between stages 2 and 3
into account in the discussion of this section.

»
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.
A three-tier systam : ESCB, participating central benks, -éammercial
banks

Given that during stage 2 the ultimate authority for exchange rate
policy, and therefore also monetary policy, will remain with naticrial
authorities it has been suggested that it might be useful to build the
monetary organisation of the Camuiity‘on a system coansisting of three |
tiers : A central monetary institution (the ESCB), national central
banks and commercial banks. The central menetary institution would
deal only with naticnal central banks and it would act as the central
bank for the national central banks. The latter would continue their
present relationships with damestic commercial banks ut they might
settle part of their transactions with other naticnal central banks
through their accounts with the central monetary institution.

With this organizaticnal structure the scheme would have three
fundamental components : ) :

= An autoncmous balance sheet for the central monetary institution so
that it can take operational decisions rather than serving simply as
a forum for concertation.

~ A mechanism ensuring direct control of the liabilities of the
cantral menetary institution, in analogy with the control exercised
by national central banke on their domestic lisbilities that
constitute the mnetary base.

= A set of provisicns to create a demand by national central banks for
the liabilities of the central monetary institution by making their
liabilities a necessary ingredient in the national money supply
process.
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The first camponent, the autonamous balance sheet of the central
monetary inaéitu-tion, could be inmplemented by giving it a capital
formed by ocontributions of internaticnal reserves from national
central banks. In return, naticnal central banks would receive shares
of the central monetary institution and would therefors share in its

profits and losses. |

The second component, control over the liabilities of the central
monetary institution, coculd be achieved by giving the central monetary
institution the power to determine the conditions under which it
supplies credit to the national central banks. The central monetary
institution could be given wide discretion in these decisions in
analogy to the direction naticnal central hanks exercise in their
transactions with commercial banks.

The liabilities of the central monetary institution oould be
expressed in official ecu;f_.'l-nis would then require that the current
mechanigm for creating official ecu, the revolving swaps, be abolished
~ because the amount of ecus created this way dapends on guch exogensous
factors as the gold price and the U.S. dollar exchange rate. These
swaps could be replaced by an initial contribution of international
reserves. The credit mechanigms that constitute the other channel of
ecu creation would also need to be brought under control. This could
be done by giving the central monetary institution the power to grant
meniber central banks discreticnary credit in ecu, in the same way as a
national central bank finances cammercial barks through open market or
rediscount cperations. In turn, the existing credit mechanisms could
be significantly reduced, by limiting their duration, limiting their
applicabllity to marginal interventicm, eliminating automatic renewals
and making them more expenajve.
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However, such a reduction in the availability of the existing
facilities denominated in official ecu would not be required, provided
it is clear these facilities could not be drawn upon to make up for
any shortfall of required reseves. But in that case, there should in
principle be no substitution between the ecu in the two roles as an
asset for intra central bank settlements and as required reserves. The
interest rate on the two would be different; that on the former would
continue to be an average of interest rates on the component
currencies, that on the latter would be set by the ESCB to reflect the
degree of acarcity of required reserves which the central institution
wishes to produce, as explained below.

The third component, creating a demand for required reserves, that
congtitutes the main liability of the ESCB, could be organized by

requiring member central banks to hold deposits of official ecu with
the central monetary institution in the form of reserves.

Bapis for reserve requirements
(a) Lisbilities of national central benks : Monetary base

For example, the ESCB could have the power to ask menber central banks
to hold campulsory reserves in ecu, amounting to the equivalent of a
certain percentage of their total liabilities, or of the increase
thereof. The resexve requirement in official ecu would link the supply
of base money by member central banks and therefore also the aggregate
money supply in the Cammunity to the amount of official ecus created
by the ESCB.

The manner in which the central monetary institution could manage this
system would be very similar to that of a national central bank. For
example the governing body of the central monetary institution could
dacide each year how much money should be created in the Cammunity in
order to support ecommic activity in a non inflationary environment.
Given the required reserve coefficient applied to the monetary base of
each pational central bank this could then be translated into a target
for the creation of official ecus. Since total mnetary base creation
in the ;articipating countries would also be affected to the extent
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that they undertake net institutional interventions in third
currencies, & necessary complement of this cobjective would be
guidelines regarding intervention policy in third currencies,
especially the dollar. National central banks ococuld conduct autcnamous
foreign exchange coperations against third currencies, however, they
would have to sterilize the monetary effects of these interventions by
offsetting changes in credit extended to damestic counterparts.

