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pear Colleague,’

At our last meeting, it was agreed that the Luxembourg meeting should
concentrate on questions surrounding the characteristics and implications
of an economic union consistant with a monetary union. You will shortly
receive a paper prepared by the Rapporteurs which provides analysis and
issues for discussion. The paper does not consider whether the economic and
monetary union is desireable or even feasible nor the intermediate steps
that could be undertaken to approach it. I do not think that these should
be the subject of our discussion at this stage. i

Karl Otto Pohl has also circulated two papers, the first of which "Outline
of problems connected with a European economic union" is as, its title
suggests, devoted to issues surrounding an economic union, and is therefore
relevant for our discussion in Luxembourg.

I am also attaching a paper that I have prepared entitled : "“Economic and
monetary union and relaunching the construction of Europe"™. The purpose of
this paper 1is to recall the Community developments that constitute the
background to the decision taken in Hanover to consider the issue of
economic and monetary union.

I suggest that the discussion is divided into three parts : the problems,
the policies, and the institutional questions. The issues for discussion
identified in the paper prepared by the Rapporteurs are grouped by these
categories. I also propose that a part of our meeting is devoted to
comments and reactions to Karl-Otto Pohl's paper. -

Dr G.D. BAER

Assistant Manager

Monetary and Economic Department
Bank for International Settlements
BP 2258

CH-4200 BASLE




The aim would be to be as exhaustive as possible on economic-union in the
final stage. We should get a clear idea of its implications and of the
conduct of economic policy in an environment in which the exchange rate
jnstrument is no longer available within the union. This will allow us to
define the powers and instruments of the institutional structure that the
Werner Report referred to as the centre of decision for economic policy.
The subsequent meeting in Basel in November would then be devoted to
similar issues concerning monetary union and the corresponding centre for
monetary decisions. Indeed if we have time in Luxembourg we could have a
first exchange of views on this.

The next meeting of the Committee will be in Luxembourg on 10 October 1988.
It will be held in the Commission's meeting room on the third floor of the
Centre Européen, which you should enter from rue du Fort Thungen. I attach
a map. The meeting will begin at 10.00 and will finish by 18.00. Mr Jaans
has very kindly invited us to lunch at which Mr Werner will be a guest. It
will be held at Chateau de Senningen (Tel. 348081-213) which is about ten
minutes drive from the Centre Européen. Transport will be provided.

I should be grateful if you could Let Mr Dixon of my cabinet know how and
when you will be arriving in Luxembourg and at which hotel you will be
staying if you plan to be there on the night of 9 October.

Yours sincerely,

Jaftques DELORS
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bear Colleague,

Y At our last meeting, it was agreed that the Luxembourg meeting should

ef) concentrate on questions surrounding the characteristics and Implications
of an economic union consistant with a monetary union.  You will shortly
receive a paper prepared by the Rapporteurs which provides analysis and
jesues for discussion. The paper does not consider whether the economic and
monetary union is desireable or even feasible nor the intermediate steps
that could be undertaken to approach {t. I do not think that these should
be the subject of our discussion at this stage. . :

Karl Otto PShL has also c¢irculated two papers, the first of which "Outline
of problems connected with & European economic unfon" is as, its title
suggests, devoted to issues surrounding an economic union, and is therefore
relevant for our discussion in Luxembourg. >

I am also attaching a paper that ! have prepared entitled : "Economic and
monetary union and relaunching the construction of Europe". The purpose of
this paper 8 to recall the Community developments that constitute the
background to thc decision taken in Hanover to consider the issue of
economic and monetary unfon,

€;> 1 suggest that the discussion is divided into three parts : the problems,
' the policies, and the institutional questions. The issues for discussion
identified in the paper prepared by the Rapporteurs are grouped by these
categories. I also propose that a part of our meeting is devoted to
comments and reactions to Karl-Otto Pohl's paper.

br G.D. BAER

Assistant Manager

Monatary and Economic Department
Bank for International Settlements
gp 2258 ’
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The aim would be to be as exhaustive as possible on economic union in the
final stage. We should get a clear idea of its implications and of the
conduct of economic policy din an environment in which the exchange rate
instrument is no longer availeble within the union. This will allow us to
define the powers and instruments of the institutional s$tructure that the
Werner Report referred to as the centre of decision for economic policy.
The subsequent meeting in Basel in November would then be devoted to
similar issues concerning monetary union and the corresponding centre for
monetary decisions. Indeed if we have time in Luxembourg we could have a

first exchange of views on this.

