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ANNEX 4

QOperational considerations for monetary policy
in stapes two and three

T.  INTRODUCTION

le  As has been pointad out in the Report, an importan:t technical
issue in implementing a monetary union {s how to organise monetary poliey
during the transition from a syscem of fixed, but adjustable exchange rates
to & monetary union in which nationsl currencies linked by fixed pacities
circulate freely.

Part II of the Report amphasises that once exchange rates are
irrevocably focked &t the ctransition to stage three, a comzon eonetary
policy is required and will have to be formulated collectively in the
framevork of the ESCB. In contrast, during stage twa, when there is still
qom¢ exchange rate flexibillr_ybrinnﬂ suthoritien will porain the Migge
vord" concerning exchange retes and monetary policies. However, the wsame
congiderations that lead to the conclusion thet the irrevocabla locking of
exchange tvates reguires a common monetary policy also imply that qxpchhe

fonesat—tbat| exchange ntesfmw

Jnuonal monetery policies, ofPl SPn CRraordng, baPace Gde Codwigitugd.
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degree of exchange rate fixity, and the higher the degree of cupital
mobility, the closer must be the co-ordination and the extent to which the
overall policy stance of the system has to be decided in COXmOn

2. The Commitree has examired several technical schemes aimed at
strengthening co-operation among central banks and developing & common
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the responsibilivy for monezary golicy is /treneferred to cthe ESCB. The w 7 /uLCg,
approaches and operationsl frameworks considered by the Committee are not
necesyarily mutually exclusive and in some instances it might be useful t¢
combine elements of the different achemes. However, the following

decleion oSty ocens W’ cperationy’ before f’_——j v M/ : i :

e,
"

discussion treats them a&s distinct in order to highlight their specific
characteristics,

ALl schemes envisape ln some form the establishment of a new
insticution, but they differ conslderadly in the degree of authoricy that
they wttribute to that new instirution. {lUnder a fivrst epproach thew
autherity over exchange vatre and monetary policy would rest fully with
national euthorities, but the operational implementation of the domestic

policien would be centralised in a subsidiery jointly cwned by all central 2

banks. A second posaible approach would be to pool a certain samount of

efficial reserves in & new {nstitution which could facilitate s concerted ...__—-> ?
mansgement of exchange retes through jeink interventions in the: excbenge !’
merket and serve as a training ground for achieving-a better co-ordimation

of monetary snalysis and deciesion. This new institution ceuld conceivably

be given the power to perform certain operations cn its own initiative., 4

third approach would be to set up fan operational Eramevork for an 4%% ‘QX/C—?"MM‘ “"‘Az\l

integrated monetary policy in which & new centrsl institutien could be

given the full guthority over « common monetary policy once a decision has

Lbeen made to lock exchange vates, I 3
The Committee Eeels that P-«-tnrw'w!mmw deserve ,L__{ gﬁ— /Z‘.It- MA (CA «

to be explored more fully. Before deacribing them in greater decail: it

might, however, be useful to outline some general considerstiens about

monetary poliey in the intermediate stege on the way to monetary unioa.

II. GENERAL COMSIDERATIONS ABQUT MONETARY POLICY IH THE INTERMEDIATE
STACES

3. Before the suthority over 4 common monetary policy will be
sttributed in the final stage te the ESCB, three elemants determining a
joint epproach to monetary policy should have emerged: {i} a consensus on i :f = : {/&_&
chefulr.imr.e ocbjective(s); [(ii) & common Cma framavork for ?DJPQCA%C 7&7,.“4.0 ‘0L 0%
intermediate objactives and for the deaign of monetary policy; and (iii) a ! :
sufficient degree of experience with coomon operstions. The evolution of
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these three elements form part of the learning process involved in stege
two.