The managemant of the system would be different in stage 2 and stage
3. In stage 2 the supply of official ecus would be less rigidly
controlled by the central monetary institution. For example, same very
ghort term financing might still be available and member central banks
might have the right to acquire ecus for international reserves to
meet requirements. These degrees of freedom could be gradually reduced
as stage 3 approaches to ensure a smooth passage to this stage where

the central monetary authority would need to have absolute control
over all channels of official ecu cmtim

The implementation of such a system leads to a number of issuez :
(1) Allowing for differences in national monetary multipliers

National monetary base multipliers differ considerably at the margin
and on average, in particular because of different (and sometimes
absent) national reserve requirements on commercial banks. This would
imply that even with a given total quantity of official ecu a transfer
of official ecus from a national central bank with high reserve
requirements and consequently a low multiplier to another cne with
lower reurve requirements and therefore a higher monetary base
multiplier )vould increase total liquidity in the system and would thus

have an wwented expansionary effect. This would not represent an

q_expensionary effect
entirely new problem since in national gystems dQifferent reserve

coefficients usually apply to i ffexrent types of deposit so that a
ghift across deposits always affects the cbserved multiplier. The
initial allocaticn of official ecus could take the differences in
multipliers into account, the problem would therefore become relevant
mainly in the subaequent cperations of the system. While not new, the
problem would, however, be an additional element of uncertainty and it
would require the central monetary institution to cbserve carefully




the distribution of official ecus and to intervene, adjusting the
overall quantity it makes availasble to the systam, in order to offset
the net expansiom:y or contracticnary effects that arise from
trangfers of official ecus between national central banks. To the
extent that differences in national base mlﬂ.pliers» are caused mainly
by differences in reserve requiraments the problem should became less

acute as the integration of Eurcpean financial markets leads naticnal |

central banks to aame convergence in national regerve requirements.

(ii1) Operational objectives related to interest rates

At first sight, the scheme would gppear to imply that the main
monetaxry policy instrument has to be the aggregate of naticnal
monetary bases. However, the central monetary institution might also
be guided in its supply of official ecu by national interest rates.
Given fixed exchange rates national interest rates would tend to stay
within a very narrow band so that the central monetary authority could
also target scame average level of interest rate. If liquidity
increased too much in any given country, interest rates in that
currency would tend to fall and there would be tensions on the foreign
exchangs markets, The appropriate response of the central nonetary
aunthority would then be to0 call back official ecus to induce the
natiocnal monetary authorities to rein in the éxpamicn of liquidity.

(111) Avsence of a true market for reserves

A more fundamental issue arises from the differences in the behaviour
of commercial banks and naticnal central banks, which are official
institutions. National required reserve systems work predictably and
affect all banks in the same manner because ccmmercial banks act
miniy en the profit motive. There is therefcre in most cases an
active market for the assets that can be used to satisfy national
reserve requirements in which the price, i.e. the interest rate,
determines whether any given bank is willing ¢o supply or demand



additional reserves. It is unlikely that a similar market will develop
among national central banks. If the central monetary institution
expands the supply of official ecu it could therefore not be certain
that all national central banks would expand their national monetary
base, and individual national central banks wishing to expand more
than others, perhaps because of stronger growth in econcmic act.i;iwty
could not rely on a market to obtain additional official ecu. The

system might then work asymmetrically if the national central banks |

with excess or free reserves in ecu refuse to sell them to the
others. This asymmetry in the system might be mitigated to the extent
that exchange rates are fixed throudgh the working of the intervention
obligations. The currency of the oountry whose nonetary base was
expanding less than the avérage would cane under upward pressure on
the foreign exchange markets. If intervention cbligations work
symuetrically this would then imply that this oountry needs to
intervene which would tend to have an exparsicnary effect on its
monetary base, unless the monetary authorities of that oount.ry ware
able to sterilize the impact of these interventicns.

(iv) Currency substitution

The absence of a market mechanism to distribute official ecus across
countries would be particularly dimportant if there is currency
substitution in the form of large international shifts of certain
deposits across the cwrrencies of the system. Such shifts would net
~ out for the entire system, so that the central monetary institution

would not need to adjust the overall supply of official ecu, but they
would necessitate a redistribution of official ecu accross national
central banks hecause they would lead to an increase in the monetary
baseof&wmntrytwardsvhidat}wcurrmwysm;imtimwasgoirxg.

(v) Allowing for the effects of realigrments

Similarly, a realigmment or just a change in the market exchange rate
ingide the bhands would imply that the central bank of the devaluing
country would be left with free reserves of official ecu. The
central banks of the remaining currencies, which would appreciate
against the ecu would instead need to0 acquire additicnal official
ecu. There they could obtain only from the central bank of the
devaluing currency, which would thus be put in a strong position.
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In general changes in m\;ks,t_excha.ngeétes would also have an effect
on the overall demand for official ecu reserves if the distribution of
monetary bases accross the Camunity does not correspond to the ecu
welghts. Since for same countries the ecu weights differ considerably
from the shares in the total camumitynmetarybaée this implies that
~ in stage 2 the central monetary institution might have to adjust the
overall supply of official ecu continuously to offset these effects.

