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Dear Joly,

1 would be grateful if you could have & 1ook &t the attached
re-draft of the foreword am wcll asi a first draft of a section on tha
Copmnity's role in the world econamy which should become Section 5 of
Past II. Horeowar, Tommase and I were not sure whether paragraphs 44 and 45
peeded to be vevised. Wc had the impression thal M. Delors agread Lu the
prosont draft after receading the 2 paragraphs.
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Foreword

At its mesting in Hanover on 27th-28th June 1988 the European
Council recalled “that, in adopting the Single Act, the Membar States of
the Communlty confirmed the objactive of progressive realisation of
economic and monetacy wnion®. Tho Beads of State and Government therafora
dacided To exanine at the Burupean Council meeting in Medrsd in June 1989
the means of achieving Uhis wnion- To that end they declded to entrust to &
Cosmititee, chalred by Hr. Jacqoes Delors, President of the Burcpean
Comission, “the task of studying and proposing concrete stages 1eading
towards this unioa”.

In respomse to this decision by the Neads of State and
Government, the Committea has the hoacur to submit the attsched Eepoct. The
jdens expressed and the proposals contained io the Bepert are given en the
perscmal respousibility of the mesbers of the Comsittee.

In agpreachiog its task the Comnittes has interpreted the mandate
as an invitation Mﬁ#ﬂd—ﬁr focus attention primacily om steps
leading to economic and moaetary wicn in Europe. The Committee has mot
attespted toc make & dotaiied sssessment of cost and penefits of economic
and monetacty wmion. Henetheless, the Committee ls firmly convinced that
progress towzrds that endwill increase ecomomlc welfare ja Huropa, raiss
the standard of living of its citigens snd make a slgaificant contribution
to economic and political stabilicy in the um:ld.fm Goomittee wishes to
enghaslse that sconomic and mopetary union s a bighly desivable and
realisable goal.

The Committee fcels that concrete proposals leadiog to econamic
and monetary wnicn can only be made Af there is a clear understanding of
the implications and requiremonts of this final objective, and if dus

sccount is takea of past expeciences with European sconomic and monetary
integration. In the light of this consideration the Commitlee decided to
ozganise the Report into three main parts. ;

The £irst ont exomines the pressmt state of and perspectives for
econcwic ond mopetary {ntegration in the Commmity. The second part
dascribes tha principal features of the final stage of scopomic and
monctacy unlon, and the third makas copcrete propesals with regard to steps
hich could lead the Coasunity in three stages to ecomomic and monatary

onian.
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Beonomic and monstary mmion in the centext
of the wocld econcmy

1. The reslisation of an economic and monetary union in Burope will
significantly increase the welght of the Community in the wocld economy and
strengthen its opportunity of playing a muttilateral role. The creation of
a maorket without internal barciers, & single curzency ares and an affective
systen for policy formulation and isplementation would ol only be crucial
for achioving @ high degree of eccneaic stability and satizfactory growth
within the Commmity; it would, at the same tims, enable the Commmity to
et in an increasingly lrtegrating world economy in which developmants
sinside and cutside Euvope will ibteract, snd mutual benefits will depend om
growing co-operation and concertation of policims. Econcaic snd ponetary
uwnion will pive a2 move important wolce to the Cosmmnity in interpatiomsl
 negotiations and erhance jts capacity to influence the relations among
fndustrial end developing countries in a wide yange of areas such as trade
policles, i{pternational oonetary matters, macto-economic  policy
concertation and the Korth-Scuth dialogue.

