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Foreword

At its meeting on 27th to 28th June 1988 the European Council
recalled that, in adopting the Single Act, the Member States of the
Community confirmed the objective of progressive realisation of economic
and monetary union. The Heads of State and Government therefore decided to
examine at the European Council meeting in Madrid in June 1989 the means of
achieving this union. To that end they decided to entrust to a Committee,
chaired by Mr. Jacques Delors, President of the European  Commission, the
task of studying and proposing concrete stages leading towards this union.

In response to this decision by the Heads of State and
Government, the Committee has the honour to submit the attached Report. |The
ideas expressed and the proposals contained in the Report are given on/the
personal responsibility of the members of the Committee.

ﬁ‘he—ReﬁcTr’t_-is\é'rgan’i-sed—-im-‘thr.ee main..parés. The first/ one
examines the present state of and perspectives for economic and moxéetary
integration in the Community. The second part describes the principal
features of the final stage of economic and monetary union, and the third
part makes concrete proposals with regard to steps which could lead the

Community in three stages to economic and monetary union.
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1. The pregsent 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

wmonetary union was drawn up in 1970. This initiative took place against the

barrpround of thel.ead—oq-z.hq tran z}txon pfuod leading to [{ii SimiPrtidncsd

the customs union, AP the

f the common agricultural pollczx
It presented a first attempt to define and set out a plan for the

attainment of economic and monetary union.
B the wid-ToT

(/integration had lost momentum under the pressure from the divergent policy

reactions to the economic crises occurring at the time,.

was created; in 1973 the European Monetary Co-operation Fund (EMCF) was set
up; and in 1974 the Council Decision on the attainment of a high degree of
convergence in the Community and the Directive on stabiljty, growth and

full employment were adopted. Neven ‘”W/ 6:7

2. In 1979 the process of monetary integration was relaunched with
the creation of the European Monetary System (EMS) and the ECU. The success
of the EMS in promoting its objectives of internal and external monetary
stability laid the foundations for the new impetus to European integration

in recent years, as reflected in the adoption/ef—the*iﬂQ%/internal market

programme and the signing'of the Single European Act.

The fact that the 1992 internal market process ghas-pow.wbecend
@ﬁﬁcniggLMQZLgxgzgigiﬁle proves that the Community has been able to
overcome the serious 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 revived now that the Community has
put its house in order and resolved the most urgent budgetary and policy
issues. The Community is once more progressing along the path of economic

and monetary integration.
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Hdopgtary.Sysrem.at.rhe.end..of.the.l810s.¥The progress made by the Community

in the 1980s towards price stability, growing monetary co-operation and

reation..of .the-~Burzopean.

greater economic integration owed much to the EMS.

4. Higm'n the frgmewgrk og tne ENS thereveloped into Jeed ’é’tt.e ;,a.—(z‘ C,_;/Q-"d/ti(‘i ra (‘-C&—( 'E“)Cké_mﬂ
a zone of increasing monetary stability while gradually relaxing capital /La% W»Q_C/AWMJL«\ (@&)/‘“‘1) AQ_VQ

controls. This achievement was particularly remarkable in a period in which

- amee -

the world economy was shaken by wide exchange rate fluctuations and
tensions in trade relationships. The aacep@nco Subaible exchange rate
constraint has greatly helped the participating countries in gearing their
monetary policy towards the objective of price stability, thereby laying
the foundations for both a converging price performance 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
promoted in many countries a moderation in cost increases and led to an
improvement in the overall economic performance. Moreover, the reduced
uncertainty about exchange rate developments and the fact that the parities

of the participating currencies were not llowed to depart significantly
from the fundamental economic factors]

facilitated and strengthened /L,,&S
intra-European trade, even at ‘times of severe economic difficulties and i
high unemployment.

The EMS has served asl focal point for improved monetary policy é’i ZL{LQ
co-ordination and provided a basis for multilateral surveillance within the

Community. Its success ‘is in part attributable to the willingness of

o

countries to opt for a strong currency policy stance, but also to the
flexible and pragmatic way in 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 Basle-Nyborg 1987) its . , P

. ; S R, la ik R AP
mechanism has been amended and 1.mprovedj WM& - 5‘ Wf‘ “ag ! C/‘ .P(‘ )4{ Al S

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

System was the creation of the ECU. In pessimgeus the EMS, the European prrmmnt G R QQ.MZ' [
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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 settlement for EMS central banks. To fulfil this
latter function a stock of official ECUs has been created through revolving
swap arrangements whereby participating central banks maintain 20% of their
pold and dollar reserves with the European Monetary Co-operation Fund.
Although an integral part of the EMS and despite a number of measures to
improve its usability, the EGU has so far played only a limited role in the
¥aas&¥9»¥“a of the EMS.

By contrast, the ECU has gained remarkable popularity in the
market place where its use as a denomination of financial transactions has
spread significantly. A wide set of ECU instruments is now available for
investors, both at the short and the long end of the market. In
international banking the ECU ’Eccup&eq at present ssaggpyﬁ;esz the sixth

‘most important currency of denomination and it ranks fifth in international
bond issues, with a 6% market share. The growing use of the ECU reflects in
part the interest of public sector borrowers to develop and tap the market
for ECU securities, but it must also be attributed to an important “extent
to the ECU's attractiveness as a means of portfolio diversification and
hedge against currency risks. Moreover, the creation of an ECU clearing
system two years ago, in which by now more than thirty commercial banks
participate, has contributed to the development and the liquidity of the
ECU market. In the non-financial spherem the use of the ECU for
invoicing and settlement of commercigl transactions remains limited,
covering at present only about 12 of the Community countries' external
trade. However, opinion polls, especially among firms, tend to show an

increased interest in the ﬁdtential ugses of the ECU.