To the extent that exchange rates beccme more stable towards stage 3
this effect should, of course, became minor.

(b) Assets of naticnal central banks : credit to the damestic sector

The potential problems menticned so far would appear to be less severe
if the required reserves national central banks have to deposit with
the central monetary authority were based on the credit extended by
national central banks to the dameatic sector instead of the total
monetary base. In this formulaticn the instrument would impinge more
directly on all elements of monetary financing of the public sector,
directly through credit extended to it, or indirectly because a

central bank is undertaking larger open market purchases at a time of
major public deficits.

Under this modified scheme the central monetary authority would
estimate the overall amount of damestic credit expansion that was
compatible with approximate stability in prices (allowing for
anticipated regerve flows) and would expand the supply of official ecu
by the game proportion. The overall expansion of the monetary base in
the system would than be the sum of the national damestic credit

expansion plus the net effect of unsterilized foreign exchange markets

interventions against third cuirencies. The «central monetary
institution would therefore have to take a stance on the desired
overall amcunt of intervention. This could be achieved by allowing the
central monetary institution to intervene directly in the market or by
subordinating national central bank interventicns to the guidelines of
the central monetary institution. Given the targst rate of domestic
credit expansion there would be no presumption that these
interventions could be vsterilized.
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Under this modified system differences in national money base
multipliers would remain a source of shifts in overall supply of money
for any given overall domestic credit target. But the absence of a
market mechanism to distribute official ecus would become less
important since shifts in money demand due to currency substitution
could be accamodated through reserve flows without any need for
transfers of official ecu. For example, if the demand for deposits in
a certain currency increases, either because of a sghift in the

activity in the country, the monstary base of that cowntry could
expand following the interventions the ronetary authorities might have
to undertake. Since the cause for the expansicn of the monetary base
would be reserve inflows at a constant damestic credit of the central
bank there would be no need fwwﬂqiswcmumbankuto ._acquire

(" -
additional official ecus. The opposite reserve flows that would take M’:‘b—\
place in other countries would also not require any transfers of f:;.w
official ecu. A
(u_ 4 ,‘L
Le- b};a— bt 1),,(,
(c) Domestic credit expansion by the national banking system (v wd

In principle, the differences in national monetary base multipliers
would be incorporated fully into the system of monetary control, if
'~ the reserve requii‘mnta were based not on the dmestic sources of
morney base creaticn, but on domestic credit expansion in the total
naticnal banking system, i.e. on the domestic sources of broad money
creation. Such a systan would still leave each central bank free in
its choice of which instruments it wanted to use to discharge its
accontability for contmlling credit expansion in its cowntry: for
MMd not necﬂ*s‘s’&ril?"c‘ﬁn"{r—ivmte to the convergence
in the conduct of policy which is part of the purpose of stage 2. It
night also leave too much slack in the control mechanism. Despite the
more direct linkage to a natural intermediate objective underpinning
fixed exchange rate - damestic credit expansion - it may on balance
have disadvantages campared to the first two variants which are based
n items that appear dJ.rectly on the balance gheet of the central
banks (total monetary base creation or the damestic campenent thereof)

or compared to the additional possibility of imposing requirements on
cammercial banks directly which is discussed below.




Three-tier systams and the evolution towards a common currency

In the three—tiers systems described so far the central monetary

institution would not have any direct contact with commercial barks or

the financial markets in general. This would imply that it would be
difficult to ugse the same coperational framework beyand stage 3 since
the Eurcpean Central Bank that would manage the cammon currency would
presumably have direct trangsactions with commercial banks, as does any
naticnal central bhank at present. In contrast an operatiocnal
framework that allowed the central monetary institution to deal
directly with comercial banks might, in principle, be adaptable to
stage 4 without fundamental institutional changes. Moreover, if the
central monetary institution were able -to make scme transactions
directly in private financial markets it would be in a position to
have gome direct influence on liquidity conditions and would not have
to rely on national central banks to follow its indications.

Alternatives and camplements .: Direct interaction EXB - financial
markets

a) Open market cperations

Cne way to give the central monetary authority the possibility to
intervene directly in financial markets would be to allow it to make
open market transactions in national markets. For example, the
central monetary institutions could use the securities it has acquired

from the national central banks for auchkbpen market transactions.