7. The competencs for external trade policy has becn attributed to
the Commmity in the Treaty of Romo and the Coamission, acting as the
Ca ity's spokesman, vepresents all memhory countriss in milEilsteral
trade npegotiations. This vole will wwloubtedly be atrengthened with the
ccapletion of the single market which presents am immense potential in
terms of parchasing pover and as a vehicla for stimalacing oultilatecal
trade and economic growth at the global level. Bowever, this potemtial can
only be exploited to its fu11 axtent in an open, trading aystesm,
puarantezing forslign soppliers freec access to the Commumity market and,
coaverssly, exporters frem the Cowmmity frea access to foreign marksts.
The vemoval of internat ::‘zad.a barriers within tha Cosmunity should
constitute a siep bowards ak.iheral txading system on a worlduide scals.
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3. The creaticn of & single currency area and, concomltantly, the
pove to & siagle monetary policy conducted by the BRurcpean System of
Cantral Banks will stroogly jnerease the rola of the Coesunity in
{nternational monetary matters. The liberalisation of capital movements and
tha integration of financizl ssctors under the interonl market programme
will generate a vast Simancial space and the potuntial of this market will
be greatly emhanced by the introducticn of a simgle currency, swhich is
likely to dewelep intol an attractive investment instrusant for forelgn
private residents and official suthorities alike. .j’.;_a.mnmnanq‘ The
Cammpunity siould have to assume a growing responsibility for international
monctary developuents, both with regard to more short-term co~operation abt
the level of central basks in interest rate managesent and exchange market
ipterveotions as well as in tha search for solutions to issues relating to
tha further developmenl. of the internetional monetary Systam.

4. As ecomomlc and monetary unlon necessitates an  effective
pacro-oconomlc seaagement for the Community ss a whole, it also strengthens
tha Commmity's position in the process of international policy
concevtstion among major inhstrﬁl countries. Rowswer, for the Communlty 2
to play its part in thls respect, the arrangements for Iaternal
nacco—economic policy formilation and implementalion would have to be
guificiently Fflexible, alloving the Cowmemity not only to cespond
effoctively to changing oconcoic circumstamces in its internal ecoaomic
situatien, tor alse to be able te¢ co-ordinate policles in a wmanner
gatisfactory to both the Comunity and other wajor industrisl coumtries.

E 5. The creation of the econcmic and monetary wnion vould also raise
expectations for the Copmunity to comtribute on a larger scale to
co-operation with the daveloping world, This would involve to some extent
trade policles but also extend to such argas as development assistance

within the frasework of the Lomd  Convention, inpdustrial policles I }‘”“'\'\""’(‘b‘ Wit ‘Lw‘ wils

encouraging the private sector to play an active part in ithe aconomic Fokeh &\u.g.m.‘m] 4 ke putmall “’:“M.
dovelopment of poorer countries and the provision of fopd aid. In addition A
to a reinforcement of fts owa policies wis-3i-vis developling countries the V /

Commmity should act as a go-ordivator of developmant assistances provided
by indirvidua) masber countries.
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6. The institetfonal orranpemonts which would' emable the Community
te ®9s. itz dncreased welght in the world econcmy and to influence
international ecanomic developments are pactly in place or wlll be
implomented in the process of cresting an economlc and monetary unlon. In
the area of exterpnal trade policles snd, to some axtent in the field of
co-operation with devcloping countries, the necessary functlons have becn
attriboted to the CQuwmi.tyEmﬂ comecn policies are excrcised wnder the
responsibility of the Comission.jWith the establishment of the Burcpean
System of Central Bmt.s/t‘hn Commnliy will also have created an institution
thyongh which it can participate in sll aspects of imtarnstional monatary
management. &8 far as mecro-econcmic policy co-ordinatiom. at the
international level 1z concerned, the wityw
T et red o Tt ey - 1 :
Sual-na—tke=Grevp—oi—turer;—the—8iti—or—the-IY. In order to make full use
of its position in the world eccnomy and to evert infloence on the
functloning of the international econosic system, tha Comminity will bave
to speok with one veice. This esphosises the nsed for am effective
mechaniam for mecro—scondmic policy co-ordination within the econowic and
nonetary anion.
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. Deax Joly,

Please find attached re-drafts of patagraphs 33 and 34 as well as
the seetion on the ecu. In addtion ve hsve ancther query.

