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Note to the File

subject: Leigh-Pemberton’s Draft of Part 111
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The differences between Lelgh-Pemberton’'s draft of Part i1l and that of
thes Rapporteurs mainly follow from the fact that he does not want to
start dlscuseions on a Treaty change unt!l much later, and certainly
not at the beginning of stage one. This leads him to say that any
discussion of an Institutional nature Is outslide the competence of the
Commlttee; and to argue both expllc‘tly and Implicitly that:

- There Is & long way to go - the gap between what has been
achleved so far and what Is necessary for EMU Is conslderable,
especlally as regards the economic and political preconditions.
The tone of hig draft s therafore differsnt from that of parts |
and Il of the report.

- The process will be ong. This Is repsated several times. He
agrees that the flrst stage ¢ould begin In July 1990 but makes nho
reference to how long it could last, whereas the Report says that
stage one could end at the end of 1992,

- No detalled course of action can be lald out in advance. Because
there Is a long way to go and because It wili take a long time,
the characteristics of subsequsnt stages cannot be foresesn
now;hence little or no detalil, especially of an Instlitutional
pature, ie possible.

b A lot can be done without Institutiona! change. L-P says that

conslderable powsra alraady exist and that thegse should ba used
In stage ons to show that closer co-ordinration Is feaslble, and
to sstablish that the necessary political will exlst

Leigh-Pembsrton’'s draft Is Internally lnconslatent. Havlng taken the
above View, It would have been logical (1) to say that It 1s only
possible to lay out stage one and to give some Indlicatlons of the final
goal; and (I1) maximise what can be done In stage ohs Without a Treaty
modiflcation. The stages In betwesen could be numerous and their
characteristlcs largely unknown. Instead however L-P Kkeeps the baslc
framework of the report with Its three steps. His proposals for stage
ong are not more far reaching.
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Stage one

The main differences betwsen L-P and the report, apart from lsss
Institutional detali, and no beginnings of a treaty negotlation are as
follows:-

. softer policy co-ordination =~ for L-P the Committee would
"eonslder natlonal daclsions on the course of monatary pollecy",
The report talks about consultation in advance;

. less visiblllty for the Govarnors Committee. It would not make
its recommendations publlic and would not report to the European
Councl | ;

. a sub-committee woluld be set up to co-ordinate in the flsld of
banking supervision;

: the monetary committee would be enhanced;
5 the EMS would be "stregthened" In various vways;

: L<P makes no mention of the European Ressrve Fund and de
Larosiére’'s Ideas supporting it.

tage two

L-P revives the idea of a Centre for Economlic Pollcy Co-ordlnation
(CEPC), arguing that the exlisting ways In which the flnance minlgters
mest and make descislons might have to evolve. The creation of a
permanent secretariat, gtaffed by officials from flinance ministries is
dlso ralgsed as a poasiblility,

On the monetary side, L-P says that the embrio of the Institution has
to be set up, but It Is not possible at thls stage to know whether It
Will be based on a federal or a centralist approach., For him the
difference hinges on whether the executlon of polliecy Is left to the
national central banks or not.

In additlon to ths above dlfferences, which follow from his oppos!tion
to a treaty, there are differences over participation and the ecu.

Participation

L-P explliclitly links the progress from stage one to stage two to full
participation of all In the exchange rate system. He also strongly
rejects a two speed approach.

Ecu
L-P accepts that the ecu should becoms the glngle currehcy. He also

reJects the parallel currency approach. But he does not give any role
to the ecu In the conduct of monetary pelicy.
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. Discussion of Part |1l

To avold lengthy dliscussion on the detalis of differences betwean the
L-P. draft and the report, the following four mora general qusstions
Ttould be asked:~

1) Can a gsneral framework be deflned from the beginning? {f the
answer |s yem, then the singles treaty approach s at |east
possible. There can be an argument about the amount of detall;
but if the main features of the final phase and the flrat phass
are known and thare la only one stage In between, this can be put
lnto treaty form.

I'1) Can enough be done within the existing Institutional set-up to
make stage one both meaningful and vislble without beginning a
treaty negotiation? Should this committes propose changes to the
EMS In thls context?

I11) Particlpation = [s the group prepared to recommend that a sub-
group doss not go ahead faster than tha whole?

Iv) Ecu - could the ecu have a role to play In monetary policy
formilation In stages two and three?