In order to guarantee that initially the influence of the central
monetary institution remains modest campared to that of the naticnal
central banks it would be useful to impose same limits on the total
amount of purchases (and sales) the central monetary institution can
make within any given period. This might be especially important at

the start,, vhen the central monetary institution would meinly have to

make purchases since its initial stock of securities would be small,
These limits could be raised overtime to allow the relative importance
of the cperations of the central monetary institution to increase
gradually, until, towards stage 3, they become more important than the
operations of each single national central bank. '

®3

v

o “

Lt T



- 15 -
b) Reserve requirements on commercial bank deposits

A different approach that would allow the central monetary institution
to have some’ direct impact on conditions in the financial markets
could be pursued by imposing a uniform Buropean reserve requirement on
cammercial bank deposits or on increases thersof. All Cammunity
cammercial banks would have to hold a certain, small fraction of their
deposits as oompulsory reserves with the central monetary
institution. The only asset that could be used to satisfy this reserve
requirement would be “federal funds"” which could be dencminated in
ecu.

The aggregate supply of these federal funds would be strictly under
the control of the central monetary institution, since that would be
the only institution that could issue them. The distribution of the
total across countries and banks would be left to a federal fundg
market where cammercial banks could trade among  thamselves the
deposits with the central monetary institution they need to satisfy
the Eurcpean reserve requirement. This scheme would therefore work
like national reserve requirements, but on a Buropean scale. The
Eurcpean reserve requirement could therefore be in addition to and

fors 10
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independent of national reserve requirements. \ Yo bt
4

This approach would imply that the central monetary institution would
intervene directly in a market that reflects system wide liquidity
conditions. This might be preferable if the tasks of the central
monetary institution are to be concerned with overall conditions as
opposed to the specific conditions in naticnal markets. It would also
be possible to combine this approach with the idea sketched out above,
by imposing limits on the total amount of open market transactions the
central monetary institution would be allowed to undertake within a
given pericd.

This "approach could be implemented by giving the central monetary
institution the power to impose a compulsory reserve requirement on
all depoeits of Community residents with Comunity ocommercial banks.
To give banks access to deposits with the central monetary institution
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the latter could initially buy the appropriate amount of securities in
the market. 'I‘hesesecuritiesoouldbedmmxinatedeitharinecu, or in
naticnal currencies, provided the proportion of the different naticnal
currencies correspond to the ecu waights., Once the initial amount of
federal funds has been created the central monetary institution could
regulate the total amount of federal funds in the system simply by
additional cpen market purchases or sales.

Through its open market conditions the central monetary institution
would be able to influence directly overall liquidity conditions in
the syastem. If it makes an open market sale, which would reduce the
total amount available, commercial banks everywhere in the Commumnity
would tend to restrict their deposits because the interest rate on the
federal funds market would rise. By limiting the total amount of
federal funds that the central monstary institution makes available to

the system it would always be in a position to limit total liquidity Yo, et

—————————

creaticn.

This approach would be campatible with different operating procedqures
for the central monetary institution. For example, it could choose an
interest rate target and restrict the supply of federal funds whenever
the actual ecu or federal funds interest rate fell below the target
and vice versa if interest rates go above the target. But it could
alaotargetﬂxequantityoffederalfwﬁabymtinterveninginthe
federal funds market and letting the interest rate adjust to bring
supply and demand in equilibrium. ' S

Different operating procedures would pPresumably be appropriate for

stages 2 and 3, butﬂlemdianiaminitaelfwmldmthavetobe
modified for the passage to stage 3. The different ways of allowing
the central monetary institution to have transacticns with the market
wmldhaveincmnmthattheywouldrequmomym 'enabling
legislation' to be enacted initially. The subsequent evoluticn of the
system, also with regard to its symmetry, would then be gradusl and
could even lead to a smooth passage to stage 4 without additiomal
substantial instituticonal ‘changes. In effect the central monetary
ingtitution would, from the beginning, act, at least in same respects,
as a Eurcpean central bank. -

@L‘w

/Lx,'o

sl



-17 -

Concluding remarks

This annex has discussed in an illustrative way various methods by
ManMcouldinﬂuencethewerall rate of money and credit
‘expansicn in the Cx:tmn.mityinstagesZandBQfﬂqeprocestmrds
EemmicandbbnetaryvnionasoutlimdinPartIIoftheReport. The -
basic premise of the annex is that it would not be encugh to establish
the necessary credibility for the new institution to formulate
monetary objectives ‘Ollectively, if the ESCB were not to have

Reserve requirements geem to provide the most direct method for
achieving this linkage from instnmmts. to cbjectives. It is the prime
method by which central banks historically have achieved monetary
control in most countries. The cbservation that varying reserve
requirements to-day plays a more limited role in influencing national
barking systans {8 less relevant for the issue of how to assure
cmtroloftheoverallmneyandcreditexpmuimm‘stage 2 and 3. In