4. fUltimzte ob jecr.ivel: A general formulation concerning atsbility
of purchasing power of the currency is moce easily interpreced in a
national economy sihere all prices can be expected to move rather closely
together thrLughont the entice area, For 4 national economy price szability
io thorofors urueltp interprared s spprovimare etabitity of  ruch
troadly-based indices as the consumer price index. However, in an srea 4z
large and so| diverse as the Community it can be expected that prices of
less intensively ‘traded goods and of services that enter the
consumption-based indices may diverge nubstnntiellyﬁreu over the mediun
teem. In spite of  this d:wbackéﬁinsmy@ou-hsed indicea)it has been
ergued thatfiiiifuuuld nevertheless be the appropriate indicator since they
are widely accepted and are perceived to reflect the cost of inflation to

the ecomomy, As an alternative it has been guggested thst the
Community-vide objective of price srability M be interpreted as
spproximate srability of the produce price inder of menufactured goods.
These prices should tend to equalise across the internal market that will
exiot sfter 1392,

5. common framevork for intermediate pbisctives end th
desizn of monersry policy: The Report indicates a consensus nbout‘ultiutl
ohjectin#, but a similar consensus about intarmediate objectives and the
design of monetary policy will have to emerge during stage twe a5 o resslt,
ln particular, of cthe joinc, und hence consistent, analyeis of monatary
developmants proposed for this stege. Markets would regard a declaration st
the beginning of stage three that exchange rates sre henceforth irrevocably
locked as Eully credlhieﬁo the extent to which there would be evidence of
an enatytical and operational consensusy in ths absence of such eridence
there would (be danger thargffher—pafiteiGRis SED TR SRt the exchange
rate commitment for particular currencief

The ultimate objective woul have te be translated into
aperstional guidelines. The locking ¢f parities leaves undetermined the
level at which interest rates in participsting countries must be aligned,
and the ultimate objective in terms of grice stability ks Linked to
day~to-day monetary sctions in too cepuocus & way to provide sufficient

[ .
}DSP&G]("C %ozwu[q'é*‘%u of =4

F acants covuliies

+—f Covlol

S =

P onéy | ,

Potiol ust pass Cla Caitof warkets,



megy= ™

guidance?& cormon judgment woold be vrequired to prevent econflicting
national opinions and policies Erom emerging. sctical procedures would

fors di\'er;encjfren the agreed monetary stance.
In shott, participating central bankd camnat confine themselves to
declaringithet they will pursue a cocmen objective in & co-ord:nated way;
they must be geen to be doing %0 ¢t every momant. This may requ:ce bozh :he
formulation cf consistent intermediate cbjectives to underpin s collective
sonetary target and explicit agreement on the nature of reactions to
nacional departures from intermediate object:ves.

6. Experience with common operaticns: An Wfﬁmeunrk e

Wvould bt &n esseatial requivement at
the time vhen exchange rates were locked. Hovever, prior te the developmant
and implementation of such a Eramevork it might be useful cte gather
experience with joint moneta operations oo g more ltimited scale. Ths
ob jective of common uperation%u%uld be to help to improve monetary policy
co~prdination through & learning process without effectively wbandoming the
centrsl hank:ﬁuthority over nstional monetary policy. Growing experience
with commoa operstions could, for example, be attained by centralising cthe
implemantation ef &1l central betnks' domestic monetary policles or by
pocling & certain amount of reserves for the purpose of limited exchanga
market interventions. These two possible approsches ss well a3 & more
far-reaching scheme setting up an operatiomsl framework for an incegrates
monetary policy are described in detail in the Eoliowing sectioas.

IIl. CENTRALISED EXECUTION OF &m HONETARY QPERATIONS

¥« To implement the centrelissd execution of monetary
operations 41l central banks world establish a common upﬁﬁfons floar
incorporating sll of their respective forrign exchange and domestic money
market sctivities, together with 4 centralised system of custody accounts,
within s jointly owned subsidiary. Initially, each central bank would staff
its own operations on the comman floor, recher like & branch, but over time
these separate national staffs world be merged into & single unit. The wvie
of common facilities would mean, on the ane hand, that the operations of
eich individual central benk would be completely Eransparent to its
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partners, &nd on the other hand, that the central banks could present a
common front tc the markets by sgreeing not to revesl the source of the
instructiona for any of the comron institution's operatiams, EHewever,
individual cearral banks would at all times retzin ultimate responsibility
For the degloyment of their national foreign exchange reserves, and lor the
supply of domestic bank reserves.