The next meeting of the Committee will be in Luxembourg on 10 Qctober 1988.
It will be held in the Commission's meeting room on the third floor of the
Centre Européen, which you should enter from rue du Fort Thiingen. I attach
a mép: The meeting will begin at 10.00 and will finish by 18.00. Mr Jaans
has very kindly invited us to lunch at which Mr Werner will be a guest. It
will be held at Chéteau de Senningen (Tel. 348081-213) which is about ten
minutes drive from the Centre Européen. Transport will be provided.

I should be grateful if you could Let Mr Dixon of my cabinet know how and

when you will be arriving in Luxembourg and at which hotel you will be
staying 1f you plan to be there on the night of 9 October,

Yours s1ncerety,

/ﬁ/

‘::::// G’Ges DELORS
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THE COMMITTEE Jp/1/868
FOR THE STUDY OF September 30 1988
ECONOMIC AND MONETARY UNION

ECONOMIC AND MONETARY UNION AND RELAUNCHING THE CONSTRUCTION
QF EUROPE

For the firet time in almost fifteen years, the European
Council in Hanover has reopened definite proapects for
Economic and Monetary Union. It not only recalled that this
obljective is now in the Treaty, but also established a pro-
cedure to examine ways to achieve this union. This develop-
ment is based on the spectacular progress made recently in
the construction of Europe and especially the "irreversible"
nature of completing the internal market by 1292. ‘ <

More than ever the Community is now in a position to achieve
the fundamental goaligiven in Article 2 of the Treaty, which
says "The Community shall have as 1lts task, by establishing
a common market and progressively approximating the economic
policies of Member States, to promote throughout the Com-
munity a harmonioug development of economic activities, a
continuous and balanced expansion, an increase in stability,
an accelerated raising of the standard of living and closer
relations between the States belonging to it".

Prompted by Chancellor Brandt, the Hague Summit in 1969
reaffirmed the political will to eatablish economic and
monetary union. The Werner Report made some concrete recom-
mendations and concluded that the objective could be
achieved within the decade. We know what became of the
resclutions and decisions taken by the Council between 197]
and 1974. Their implementation was impeded, first by the
upheavals in the international economic and monetary
environment, and then even more profoundly by Member States
turning in on themselves and pursuing divergent economic and
monetary policies. The period was characterised by a rising
tide of protectionism, declining trade within the Community,
unemployment and inflation,

Against this Dbackaround, the creation of the European
Monetary System - based on an intergovernmental agreement
rather than on Community law - was a welcome reaction. An
exceptional combination of circumstances and the judicious
use of a method pioneered by Jean Monnet in the creation of
the ECSC, made it possible to overcome strong reservations
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assgocliated with the deep sense ©of national sovereignty in

the sensitive area of monetary policy.

The success of the EMS has done much to reverse the process
of disintegration of the Community by engendering a new pro-
cess of econonic policy convergence. Yet the FRuropean
Council in Luxembourg in December 1980, postponed indefi-
nitely the transition to the institutional phase of the EMS.

In retrospect, the firet plan for Economic and Monetary
Union looks somewhat abstract., It was based on a political
design, but was out ¢©f phase with the actual state of inte-
gration of the European economy of that time. Today, the
recent progress towards integration i1s an incentive to
approach the relaunching of Europe in a variety of ways, in
addition to the main driving force, which is the dynamic of
the internal market. The process initially focussed on

~optimizing the allocation of resources, but unless this is

complemented by an awareneas of the need for cohesion and
balanced development, and for economic growth and stability,
this dynamic could £fall apart. In other words, the keys to
the success of the large internal market are part and parcel
of the very logic of Economic and Monetary Union.  Moreover
this is evidenced by the Single Act and its implementation.

X

X ' X

The c¢urrent prbgress in the construction of Furope must
first be set in the context of the crisis eXxperienced by the
Community after the successes of the 1960s..

The creeping paralysis of the Community was the result of
the Member States calling into guestion the Community method
for the progressive and limited transfer of national powers
to common institutions possessing a real power to make
decisions. -~ The very ambitious nature of the Community's
ultimate objectives -~ to achieve an economic union and to
found a political entity - has gradually served as a pretext
for refusing to go too fast in relinguishing sovereignty,
since the inevitability of doing B0 seemed out of proportion
with the degree of interdependence of the economies, the
social systems, and the cultures of the Member States. In
addition, it was sometimes felt that the development of
Community powers would deprive Member States of any
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possibility of supplementing Community action with national
measures. The gradualism of the Community method of inte-
gration was replaced de facto by intergovernmental co=-
operation based on the search for consensus for even the

' most trivial decisions.