3. The Single European Act and the Internal Market Programme

6. On the economic side, a "relaunching" of Europe began in the
mid-19803 supported by the success of the EMS. The central element in this
process was the proposal, made inf!=7/1985 by the Commission, to realise
the objective of a market without internal frontiers by 1992. The essence

of the measures for the removal of physical, technical and tax barriers was

Ju—p ,&M_u‘t:ué_ e Ao d ey
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set out in a White Paper, which

specifie/f/ theﬁrogramme, timetable and
rea

methods for creating a unified economic in which persons, goods,

services and capital will be #9%%. 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 significant revision of the

Treaty of Rome.

7. The Single Act signalled ’%uaa—&igaifieand changes in  the

Community's strategy to advance in the integration process. Firstly, it

incorporated an institutional reform aimed at establishing a faster, more

efficient and more democratic decision-making process which was considered

to be indispensable for reaching the goal of a common unrestricted market.

In particular, this reform extended the scope of qualified majority voting

and thereby removed the constraints inherent in

the permanent search for

consensus which had hampered the decision-making process in the past gave

the European Parliament a greater role in the legislative process,

greatly simplified the requirements of harmonising national law by limiting

harmonisatidén to the essential standards and by systematic adoption of

mutual recognition of national norms and regulations. 74 with the

Single Act the member countries reaffirmed - and recognised in the context

of the Treaty of Rome - the need to strengthen the Community's economic and

social cohesion, to enhance the Community's monetary capacity in the

perspective of economic and monetary union, to reinforce the Community's

scientific and technological basis, to harmonise working conditions with

respect to health and safety standards, to promote the dialogue between

management and labour, and to initiate action to protect the environment.

8. Considerable progress has been made over the last three years in

implementing the internal market programme. This highlights a marked change

of pace in approaching a unified market, as compared to the developments

during the previous two decades.

The realisation of

the internal market wuntil 1993 involves the

-adoption of some 300 Directives. In view of the time required for them to

be transposed into npational legislation, the bulk of the Community's

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

Commission has presented 90% of the proposals for the Directives concerned

and the Council has adopted around one-half.(ihe most prominent, and
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certainly one of the most important, /Emrrp'l-nfis the Directive on the ,‘——-1' sfep‘; é VY- ‘9/@ ?‘W Lﬁ\«t/l«f)l “‘--65-&"'.»4@.«6
{

liberalisation of capital movements which was adopted within six months and
which 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 principle of mutual recogmtmn./ﬂapld
nificant ﬁ;b‘g?é?'s“fngmw \ made in removi;g technical barriers

relating tg, machines, materials, foodstuffs, public works and supply - 3 E/‘R‘jé 4- @
7) ? ta G\../é" R JRTRY

contracts,fsea, air and road transport, SAdSRirehcid . {S7yiCog. ey “The

ot e bt

“and

9. The creation of a single market is, however, not solely based on

. &
the elimination off«ie«-mnmi—wa&ketq barriers but comprises also & /‘——{ ﬂé«yﬁ CA.—Q/ fe C.A MQ—:&. O«A%?‘% X ~
/s-aage—-o-f-——nmmos{ to avoid market segmentation through restrictive }._—,J DA Sl fa-'LCV\Q_O( CO'U-\F‘Q/“' S, fo‘a%

commercial practices and dominant market positions, as well as common )

policies aimed at M—mmstmsﬁﬁ the field of ==~} @W’Zﬁ "“""’MN . m* W%“"l» 02‘{‘"
competition policy, the Commission's ability to apply Community law (,(,A.le‘/k‘ﬁ/éj‘ - g WL“’QA"“ “ .
governing the internal market will be strengthened, various measures will M’V‘e mé‘-‘/ﬂ"&-\ -QAA./C' 6. aé&i €

be implemented to increase the transparency, efficiency and legal certainty Coiv A, Lra Dt «"‘éJ T v &(" m4

& W é tacors Ly g

Al divion of tax barriers and physical barriers has advanced less quickly R o : z\—‘.o-(_.. f ‘%\/&M‘LQ e
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of the procedures of the Community's competition policy and a court of CA? N ijé,‘_‘ C/K/"C-—Q . Ce Mmf'--’ ‘ -‘--—*‘-—wé
first instance, specialising in particular in competition questions, will a_@{;\/‘% ce. MW AR LA Q.“,,-Q L?d.;é -
[4

be established alongside the European Court of Justice.

As far as complementary common policies are concerned, the
European Council approved in February 1988 a package of measures which
dealt with both the most urgent and arduous European policy issues and

Community policies directed atfmskﬂ-ﬁ-&npo.&u&i.aa{ and safeguarding the femm——/ Lot A 3,9992,5

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

major elements. Firétly,}meé&uo&ﬂ—saf.e&n—;ha‘ common agricultural policy fommey Aot a@la /4454/2\?0&« ‘n"%

considerable improvement in the Community's capacity to influence - b e g'&)'wﬂ. v
structuralr"’ﬂevelopments in the single market. Most importantly, the fM Ze’é”‘\md’ﬁl"e

structural funds will be doubled by 1993 and together with a reorientation -

of policies away from project to programme financing will enable the

Community to promote more effectively growth and adaptation in less

Vaeﬁ,eg W’f SRt 3 BB PR o e Y - O PRI -muQ,AA.-?{Ei .