8. This spproach would have four main advantages. Firstly, it wvould
enable the central banks te give & powverful demonstrition, both to the
markets and the wider public, of the progress that had already been made in
the concectation of naticnalW policies and of the seciousness with
which the ultimate goal of monetary union was being pursued. Secondly, it
would provide an efficient ctraining ground for, and, ¢ strong practical

atimnlun ta, the fmnltemearation 6f A comman monetary oniicy. TH mieht Al
lead to further advances in the pracess of policy concerzation itself.

Thirgly, it would facilitate efforts to converge the imstitutiomel
frameworks for the transmission of monetary policy in each country - chis
vould not only ease the transition to & unified monetery control procedure
in stage three, but would slsc help to give the common instituzion sn early
focus on domestic monersry ‘policy &nd hence Che requirements of domescie
price stability. Finally, the institurional structure crested would be o
necessary compenent af the ESCB envisaged for stage three, thus making the
evolution from stage two to stage Chree relativeliy straigh:forward,

Aspects of this approach could be gcombined with all of the

.‘i.unhud.n.u’ frameworks discussed in rthis annex. To the extent that the /————fgm

epproach does rot require Treaty revision because no formal transfer of
monetery sovereignty ias involved, initial steps could even be taken in
stage ons.

1¥. POOLINC OF OFFICIAL RESERYES

9. An alternative (or complementary) ¢pproach to strengthening
monetary policy co~ordinstion through a growing experience with common 5
monetary operations could be based on the pooling of vaf-in-’ufamunt of ]‘——'I Ce,'l'é‘:l—f- “
official reserves in & newly created institution. The basic consideration

behind this proposal is that SR SRALd _IEDuehifiorhe €Gbn  resenven :
QULANCi agate CElAstOag interventionﬁny an impartent tole io decermining M
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the monetary policy of most countcies. It can therefort be expected that
foreign axckange interventions against third currencies, especlally in the
Us dellar, will atso play an important role in the formuistion o¢f the
ccomen monetary policy in the intermediate and the final stages.

10, The new institetion created under this appreach would bhave
several objectives: it would serve as & trailning grourd for achieving a
better co-ordination of monetary aenslysis and decisioas; {t would
facilitet T } the concerted management of
exchange rates and could intervene «visibty on the foreign exchange market
{in participating and/or third currencies) at the request o the central
benkss eod it could demonstrate the political will of the Eucopean
countries and thus reinforce the credibility af che process towards
economic and monetery union.

The resources of the new institutica would be provided by the
pooling of 'a tertain smount of reserves. In order to mansge tLhese reserves,
to intervens in the merket and to analyse monetsry trends with o vievw to
enhancing policy co-ardinstion, the new institution would need to have o
peemancnt oteuctura gnd otaff. ALl oenteal banko of tho Commonity ceunteies
would be eligible to join the new Institution. However, ss the mansgement
of fixed, but adjustible exchange rates implies tpacific constraints on
monetary policy and exchange macket interventions, both of which call Eor a
common approach on the part of the central benks concerned, memberskip ia
the new institution would be subject to full participetion in the axchange
rat¢ mechenism of the BMS,

11, 1In a first phase the interventions by the nev institutica would
be agreed in common by the participating central banks and conplementSthelr

own intecventions T : ha) o alhm . st

For this reason the exchsnge market operations of the nev ins:itution would
have no additional ezffec held on the naziomal
monetary policies pursued by individusl member countries., However, ths
efficiency af interveations wundertsken in common would be expected to
{ncrease. In a4  second phase, 1 : the
psrcicipatiag ceatral banks: could pdeekde Lo hand orer to the new

institution the power to conduct cerfain operaticns on its own ialtistive,

Afree wnanimouily

' ] natten Bl iecrease,
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in compliance with the guidalines set by the Covernors on the inetiticions'
Boatd of Directors.