As Tommaso has mentioncd to you on the telephone, we will need
some clarlficatfon oa the name of the mometary institutica in a Furcpean
economle and monetary union. The Cosmittee has so far expressad the wish to
call the imstitution the "Buropean System of Central Banks®, which, in
addition to matlonal central banks, would consist of the ESCB Council as
the decision-making body and the ESCH Board and staff making up the central
institution. Introducing a new acronys for the cemtral institution alane
would be somewhat comfusing. An alternative solution wmight he to drop
compltotely the neme “Buropean System of Central Banks" and tc adopt, s an
analogy to the US system, Che name “ruropean Fedrral Reserve Systew
(EFRS), which, apart from the mational central banks, wonld be madc up of
the EPRS Gouncil as the declsion-making body and the Euvopesn Federal
Reserve Noard, comsisting of the four Board members and the staff. Without
a clear imstruction from M. Dalors we would not imtroduce a pew nams at
this pement. However, the Chairman might wish to make the supgestion at the
Narch meeting to adopt the fetl;;ig, which we weuld prefer.

Best regards,

Gunter and Tommasc
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conditions thar would prompt the recipieat (€o intensify its adjustment

efforks.

33, Macro-economic develepments are the third area in which ackion

would be necessary in order Lo have a viable economic and monetary union
and to draw from it meximum benefits. Thia will require an appropriaca
definition of che role of the Community im  the co-oxdination of econamic
poliicies.

The major develepments on which macro—economic condiviens depead
would continue to be detesmined by Factocs and decisions operatiang at the
pational level. Thip would 4pply nmot only to wage nagotiations and other
economic behaviour in the fields of productiocm, savings and investment, but
2150 to the actiom of public awthorities in the economic and social sphere.
Aside from the pystem of binding rules goverming the size and rhe financing
of national budget deficita, decisions on Che main components of public
policy in such areas as interoal snd external secority, justice, social
security, education, and hemce on the level and compasition of pgovernment
spending as well a3 many revepue Teasures would remain Che preserve of
member states even at the final stage of economic and monetarsy union. [Only
if the provision of majoc public goods congtituting the bulk of public
sector activity were to 4 large extent attvibuted to ihe Community lewel
would the Community bedpet be aignificantly enlarged.

Bowever, an economic and monetary union could only operate on the
basis of mutually consistent and sound behaviour by goverameats, unions and
other ecomomic agents in  all member countries, In  particalar,
unco—ordinated and divergent national budgetary policies would not only
undermine monetary scability, bmt would also generate imbalances in the
real end financial mecters of the Community end rendec it impossible to
pursue appropriale macra-economic policies for the Community as & whole.
Similarty, ocrang divergences In wsge levels mot justified by differsnt
trends in produccivity would preduce ecomomic censions and prassures for
mottetary expansion.

To some extant markat Eorces wonld exert a disciplinacy influence
because FEinancial markets, coosumers and investors would vespond to
diffecences {n mocro-economic dewelopments in individual covatries .and
regicns, assess the budgetary end financial position of different
countries, penglise deviations from commonly agreed fiscal puidelines ar

-
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wage settlements, end thus would exert pressure for sounder policies.
However, experience suggestd that market perceptions do not necessavily
provide strang and compelliog asignals and that access TO A& large capical
market may for some time Eacilitata the financing of economic imbalances.
Rather then leading te & gradual adaptation of borrewing costs, market
views about the creditworthiness of officinl borrowers tend Lo change
sbruptly and vesult in the closure of access ro market fioancing. The
constraints imposed hy market forces might either be too slow and weak or
too svdden and disrnptive. This is why countriea will bave to accept that
gharing a common market and a single curceacy area imposes policy
constraints.

In che general macro-economic field, &n overall assessment of Lhe
ghort term and medium-term economic developments of tha Community should be
agreed periodically and constitute tha framework for a better co-ordination
of natienzl ecomomic policies. The Commmity should be in the condition o
moaltor its overall ecomomic airuetion, to assaess the consistency of
developments in imdividual countries wich regard to common chijectives and
to formatate guidelines for palicy.