%Q_Agmlimupm&ti,onQndwt—@adg.__,@‘n_gi_giﬁn@. Secondly, the adoption 7; “a CL..Q_ -1 cly a ¢ g @Il ﬂ‘t Wg-_,gp(
of a new financial regime which provides a firm footing for Community M..Q.ﬂ.z"‘!\,g,./é i aaf +9 m LM Q% /”“e"'g'w;;“"i{
- . Q, Cens z .
activities on the basis of a system of own resources. Thirdly, a i - QQWJ—J% -Q_.Q( otan ol VQ"-““%[QO( @ - -/ ’Q“'”(
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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 the 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, half 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, widespreaa evidence that the objective of a single market enjoys
broad support by consumers and producers and that their economic decisions
are increasingly influenced by the prospects of 1992, Anticipation effects
are clearly reflected in the investment strategies of European firms and
the unprecedented number of mergers foreshadowing a growing industrial
co-operation. These developments have generated a new dynamism ‘and

Fas&e%n*ﬂ 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 yaaxkefi 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 for economic advancement/but many of
the potential gains can only materialise if economic policyZiRdas 13
agd jusared de fresponse  to the structural changes. The opportunities arise
because the unified enlarged economic space greatly increases the freedom
£

of choice of  market participants, generates large possibilities for

exploiting economies of scale and comparative aanntages ﬁnd‘reduces the
administrative costs of intra-Community traiz,) There can be no doubt that
these changes prepare the ground for a more“€fficient use and allocation of
resourcgs..with beneficial effects for trade, growth and employment.
HaReyer. éwie extent to which these gains can be achieved depends critically

on the degree of certainty surrounding the decision-making of private
2)
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market participants. The single market will greatly strengthen economic

interdependence between member countries,€and amplify the cross-border

effects of development originating in gch member country. If national

policies are not fbrewghi—in—tine/ the participants in the single market will f— Co ttn OML{ w’GL =

be facing conflicting signals which will not only create an unfavourable Ozﬂ‘&&u& Gl C%“J £ LAnth
climate of uncertainty, but over time will give rise to economic imbalances +2‘a A B WOt

which might necessitate more frequent exchange rate realignments or

: '
reconrse to safeguard clauses. TheZexistence of a common market fommmmhiel) 'fv-euj HM (”“\A :,’)‘Q“ & C}’ ”('{a “‘ - :m“" !

LRasa g ol ionsl _adbhorigies--determime. ecofbmicpaliBies thus imposef a -e—e'e f‘J /j)’}t M CA‘{) .( C.J ‘L{?
w2 e 02062 3 iR netheti 2 poom~£fr-—ind epefident—-nfinoeunri-and rfoquiren-—a ffeﬂ,w J Qf 2 ¢ o e
hiphertay r €@ obspdlicyaoroddtnagtans This is most obviously the case in the \ wg,ée ,L,Q__,,' A,

fivld of monetary policy where 4p g (silgatXaR @& freedom of capital \ ﬁﬁ_.«mww i S ;...-..... S— é(_;,(
movement and integrated financial markets, incompatible national policies a
et Run S Ganil. Q/¢ 3"“&“"“*'“ 7"

(Lould translate quickly,inr_o exchange rate pressures. But it also applies
- (4= - o BFWY o nd,
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Even close co-operation between national authorities can, ‘L\JIA é_e‘f'wuy L. Lot Gi..

to all other areas of national economic management

however, not ensure that the efficiency gains from a unified market will be
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evenly distributed among all member countries. Common policies conducted at o
the Community level in support of -a broadly balanced development and an
equitable distribution of prosperity are therefore an indispensable a‘“‘gﬂ{ Ciyst - ,{(j‘ #ﬁ Oudo o :,Me.'u
complement to a single 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.

. Ehus
12. &s:fl"xe success of the .internal market programme/hinges to a y
decisive extent on jmewe—effecttive 64 lLictes-a Hmgtea—close/ fromnd @ UAad Al QZ-OM Pﬁ ! We_ée L oen el

co-ordination of national econom1c policies, 5—&} implies that in essence a

number of the steps towards’ esogomxg Eand monetary angn will already ha

to be taken in the course of establishing a single market in Europe. As

‘ o
will be/‘ésemd-in Part II of the Report, an economic and monetary unioh 7‘_______6)(/{0(4 "“‘“2‘0{.

encompasses a common market for persons, goods, services and capital, "a

single currency area and a set of arrangements designed to ensure a

RS Q@QQ p 44«,22!;_“_., r‘m 4,
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coherent and effective economic management for the Community as a whole. In IRANDLL ) Cdta wnd ~->? 0 G Komata
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programme two principal elements. Firstly, it will set up explicitly a

Gunly of vebmurtan

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 responsibilities exercised at the Community and the
national levels, and thereby guarantee a consistent 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
thereby enhance strongly the potential of the single market.}Although in
many respects a natural sequence to the commitment to create a market
without internal frontiers, the move towards economic and monetary union

represents a quantum jump which *ﬁ&% secure a significant increase in

economic welfare in the Community.TAA:,f Ly O u—éd 4{.@44 e, f\,&lm

13.