¥V, AN OPERATIONAL FRAMEWORK FOR AR IRTEGRATED MONSTARY POLICY

M—bm-ﬁe satting=up of an aperationel framevork proposel under
this spproezch would Muke place in the course ¢f sxzage twe22LR
Wﬂﬂhe high degree of exchange rate fixity vhich s
axpacted to paisi—tonssdsetireend—of] stoge @8 would in practice create
econonic constraints very similer to the ones operating in stage Lkree.
Consequently, in contrast to the twd gpprosches meniioned abow, the
proposal to estsblish an operational f£ramework for an istegrated wnetary
paliey would involve the establishment of am imstitutiomal structure which
would be able to function also after the decision has been made t3 :ock
axchange rates ircevocably.

l3. Undar this approach 4 system consisting of three tiers wuld be
set upl o central monetary inmstitution (the ESCBJ, natisnal cenctral banks
and commercial baoks. The central wonetsry institution wwld deal ody vith
national central benks and iz would act as the centrel bank Br the
national central  banks. The latter would continse their present
!Blotio“ﬂiips with domestic camerclal bankts but they might settle mrt of
their transactions with other national central banks threugh their s£counts
uith the central monetary iastitution.
Hith this organisational structure the pcheme would have three
fundsmental componentst

-/ an autonomous balsnce sheet Eor the central mosstary institution
80 that it can take operational decisicns rither than serving
simply aa a forum for concertation}

- ¢ mechgnism ensuring/ control of the Lliabilities of che ceatral
monerary institution, in analogy with the cottrol exercised by
national central banks on their (GM@Pie liabilicies that

constitute thefnnn;ay.han{
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- a set of provisions to support demand by agchonal central banks
for the ligbitities of the central monatary institution by making

& necessary ingredient in the nitionsl meney
cupply prnress.

16. The first component, the sutonomous balance sheet cof the central

monetacy insticurion, could be implemenced by giving it & capital formed by

contributions of interpstional reserves from nationsl ceniral banks. 1In
return, national central banks would receive shares of the ctentral monetary

institution and would therefore share in its profits znd losses.

15. The second component, contral over the lisbilities al the centyal
monetary institution, could be achieved by giving the central menetary
institution the power to determine the conditions under which iv supplies
credit to the national central banks. The central monetary inscitution
could be given wide discretion ia chese decisions in snalogy 1o the
digeretion national centrsl banks execrcise in their transaccions with
compercial banks.

The lisbilities of the central monetary institution coold be
expressed in official ecaj this would then require that the current
mechanism for creating officiel ecu, the revolviag swaps, be sbolished
because the amount of ecus crested this way depends on suzh exogenous
fsctors as the gold price =snd the U3 dollar exchanpe rale. These swaps
could be replaced by\wh—imisielf contributien of international reserves. The
credit mechanisms that constitute the other channel of eco ereation wouid
also need to ba brought under control. This could be dore by givirg the
central monetary institution the pover to grant member central banks
discretionary credit in ecu, in the ssme vey as 2 wational central bank
finances commercial banks through open markst or rediscount operat ions. In
turn, the exiating credit mechanisms could be significantly reduced, by
limiting their duratien, 'b-rme«l( their applicability to marginal
intervention, eliminating automstic renewals and makiag ther move
expensive.

16. The third component would be a mechenism toMa demgnd for

3 i 34 tiabilities of the ESCH.
ADPABLYCRS

Initislly this mechanism would rest on the provision requiring the
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participeting central banks to hold deposits of official ecu with the
central monetary institution in the form of reserves. foweverr—in—the{
83 tha system evolved & transaction demand for official ecus
vould be the natural consequence of a groving settlement of credizor end
debtor positions ameng national central bank34;§’ their sceounts with' the
ESCB.