In the wage end industrial relavions field, Cthe autonemous
negotiating process of social partmers ahould be preserved and strangthened
in view of the role it plays in {Improving the prospects for growth and
employment. To this end efforts would have te be msde La convince European
manegement and laboor of the advantages of gearing wege policies largaly to
isprovesents in productivity, Mm&bﬂ—m
MiRivarete—pi—peice—increase—at Lha rw,_m.}(, Governments on their
behalf should atrengthen tendencies towards reducing or completely
eliminecing direct intervemtion into the wage and price formation process.

In the budgetsry f£ield, particular arrangemencs ace BECesBaTY .

Such srrangements should, Firstly, impose effective and binding limirs oD
budget deficits that could be Incurred by individual member countries of
the Coemunity, slthough im aetting these {imica the situation of each
seaber countcy might have to be taken into consideration. Secondly, the
arcangements would have to include {in accordance wich the criteria 1laid
dosm for & European System of Central Baoka} strict Limits — both in size
and duration - on the maximum permissible access to cenbral bank credil, &8
vell as on borrowing in non-Community cerrencies. Thicvdly, the arvangements

abould enable the Cocmunity te comduct a cohecent six  of fiscal and

W
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monetary policies, i.e. te dispose of a system of rules rhat could be
applied with a view to determining the aggregate balance oo national

budgetary positions, including that of the Community.
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34. In summary, Lhe esteblishment of an gconomic union would require?

~ the creation of an internal marker without physical, technical or
figcal frontiers, supplemented by a competitién pellcy which
effectively removes distortions in competition;

- a system of policies to stimulata regional zand structursl
developments through multi-snnual investment propremmes, which
would belp regiona with lower productivity to catch wp with the
more developed parts of the Community;

- common policies in infrastxucture, research and technologlcal
development, and environment, wvhich would help to exploit the
full potential of the single market snd complement its role in
the allocasticon of resourcess

—'a consideracion of the social dimension of cthe Eurcpean
Communitys;

= @ framevork for mopitoring and co-ordinating general short-term
and medium—term economic developments in the Commmnity with a
vigw to attaining non-inflstionary, baslanced economic growth)

- gEfective an binding co-¢rdination procedurss, which would enabie
the Community o devermine its macru-fiscai policy stence poliey,
to ser maximam possible deficits for natiemal budgets takiog inte
consideration the situation of each member country, and limita on
both monerary financing and borrowing fm third currencies.

4. Institutional srranperents

35, Mapagement of the economi¢ @nd mometary umion therefora would
call for an jnstitutional Eramevork which would allow policy to be decided
and executed at ths Commnity Level in those economic aress thet were of
divect relevapce for Ehe functioning of cthe union. The imstitutional
framework would bave to gnaraniee effielent economic management, properly
embedded in the democratic process. The cresrion of & manetary wanion would

nccessitate the secting-up of & new monetary institutiop™ placed in the
\\.__’f
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3. The ecu

48. The Commlttes examined various aspects of the role that the ecu
could be expected to play in the process of economic and monetary
integration in Burope. The Committee is of the view that the ecu should
develop imto the fulure single currency of the Community. The reslisatien
of this objective would take time and it should nol be forcad by Issuwing
ecus Es an._ Independent currescy in addition to the éz:lstin_g naticnal
currencles. [in ordar to be able to develop imto the future single currency,
it would be essentdial 'that macket particlpants beccme better acquainted
with the ecu and that, as a result of a market—determined process, the use
of the vcu dn financisl and commerclal transacticms would spread throughout
the Comounity. As far as the official ecu was concerned, the Committes felt
that, apart from increasing the operations in official ecus within the BMS
and enlarging the group of third holders, the offiicial ecu could possibly
be employed as an instrument of monetary policy co-ordination at an
sdvaneed stage of integration. As far as the private ecu was concereed, a
numbor of promotional measues could be envisaged whieh would encourage its
use in private markets.