‘threg2ingegPelatedevel €Fheatse 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 satisfactorily dealt with at a national level. This
applies to research and development where Community policies would promote
the pooling of resources, help to avoid duplication and facilitate the
dissemination of information. Similarly, common industrial policies could
prevent competition among national incentive schemes which, without a
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 organising on a Community scale the provision of cross-border
public goods such as infrastructure for transportation, environment and
long distance energy transmission. Finglly, and perhaps most importantly,
the Community structural policies would help to develop a more balanced
economic structure . throughout the Community and thereby prevent the

emergence or aggravation of regional and sectoral imbalances.

l4. Secondly, a
golicies is not only vital for the cohesion of an economic and monetary

union, but itfalso Ridxsorhe pdns it Lix y<F systematicallyé:‘pl:m
reciprocal room for manoeuvreﬁndet a co-operative strategy ‘A‘:mmmn# a

higher rate of growth and employment. Within a clearly defined framework

ment of macro-ecopomic

P

for policy-making the interdependence of economic developments in

individual member countries would be automatically taken into account and
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thereby ensure the most favourable outcome from the interactions of
national policies. For instance, the Cecchini Report estimated that the
impact of the internal m&rket programme on growth in the Communityfsou%d—be
raised by 24 percentage points? if the removal of market barriers were
accompanied by an active macro-economic bolicy in the Community. An

economic and monetary union would greatly enhance the chances for

implementing such awco-ordinated LSty strategy.

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

@ ity union would establish the conditions under which a common market
whd fully develop its potential.‘gk a single currency area would3.inBiy
inmepcrmangnl . £ixingRf, . exchange jpates —H.or-he sadoption-obd. a. wgingle
CkeBLy «P participants in  the single market would benefit strongly from
three developments: exchange rate uncertainties with regard to
intra-Community transactions would be eliminated, the cost of transactions
between residents of different Community countries would be reduced and the
transparency of prices and, therefore, the pressure to avoid price
discrimination would be increased. These three consequences would not only
provide greater certainty for economic decisions and planning, they would
also reinforce strongly the competitive forces of a common market and
enhance its allocative function. The existence of irrevocably fixed
exchange rates would, moreover, dispel fears of a devaluation and market
participants would cease to seek compensation for anticipated exchange rate
depreciation in the form of higher wage claims or higher interest rates. As
a consequence, cost pressures would be reduced and interest rates would
converge in a downward direction. 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 feenﬁ%ée%e{ among Community
countries and remove the exchange rate as an instrument of adjustment from
the Community's set of economic tools. Economic imbalances among member
countries, reflecting either a differing response of individual economies
to disturhances from outside the Community, or divergent cost developments
within the Community, would therefore have to be corrected by policies
affecting~Pi¢eot¢y~&henteuelmojuhxgglmgaga&{ if major regional disparities
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 l&-esn%-t—errb—-l—m—o@

~the.degnge gf freadom 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 economy of a single member councr}/ but rather manifest
themselves in specific AALEHE 2141l sectors throughout the Community,}hﬂd 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, bu birrg=~were=posstibe-aforuany rended ? bﬂ;'& mr ry fﬂl@ N / { .
iod,..poli sdinatien-would-have~faitedandmehe >foundatroms=of ' . - Logortan, vl D €
peria ,_,.p‘ cy.:w-o ina ; ot o a:'é:e "‘:ﬂ ~:‘ery‘- oundatt N M_'Z—e a”d@-% L2 O‘V/ﬁ“"g J 2 By
am--economic-and-monetary.union~would-haue-bees-desrroye ) . ed o
o pira L. M. & e

16. The move to economic and monetary union would %% increase

considerably the Community's weight in the world economy, strengthen its

role in international concertation and give it a substantial influence on

the management of the world economy and the international monetary system.

(:4..».,_,.-"’(‘/, L g TN j LINtm G

The Community's enhanced capacity for negotiation and action could make a
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significant contributiondto a high level of activity in the world economy,
with beneficial effects for growth in Europe.
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17. Economic and monetary union hag been set as a goal by the

Community since the late 1960s.
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co-operation even in areas that are not, ‘as such, part of the single market

the degree of economic: policy f— .Atiﬁ/}‘\lﬁg

programme. Such an increase represents .z.signi€isent progress on the path

leading to an economic and monetary union. ff-h+s—+a—€-he—msca—why——t—h-e{
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_According to this principle, the
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union for the Community on the example of existing federal states; it would
be necessary to develop an innovative and unique approach.

An essential element of any approach consistent with the

historical and economic conditions in member countries would be the

distribution of economic policy responsibilities within the Community in

strict conformity with the constitutional "principle of subsidiarity".
y . L -

functions of higher levels of government
should be as limited as possible and should be subsidiary to those of lower
levels. Thus, the attribution of competences to the Community would have to

be confined to those areas in which collective decision-making were

necessary, whereas which could be carried out at

all policy functions
national (Z?'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 member countries.