Within this broad framework there are several possibilities of
operating the system, depending on whether the reserve requirements would

be applied to lisbilities or assets of the national central banks,

(&) A reserve reguirement on limbilities of participating centesl
bank:

17. |The ESCB would have the power to ask member centrel banks to hald
compulsory reserves in ecu, amounting to the equivalent of & certain
percentage 0f their total lisbitities, or of the increase cthereof. The
teserva requirement in officisl ecu would link the supply of H money by
membese gantyal Bankg and thesefore qlao Che qggregete menoyr gupply im the
Comounity ‘to the smount -of official ecus crested by the ESCAH.

The manner in which the central monetary institution could mangge
this system would be very similar te that of a national central bask, For
exsmple the governing body of the central monetary institution could decide
aach year hov much money ghould be created in the Community in crder to
support economic activity in a non-inflatiomary environment. Given the

{raquired—reseevo—sosifisioni—epplisd—te] the monerary base of each natienal
central bank this could then be translated into a targat for the creation
of official ecus. 9ince total wonetary base credation in the pecticipating
countzies would alsc be affected to the extent that they undertake net
unsterilised incerventions in third currencies, ¢ aecessery complemeat of
this objective would be guidelines regerding intervention policy is third
gurrencies, especially the dollar. Nationsl central banks could conduct
sutonomous foreign exchange operations against third currenciss, < hovevar,
they would have to sterilise the monetery effects of these interventions by
offsetting changes in credit extended to domestic counterparts.

18, The mansgement of the aystem would be differeat in stage two  and
stage thrae. While in both stages the supply of official ecus should be

N
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firmly controlled by the central monetary institutlo.; the strictneas with
which the reserve requirements must be observed could differ between the
two stsges. Por instance, during stsge two reserve obligations could still
befindicacive and serve as 8 guideline in s learning process, H in stage
three they would bacome compulsory.

19, BHhije the basic operating features of a system of

requxrements ar national centrulw are relatively simple,
the implementszion of the scha:immw

differences {n national money multipliers, the
sabstitution, the effects of realignments and the distribution af reserves

reserve

among national central beaks.

20, As far a¢ national monetary base muttipliers are concerned, Tr.hey
M‘xffer toosiderably at the margin and on average, in particular
because of different (and

sometimes absent) national reserve reguirements

on commercial banks. woutd imply that, with a given total

quantity of official ecus, ¢ transfer of ofFficial ecus a npational
central bank with 3
multiplier to another central bank with dewe 5
cherefore 2 highgg monetary base multiplier would ﬂnmo-m-.l-—hqd&ay
inhi—oysten—uand—would—tirue have an unwanted expansionary elfect. This

would not represent an entirely new problem since in national syscems

different resecve coefficients usually apply te different types of deposit
20 that a shift ecross deposits always affects the observed multiplier. Jo

éheni;wmae—iﬂm' H ' : -
Q@IDiera %o accou®®, rha Crohlen (R4 shdFiocs—bolo—volOrant

inl ' While not new, the
problem
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vould require the central monetary institution to observe carefully the
distribution of offficial ecus and to intervene, adjusting the overall

quantity it makes available to the system, in order to offset the net

expensionary or contractionacy effects that arise £rom cransfers of

ofEicial ecus between national central banka. é

21. T
the form of large internetional

currency subsutut ion in

+He lase At §F 19-23 a#e»ms‘ 28

shifts of certain deposics across the

influence of currency .
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currencies of the oyateu/ Such shifts would met out for the entire system, / Wm& wOOa & &
so that the central monetary institution would aot need to adjust the k M‘ o W~°W m
oversil sepply of official ecu, but they would necessitare a redistribution Wq éfﬂ ftt.e Jo&-{u—«_Q »

of official ecu across netional central baoks because they would lead to an

& ;
increase wWFERs ‘mnm:;;hua.’a! the country towards which the, currency o eof T LCu wfeqqe (
substitution was gein M +o 2 £ e &( " 5 u
ol U e oppositle omﬁy,