The Commillec's comclusions and proposals regardiag this
impoctant subject are to be found in several parts of the Report. They
concern both the final phase and the intermediate stages of the economic
and monetary wualon. For expositicnal convenience the conclusions are
sumsariscd here in four propositions.

48. FRirstly, the Committee was of the opiniom that the ecu shouldd
develep into the future currency of the Commmmity. Although a monetary

wnion does not necessarily imply a single currency, (but for) econemic,
political and psychological reasons suggest that a single curremcy would be
a natuwral and desirable feature of a wonetary unlon. A declarakion that the
ecu should dovclop into the future currency of the Commmity fs desirsble.
It would assure private agenbs that there would be no discontinulty between
the present ecu aod the single currency of thc unien and that ecun
obligations would be payable at face walue In ecu if the transition to the
single currency had bsen made at the time of the maturity of the contract.
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50. Secondly, the Committee considered the possibllity of adopting a
parallel cuccency strategy as a way to force the pace of the monetary uvnilon
process. Accovding to Chis approach the dofinition of thc ecu as a basket
of currencies would be abandoncd at an  early stage and the new
fuliy-fledged currency, celled ecu, would be created asutonomously and
iesucd in addition to Lhe existing Commmity currencies. The new scu would
be a parallel cucreocy in the sense that it circulated n_longsida national
currencies and competed with them. The proponents of this strategy maintain
that the gradval crouwding-out of national currencies by the scu would allow
to clrcumvent the institutional and ecomomic difficulties of establishing a
monetary union. The Comclttee felt that rhis strategy is not to Dde
recomwended for two main reasons. Firstly, sn additional source of woney
creaticn without a precise linkage to economic activity could jeopardise
price stability. Secondly, the addition of a new curremcy, subject to an
independent monetary policy, would further complicate the already difficult
endeavour of co-ordinating differemt national monctary poiicies.

§1. Thirdly, the Committee examined ways for imcreasing the use of
the official ece. Ome possibility im thils directiom uas to employ the
offlclal ecu as an lnstrument jin the coaducl of & common monetary policy.

Under such a scheme the official ecu would serve as a reserve instrumeat,
establishing a 1link between each natlonal centrsl bank and the central
instikution :f the Buropesn Sysiem of Central Banks. Before ths final
stage, the kcu would circulate oaly among central banks and prowide a basls
for sn oparational framework for a common monetary policy that would
replace wvoluntary co-ovdication., The Committee felt that such a proposal
was onc possible way of preparing the ground foc a common monetuary policy
in the course of the serond stage.

52. Fourthly, the Comamlttee apreed that a nucber of msasures comld
promdte the voluntary use of the ecun by the private secior as a unit of
actounl and as a means of settlement. In ovder to avold undesirable
distortions in the ¢financlal markets chere should be mo oFFficianl
diserimination in favour of the ecu; thare should, however, ba both dirsct
and dndirect encouragement. Direct encourxagement should aim at incresslsg
the eritical mass of tranvactions in ecu, for example. by stepping up
borvowing in ecus by public authorities, increasing t‘net-\_,.; of the acul in
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ofificial transsctions inslde and, whenever possible, outsida the Gommunity,
utilising Lhe ecu more extensively in exchange masket intecventions, and
providing greater support to the ecu c¢leaving system. One of the most
important measures to promote fndirectly the use of the ecu would be the
declaration that the ecu should develop inta the future single curcency of
the Cosmmlty. This should provide a clear sigpal to the prlvate sector to
familiarise itself with the ecu. An additional indireet incenti\m would be
the removal of all administrative restrictions on the use af the scu as a
means of settlemcnt and for accounting purposcs. In patticular, after
having been granted the status of a forelgn curreacy, conslderatlon could

be given to puttinglin aach member munE@tm ecyt on an equal fooling with
the patlonal currcmcyg' Norsover, evidence of a greater use of the officlal

ocy wilhin bhe EMS and a growing number of official institutioms outside
the Community holding such ecus could e another form of ipdirect

ancouragement .
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