With due regard to the principle of subsidiarity and taking into

account  what
wetiso

policy “éerigiens~to be taken at

in the}&iobq of/ macro-economic management. A monetary union would requir

is already provided for in the EC Treaties, the need for
e the Community level would arise primarily
single monetary policy and the responsibility for the formulation o
policy would consequently have to be vested in one decision-maki
the 4 4 rey] 2 wide range of -
'J.a.f_'_n. national e@RKAAALIQS L MO -.che. Hexiston
placed into ? framework ’7 binding rules which would enable the Community
SRR policy stance,

requirements between

to determine an overall avoid major differences in

public sector borrowing individual member countries

and observe certain constraints with regard to the financing of budget

deficits,

2l. A _step-by-step approéch to implementing an economic and monetary

‘union canlbe set out only if there is a clear understanding of feies final

objective, of its implications for the working of the economy and economic

policy decisions, and of the principal elements that have to be in place

for its successful and durable functioning. Economic union and monetary

union(Ere closely intertwined,) form two integral parts whole

of a single

and would therefore have to be reasons

implemented in parallel. It is for
of expositional clarity that the following sections look separately 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
pulicies are managed jointly with a view to attaining common(?acro-economic
obiertives. As already stated in the 1970 Werner Report, there are threée

iooeneary conditions for a monetary union:

~ the assurance of total and irreversible convertibility of
currencies;

- the complete liberalisation of capital transactions and full
integration of banking and other financial markets; 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 step were taken to
lock irrevocably the exchange rates between Community currencies. This
would be the single most important step towards creating a situation in
which all currencies could be used equally to set prices, make payments and
denominate debts or credits.

L As a result of the permanent fixing of exchange rates national
currencies would become incréasingly closer substitutes and their interest
rates wguld tend to converge. However, the pace with which these
developments took place would depend critically on the extent to which
firms, households, labour unions and other economic agents were convinced
thét 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

4
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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 adoption 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 A

further development of the monetary union.
single currency would clearly demonstrate the irreversibility of the

of

move

to monetary union, greatly facilitate the monetary management the

Community and have a much higher weight in international markets than any
individual. Community currency. In this connection, it would be desirable to
the ECU should develop of

effect should be

endorse the idea that into the future currency

the Community and that an official declaration to this

made at the time of the decision to draw up a new Treaty. This declaration
ECU
and the future single currency}_i_a.—&ha‘ any debt contracted in ECU before

the introduction of the single currency would/be payable at face value

would imply that there should be no discontinuity between the present

in

ECU if, at maturity, the transition to the single currency had been made.

While the Treaty should allow for an appropriate period of transition, this

would mean that wultimately the ECU would replace existing national
currencies andf“ 2002 lRAAN 8 O£ PRYRON gttt b SuRE-and-oLore-—of

QIR for all residents of the Community. The,ﬂﬂ.‘rvdooeéon—oﬂa single

currency would i ime i@ pxangh .. farls
hedl_tmero Logked, aultw /economic agents had become sufficiently acquainted

with the ECU and phenfits-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 adopted, but
national currencies continued to exist in an environment of free and fully
integrated capital and money markets there would be the need for a single
monetary policy carried out through new operational procedures and not
simply through the co-ordination of as many national monetary policies as
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there were currencies participating in the union. This, in turn, would
require the attribution of the responsibility for monetary policy to a new
institution, the European System of Central Banks, (the principal features
of which are outlined in Section 4), which 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
entorce implementation of the chosen policy. In designing the necessary
operational framework particular attention would thus have to be given to

| B

*ntial requirements. Firstly, an agreement would have to be reached
on an unambiguous procedure for setting specific objectives of the
Community's aggregate monetary policy; and secondly, instruments would have
to be developed with which 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 inescapcble consequence of entering a monetary union and would
mark one of the principal institutional changes required by economic and
monetary union. In practice, however, the incision would not be so deep but
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, the
liberalisation of capital movements and financial market integration will
create a situation in which the co-ordination’ of monetary policy will
strengthen progressively. Once every banking institution in the Communit
is free to accept deposits from and grant Lloans to any customer in the
Community and in any of the national currencies, the large degree of
territorial coincidence between the national central banks' area of
jurisdiction, the area in which their currency is wused and the area in
which "tfieir" banking system operates will be lost and the effectiveness of
national monetary policies will become increasingly dependent upon
co-operation 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 is

necessary for moving to a single monetary policy.

S oo to
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29. As has been pointed out in Part I of this Report, the

of the Community. I -

A monetary union would?(éﬁm;(change rate uncertainties and
lower transactions costs, eliminate the possibility of movements of
exchange rates unwarranted by fundamental factors, 'ean&a&bube to the
evolution of a more homogeneous economic structure in the Community and
tedumnf the susceptibility of the Community to external shocks.

At the same time, ‘Z,parities irrevocably fixed, foreign
exchange markets would ceaf€ to provide a source of pressure for policy

corrections when economic disequilibria developed and persisted. Moseoauor.

il thow—oxchanee & I DY | PO : r— <
o G b
. .2 . . o 1 a 1 ke
u—‘g} 2 bal an. g b 4 v +1 ) 1l o
the bl ita af. da a & batuaan AV ITE.U N RT3 and. y-| & e
L 4 \-4 dbeifedorl e o

o H H sndividual CORBBL R - tknnwo&q the

statistical measurement and the economic interpretation of 'neﬁ' imbalances
might become more difficult

Wmfin a fully integrated market u@.Ra

cangRomoam, balance-of-payments figures, which are currently a highly

visible and sensitive indicator of economic disequilibria, would no longer
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play such a significant role as guidepost for policy-making.<ﬁ

ml-he balance between the economic benefits and costs of
exchange rate fixity would become more and more favourable as the Community
developed into an economic and monetary union. In order to tilt the balance
in this direction it would be essential that the move towards monetary

union were coupled with measures designed to strengthen the mobility of

factors of production and a8 close co-ordination of economic policies.