22. Similarly, s realigrmert fpe—dertj s change in the market exchange -'——-f M 1‘:0 Q a.I.L‘JL &Kfe.l._é CArR 4
rate inside the bands?.would imply that the central bink of the devaluing T 4
country {or with a deprecisting corrency) would be left with free reserves /
of official ecy. The central banks whose currencies would appreciste
against the ecu would instesd need to acguire additional official ecus.
These could be obtained jJfgfg.from the central bank with the devaluing
currency, which would thus be put in a stcong position, Fe—genesrely—changes,
; \ | 1d alan) £ | “
: £Eicial if the diskeibori £ ;

. loprcp &t uets

—
23, More generally there ic an issue relating to the distributign of
W e pesfe s Lut

ecy reserves gmong Cthe participating nationsl cenrral banks., This arises

Erom the fact that the behsviour of commercial bsaks znd national cenzra’ we Coo—eq )C‘..‘ -
banks is likely to differ. Mational systems of reserve requirements work \.6 ( f >
predictably snd affect all banks in the ssse manner becsuse commercisl "MQ e >
banke set mainty on the basis of profit motives. There iz thereforsa in most ' e '
cases an accive mecker for the tsset{ that cen be used to satisfy national ; / x

tasarve requivements in which the price, i.e. the interest rate, determines

vhether any given bank ie willing to supply or demand additional reserves.

Especially on inception of the scheme it would not be certain that in
response Lo an expansion in the supply of official ecus national central

banks would lncrease their national menetary base, and individua! national

central banks wishing to expand more than others, perhsps because of

stronger growth in economic activity, could not rvely onm s market te obtaia 3

additional cfficial ecu. In thir case the Escarod-qin:ervene to guide and H wo (0( MN '&D

sdjust the distribution of ecu resecrves samong national central banks. 6
LCLR €1

24, Wﬁt firat sight Jingd lcheme,eould appear to imply that the #=d %7 /O QCL- el
main monetsry policy instrumert has to be ~hnqd spzregate, R huieie Jie Quwy M
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W Hownver, tle central monetary lastitution =ikt aiso be sl i el
guided in its supply of official ecu by national Interest rates. Civen ' ) T -
£ixed exchange tates, pational Intarest rates would tend to atay vithin a ‘é 'é\o A 9 {
very narrow band so thst the central monetary authoriry could also target @ { fo e‘r / ft /
some average level of inrerest rate. If liquidity incressed too much in any :
given country, interest rates in that turrency would tend to fall end there

would be tensions on the foreign exchange markets. The appropriate respanse

of the central monetary authority would then be to call back official ecus

to induce the national monetary suthorities to cein in the expansion of ?
i : liquidity.

{b) - Alreserve requirement on credit to the domestic sector

25. If the required reserves ware imposed on the credit extended by g L i

nationsl central banks to the domestic sector instead of the toval monetary
buse, the instrument would impinge more directly on all elements of
monetary Einancing of the public sector: the direct elements that show up
in credlt extended to the public eector and the indicect elements that shov
up as credit to the privave sector because the central bank is undertaking
lsrger open market purchases at a time of major public deficics.