26.  In summary, the realisation of a monetary union would mean that
in a situation of free capital movements and full financial integration the
exchange rates between Community currencies would be irreversibly fixed.
This would create a monetary union in which, at least initially, all
national currencies circulated freely, 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 parities would imply a fundamental change in the economic as well as
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the monetary management of the Community. National ﬁonetary policies would
have to give way to < single mone*ary policy for the Community as a whole,
formulated and executed jointly in the context of a European System of
Central Banks. At the same time, a single currency area would imply the
abandonment of the exchange rate as an instrument of adjustment of
imbalances among Community countries and would therefore require, in
parallel to the process of monetary integration, measures to co-ordinate

cffectively policies in non-monetary areas.

1. The principal features of economic union

2. Economic union combines the characteristics of an unrestricted
common market with a set of rules which are indispensable for its proper
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 mechanisms;

- common policies aimed at structural and regional development; and

~/binding rules for budgetary policies.

In identifying the content and limits of specific rules/ defining

Lada

Jere—peticy—ix rie~o#| an economic union, the Community should

e guided
by two considerations.

‘ Firstly, the economic wunion should be inspired by the same
Aﬁ%hrke economx’ principles that constitute the foundation of the economic
'order of its member countries. Differences in policy choices may exist

between riember countries or - within the same country ~ in different
periods. However, beyond 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. (&his
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 rates between Community currencies; and
conversely, a common monetary policy 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 barriers which tend to separate markets along
national borders will be eliminated. In particular, all technical and
regulatory obstacles will be removed, 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 distortion
in the competitiveness of industries operating in different countries of
the Community.

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 countries' and regions' comparative advantages
and the exploitation of economies of scale in production, research and
marketing. These gains will materialise as the residents in the enlarged
market without internal frontiers respond to price, wage and interest rate
movements, which, transmitted throughout the Community, will provide
important incentives forfa more efficient use of economic resources. There
is no doubt that 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.
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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

the removal of physical, fechaolopiaal

unlikely to run smoothly or

restructuring set in motion by

TERPLIXTUPY barriers is

satisfactory results within

and

always produce

reasonable periods of time. Imbalances might

also emanate from labour and other cost developments in one member country,
external shocks with differing repercussions on individual economies, or

divergent non-monetary policies pursued at national levels/W
@2 iy [In a

monetary unlon such imbalances would have to be

dotecred and  eliminated rather quickly, or their emergence be avoided
slvee-ther, 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. droiswpfacid® (& rhlce Oeasafts, uhat The creation of an

economic and monetary union would need to complement the <creation of {]

single market

through action in three interrelated areas: competition
policy and other measures aimed at strengthening market mechanisms; common
policies to enhance the process of resource allocation in those economic

sectors and geographical areas where the working of market forces needs to
be reinforced or complemented;/add binding rules in the budgetary field and
the scope for agped-Bxokinise divergences

between member countries and to design an overall economic policy framework

other arrangements both to limit

for the Community as a whole.

31. Competition policy - conducted at the Community level - would

have to operate in such a way that access to markets were not impeded and

market functioning not distorted by the behaviour of private or public
economic agents. Such policies would have to address conventional forms of
restrictive practices and the abuse of dominant market positions, but would
the
field of merger and takeover activities. A2 Mati@lavyMttention would
have to be paid to the problem of excessive government subsidies’in——éa~eum-
OR chxaikdndePesioby sity Lnat®€ MBS do not merely distort

but result in the longer run in an inefficient use and allocation of scarce

also have to deal with new aspects of antitrust laws, especially in

competition

economic resources.
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have to be made to convince European management and labour of the
advantages of gearing wage policies largely to improvements in productivity
and thus to contribute or accept a uniform minimal rate of price increase
at the Community level. Governments on their behalf should strengthen

tendencies towards reducing or completely eliminating direct intervention

@ CuderXs 1w / 23

into the wage and price formation process. ya

32. Community policies in the regional and structural field would be
of}#npeiaiiual importance in order to promote an optimal allocation of
resources and a-haimmrgd—rtbcrritrrimrorEenestoh throughout the Community.

Without adequate consideration for regional imbalances, the economic wunion
would be faced with grave economic and political risks. For this reason
particular attention would have to be paid to an effective Community policy
aimed at cushioning regional and structural disparities and promoting a
balanéed development throughout the Community. 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 situation in which owing to ill-adapted structures
and differences in productivity, some major regional disparities would
still exist. The impact of economic and monetary integration on these
disparitieswmmwmo@#be difficult to
assess: on the one hand, economic integration would provide less developed
'regions with lower wage levelﬁ an opportunity to attract modern and rapidly
growing service and manufacturing 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 its centre. The economic and monetary union
should avoid undue economic and political tensions arising from possible
dislocations of industries and labour forces. Therefore, it would have to
encourage and guide structural adjustment which would help the Community's
poorer regions to catch up with the wealthier ones. To this end, the

Community would have to develop further an effective policy and be endowed
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with adequate financial resources which 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 Council decided to strengthen and reorganise the Community's
regional policies in two respects: the size of structural funds will be
doubled over the period leading to I9SmmM emphasis will be shifted from
project to programme financin In the process of creating economic and
monetary union such policies would have to be strengthened further after
1794, '

The principal objective of regional policies should not be to
“ubsidise incomes and simply temper inequalities in standards of living but
Lo help to equalise the conditions for production through investment
prowrammes in  such areas as physical infrastructure, communication,
transportation and education so that large-scale movements of labour would
not become the major adjustment factor. The success of these policies would
hinge not only on the size of the available financial resources, but to a
decisive extent also on their efficient use and sidh=doe=vyeperd to the
/profitabiffry of the investment programmes. Indeed, the more recent
experience of countries inside and outside the Community has shown that
structural and regional development programmes were particularly successful
when improvements in the resource base of regions encouraged by investment
in infrastructure .and education were reinforced by decentralised
initiatives for local entrepreneurship, modernisation of urban areas and
local 1institutional 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.

Aa/Luas\.meﬂbinnnéi~aho»eT\‘Af'13eé!f!oeafffyhwb!fhnaad;’7‘3&0a0b~

develapment would. glso—have ke be .supported=by Deher—etOhonie=potrct®s. In
certain areas such as prano¢0064 research and technological development,
and environment, the EC Treaties as amended by the Single Act have laid the

foundations of Community policies\@@®h would not only enhance market

efficiencyybut could also pe—employgd o #odf to regional development.
Subject tg the limits of the principle of subsidiarity, such policies would

e jfexparded-forehet in the/ process to economic and monetary union.
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Sufficient wage*flexibility and
< Qade>_rpgionaka Proflentsy doM

competitiveness in different regions

labour mobility keuld—alee—tretd

contribute to avoiding changes in

of the Community .that could lead to

relatively large declines in output and employment in areas with
deteriorating competitiveness. In order to reduce adjustment burdens
temporarily, it might be necessary in 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 at conditions that would prompt
the recipient to intensify its adjustment efforts.
33. Macro-economic_ gedalgpmdnne. are

the third area

CQ»developments on which macro-economic conditions depend would confinue to be
This
4

from &£

determined by factors and decisions operating at the nationa}/level.

would apply not only to wage other
bahamio@ CHUD  ndpeidATar r‘nm%'ﬁdgez&@pr&. Aside
the system of binding rule
mmasm

spending a-i,/ﬁany revenue

negotiations and

e

measures would

level and composition of government

remain the preserve of

ERT e
states even at the final stage of economic and monetary union nly if the
desissaniecamlakbMetifa® major public goods constituting the bulk of public
sector activity &Jh&nnnal-nnd.dﬂxerntt,seuntxxyjimusz(!t £DcislpeedPilyy
W LADnaenlR: to a large extenr_ﬁn—poeuadnd.—o( the Community

would the Community budget be significantly enlarged.
However, an economic and monetary union could only operate on the

basis of mutually consistent and |pzudesns behaviour by governments,
and other

unions

economic agents in all member countries. In particular,

unco-ordinated and divergent national budgetary policies would not only

undermine monetary stability, but would

also generate imbalances in the

.
real and financial sectors of the Community and render it impossible to

pursue appropriate macro-economic

policies for the Community as a whole.
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wage levels not justified by different trends in productivity would produce
economic AMicAoeeC#e Lensionsg EINS PR Ilu g
To some extent market forces would exert a disciplinary influence

because financial

markets, consumers 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

wape settlements, and thus would exert pressure for sounder policies.

liourwor, experience suggests that market perceptions do not necessarily

crovide strong  and compelling ngnalsfM
‘guﬁa.jﬁbLﬁhn than leading to a gradual adaptation

market views

of borrowing costs,

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, <———

bosthis TPy
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overall economic situation,

rey Yo

consistency of developments in

monitor its

to assess the

individual countries and with regard to common objectives and to formulate
guidelines for policy.-Fire e e T T N PO atyereey

‘pobﬁo&as7QEUCh arrangements should, firstly, impose effective and binding
limits on budget deficits that could be

incurred by individual member
countries of the Community, although in setting these limits the pesiecRias
situation of each member country might have to be taken into consideration.

Secondly, the arrangements would have to include (in accordance with the

t
what
on the maximum permissible access to *ﬂﬂ.lil"—
Thirdly,

to conduct a coherent mix of

criteria laid down for a European Syscem of Central Banks) strict 11m1

both i 1ze and duration -
bok ouw'&?:
éﬂ!&ﬂﬂtns. as well as on borrowing

the arrangements should enable the Community

in non- Com.mumty currencies,

fiscal and monetary policies, i.e. to
could be

dispose of a system of rules that

applied with a view to determining the aggregate balance on

national budgetary positions, including that of the Community.

34. In 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 removes distortions in competition;

—wcummon policies in K¥ansporty research and technological — Cbtf\A K 7‘/?,\_.,;,7:;‘1_9
development,ﬂhich would help to exploit the full potential of /“’u«wu‘«“ ot

/

the single market andﬁts role in the allocation of resources; ? B v 'elMW“ /
- a system of {(finenciad—eransfers| to stimulate regional and Hfﬁ’«-‘u&!
structural developments through?investment programmes, which ?f(%ar.& M-Aua,’i

would help regions with lower productivity to catch up with the

more developed parts of the Community;

R e P . . - - —. —_— & Qo st Hikaa ,»'4:@4_ a% éc‘_e
-5:2\4 IEéamgwork ot ¢ momtzrsr& f‘}l}?_u«co ordinating general lo atald o 2t Laac.

e Fu"'—af-‘wM Dt thm, WIS o

attaining non-inflationary, balanced economic growth; 7/
caURAB LAY . FR Ko setw possible deficits for national -

budgets taking into consideration the situation of each member

dﬁor’e-conomic developments in the Community with a view to -

country, and M limits on both monetary financing and f°4~&
borrowing in third currenciese 1f SUE d 2""“7 N