Under this modified schems the central monetary authority would
astimare the overall amount of domestic credit axpansion that was
compatible wich approximate stabitity la prices (allowing for anticipated
resceve flows) and would expand the supply of official ecus by the same
proportion. The oversll expansion of the W in the system would
then be the sum of the naticnal domestic credit expsnsion plus the net
effect of unaterilised foreign exchange market intsrventions agsinst thivd
cutreancies, The central monetary institution would therefore have ro take a
gtance on the desirad overall amount of intecvention. This could be
achieved by allowing the central mometary institution to intervene directly
{n the merket or by subordinating netional centrsl bank interventions to
the guidelines of the central monetary institution. Civen the target rate

of domestic credit expansion there would be o presumption that these
intecventions would be sterili.nd.fg

M bt Upe be orecuell bt pade
Foatut Mbiur, Ou b Cewn of oo alise coeel 't
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J A reserve reguigement on credit to the domsstic sector tlus o

extea-ENS forei Anpe reservey

26. IELXhe regyfired reserves ‘Qere imposed on the sum of dompdcie
reserves, additicral guifelines
hpst  third currerciesy/ woeuld ne
Rgs  cencecnd sterilised
interventions/might #¢ill be needed Lo the extdqt thap/the tLatter are

believed tg In 21l other respects thi eme would cperate

estic credit alone., The ba¥Ng for including

extre- eserves is, of courke, the adqumption :hat

these/reserves are used only Ik intervention aghinst third currehgies.

27, Under the two schemes wifch en

equirement on naticnal central banW g4

sage the imposition of & reshyve

sets, differences in national mone

ch of shifes in overall supply sf money
¢ any glven overall domestic/ crediy targer. But the probtlem of the
long netiony]l central banks would become les;
imporka i in pfoey demand due\to currency substitutien cpfld
be accchgodated through /resecve flows withoWt any need for Lransfére of 1
xgmple, if the demand Bar deposits in cectain
currency incdqasess” either because of a shift \jn the sctifity in the
country, the mdietary base of cthat countcy could\ expa Eolloving the

fnlecveulleunpAhn elary suthoricles might have co \kpGertaxe. Since the

cause for phe expensisg of the monetsry base would/be\reserve inflows -~

domestic/credic of the cebgral bank remaining conpfant - there uould be wme

need FOr chis central bank to acquire addjfional officiy! ecus. The

oppérite reserve flovs that woud take plece’/in sther countriesould glse ’ i
ot reguire any transfers of offic ecufe

{f) A reterve .regulrement on domestic credic expsasion by the C

pational benking svstem

Pudiipliose=tiould—be——inrorporated—iulin inta tha _spstan ol —seaatscy,
concestyii The reserve requiremenuhmﬂ-hm&an&s f COU‘& Q‘ZJ° ? AC q/,‘eﬂ( '& ‘é"{
PnGEy  nhm Sl SaSDebdcEn domestic credit expansion fio—tha—tesal M

solny W i Spy,
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-ﬁmmm—aw {.e. on the domestic soarces of broad money
— e O emay

cresrion. Such a -u?st'c? would still leave each central bank free in its

cholce of the instruments which it wsnted to use for controlling credie f

eapansion in its country; for the same reason it would not necessarily f
contribute to the convergence in the conduct of policy which is part of the

purpose oS stege two. It might also leave too much alack in the c¢ontrol

mechanism. Desplte the more divect linksge to a natural intermediate

objective underpinning fixed exchange rate ~ domestic credit expansion - it

may on balance have disadventages compared to the first two varisnts which

are besed on items that appear directly on the balance sheet of the central
banks. .-

& Nyttt here 4=




/ cr
VI. CONCLUSION A

The schemes outlined abo¥e hav een considered by

the committee as possible ways /& t the necessbry
operational framework | for conducting a common monetary
policy. They have in common the maintenance of a large degree
of decentralization in the Qﬁ&:&fﬁxkhpolicy process, because

they ae all refermssd to g |stage in which ,while.&he new

bul A w bt

instruments and procedures areé put in place and tested,tﬁhc
ultimate responsibility for policy has not yet been asgumed
by the ESCB. In the final stage of gh# economic and monetary

union such instruments and procedures would be fully used for

the urpose of conducting a common monetar olic and _ the
purp o . g ommon m Yy P Y 4 4
could further—evelve/if necessary,

v
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