- effective an binding\procedures &gr2uhe] co-ordination |6 Shadiodet
Budgowacp-¢BLiE¥es which would enable the Community to determine
its macro-fiscal policy stance policy/ t‘ (

hese requirel\ents would no¢ dnly have to met in order to 7

o 7/ e .
dprive/the reatesg/";,oss ble ben%irf from\an enlarg ec%omi;{syﬂ, they X

wduld also ke i/od{spensabie for the cohesilon % monetacy umion.
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4. Institutional arrangements

35. Management of the economic and monetary union therefore would

call for an_institutional framework which would allow policy to be decided

and executed at the Community level in those economic areas that were of

direct relevance for the functioning of the union. The institutional

framework would have to guarantee efficient economic management, properly e
embedded in the democratic process. The creation of a monetary union would

necessitate the setting-up of a new monetary institution, placed in the

constellation of Community institutions (European Council, Council of :

Ministers, European Parliament, Commission and Court of Justice). Hhey f——{ﬂe/"m:)(& t‘t‘-l

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

some restructuring of existing Community imstitutions.

36. The need for a new monetary institution fcu*é—qr-&oaﬂbecause a

single monetary policy could not be decided and implemented independently

by different central banks and because deeied cancacoings day-to-day

monetary policy operations frretd—in ro——be errtroet—ifda—thoy —tof

respond quickly  to  changing market conditions/ For these reasons the

.

“emanity's domestic and  international monetary policy would have to be

saniced in a European System of Central Banks (ESCB). The System,Qcould

f——t QNP

—_—

foer| C Ot . tTer P e ral ot cp  Ba P

censist 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 Council of the ESCB and in accordance
with instructions from the central institution.

The European System of Central Banks, which would embody the

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

zu S

- independence of instructions from national pgovernments and
Community authorities;

- a proper democratic legitimisation ihrough reporting and
appointment procedures;

- appointment of the members of the Board by the European Council
on proposal by the ESCB Council; the tenure of Board members
would be for five to seven years and it would be irrevocable;

- transmission of an annual report by the ESCB to thefCouncil &£
ALK and the European Parliament; the Chairman of the Board
could be invited to report to these institutions;

- supervision of the administration of the System independently of
the Community bodigs, for example by a supervisory council or a

committee of independent auditors;
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Structure and organisation

- a federative structure, since this would correspond best to the
political structure of the Community;

- the establishment of a European Central Bank Council (composed of
the governors of central banks and the hembers of the .Board)
which would be responsible for the formulation of and decision on
the thrust of monetary policy;

- the establishment of the Board (with its supporting staff) which
would monitor monetary developments and oversee the
implementation of the monetary policy;

- national central banks which would execute LDy

operations in accordance with instructions given by the Board;

Mandate and functions

- the System would be responsible for the formulation of monetary
policy at the Community level, for the co-ordination of policy
implementation at the levelYand for the maintenance of a

. properly functioning payment system; the System would be

committed to regulate the amount of money in circulation and of

credit supplied 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 Community level and co-ordination of
banking supervision policies of the national supervisory

authorities;

Policy instruments-

" the instruments available to the System would be specified in its
statute, together with a procedure for amending them; the
instruments would comprise both regulatory powers and the
authority to conduct central banking operations in money and
foreign exchange markets;

- there would be strict limitations of lending to all public

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

market economy.
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dmbhe——b t—~wf—deytives In order to ensure a flexible and effective
conduct of policies in those economic areas in which the Community would be
involved, fuqlbasic requirements would have to be fulfilled: -to
the extent that policies were decided and enacted at the Community level,
there would have to be a clear distribution of responsibilities among the
existing Community institutions, with due regard to whether decisions
relate to the setting of broad policy directions or to day-to-day
operations in the light of ‘current developments. S6¢GRIIP, in-thedei—dreas
ig whichslhe COaRUNitHSS...vol@ wouldibe. to->co-6rdinate .policies Sits ~Eask
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knﬂim,mgmhggmuugss By analogy with the structure of the European
System of Central Banks, where the ESCB Council would determine the broad
-lines of monetary policy and the day-to-day execution of these policies
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/'
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co-ordination through binding

censt¥aints and discretionary adapted to a
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co-ordination - between member countries and the Commission and the Council

particular

horizontal

- and vertical co-ordination between a member country and the Commission.

Thﬁfﬁo-ordination ogécgggxnbeconomic policies would YR do

jdetermina-a—strataegy.foq growth and

stability and

employment in an environment of price

economic cohesion. For this purpose co-ordination would

involve: defining medium and short-term policy approaches, bearing in mind
YA their economic and social implications; setting a multi-year framework

for national and Community budgetary poli' es; managing common

improving mmmm

the ESCB Council, the Community's

policies,

view to and

particularly with a

determining, in close consultation with
\_exchange rate policy.
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overall stance of fiscal policy, i.e. the size and the financing of the
apggregate budgetary position in the Community; -.binding rules and
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access to monetary financing as well as on borrowing in non-Community
currencies.
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38. The new Treaty laying down the programme, p}ocedures 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, Commission, and 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-ordination between budgetary and monetary policies. . To
this end appropriate and regular relations between the existing
institutions and the European System of Central Banks would have to be
established which would provide for consistent consultation procedures
without, however, impinging on the policy responsibilities entrusted

each institution in its own field of economic and monetary management.;?kn
involvement of the European Parliament and national parliaments in the
co-ordination process could be considered in addition to the role to be
played by the Council and the Commission, and the European Parliament could
be consulted in advance on the stance of economic policy in the Community.
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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