Despite, or ©becauge of, the challenge of the economic

crieis, the Community was reduced to its "acqguis", its
legacy = that of the ECSC, the customs union and the common
agricultural policy, The c¢risis generated by one Member

State's claim for a reduction in its budget contribution
exacerbated the problems by paralysing the operation of the
Community and by automatically preventing new policies from
being launched.

The provisional settlement which the European Council in
Pontainebleau devised for the budgetary and agricultural
problems made it possible to break the log-Jjam in the

" negotiations for Spanish and Portuguese accession and to

lauch the integrated Mediterranean programmes: nevertheless
it could not conceal the fact that the Community was in
danger of relapsing into a state of lethargy without a
#trategy to give fresh impetus to integration.

X

X X

The central element in the relauching of Europe wag proposed
by the Commission of the European Communities in 1985, with
the objective of achieving a unified economic area by 199%92.
The essential part of the measures f£for the removal of
physical, technical and fiscal barriers was set out in a
White Paper. It lays down a programme, a timetable and a
method  (mutual recognition and harmonjzation of essential
standarde). The White Paper also notes that there is a link
between completing the internal market and the adoption of
complementary policles. It states that the "strengthening
of coordination of economic policies and the European
Monetary System will be essential factors in the integration
of national markets".

The Milan Buropean Council in June 1985, after adopting the
"detailed programme" and the "specific timetable" drawn up
by the Commission, agreed to undertake the necaessary

.revision o©f the Treaty of Rome in order to equip the Com=-

munity with a more effective decision-making process. But
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the reform which was to be completed six monthe later with
the adoption of the Single Act, goes far beyond a simple
institutional adjustment aimed at making it easier to com=-
plete the large market by 1992,

The institutional reform i1is based on three principles:
faster decision-making, better decision-~making and more
democratic decieion-making. BExtending the scope of
gualified-majority wvoting is a sign of the determination to
remove the constraint of the permanent search for con-
sensus., Formerly, the Council merely had the option of
relying on the Commission for measures for the imple=-

mentation of the general rules which the Council lays down:

now thie 1s transformed 1into an obligation. Lastly,
Parliament is given a genuilne part in the legislative pro-
cess and, in cases where unanimity has been replaced by .
qualified-majority voting, it 1is given the power to propose
amendments provided that it has the support of the Commig-
eion. _

\

But the Single Act, by establishing the objective and the
institutional means for creating by 31 December 1992 "an
area without internal frontiers in which the free movement
of goods, persons, services and capital is ensured" opens up
new fields of action which cannot be disassociated from the

completion ¢of the large market. The 8ingle Act introduces

into the Treaty of Rome the need to strengthen the Com=
munity's economic and social cohesion, the recognition of
the Community's monetary capacity in the perspective of Eco~
nomic and Monetary Union, the strengthening of the Com-
munity's scientific and technological basgis, the harmo-
nization o©f working conditions and the dialogue bstween
managenent and labour, and action to protect the environ-

mant.

It remained for the Commﬁnity to give itself the financial

‘resources which would ensure the credibility of the &ingle

Act's overall strategy, and in particular of the new
objective ©of economic and social cohesion. This was to be
the work of the European Council in Brussels in February
1988 which took the decisions required for the agricultural
policy to be better adapted to market c¢onditions, for the
resources of the structural funds to be doubled in order to
assist the less-developed regions or those in industrial
decline, and for the Community to be prOVLded with suf—
ficient and stable financial resources.

The prospects opened up by the Single Actvvery quickly led
to concrete measures, which: in varying degrees, correapond

to the three functions of Community action consistent with

the pursuit of Economic and Monetary Union must be based:
getabilization, allocation and cohesion.
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In fSeptember 1987, the Basle and Nyborg agreements developed
certain mechanisms of the EMS and also increased the respon-
gibilities of those important Community bodies, the Commit=-
tese of Governorg and the Monetary Committee, for the sur=
veillance of monetary and economic policies. It remains to
be seen whether the new procedures and methods will be suf=-
ficient to meet the challenge represented by the forthcoming
complete liberalization of capital movements, pursuant to
the Directive on that subject adopted by the Council in June
1288. 1In all events there remains the problem of the closer
coordination of economic and monetary policies, in the
framework of some commonly agreed rules.

In a few months, numerous and important decisions have been
taken affecting the free movement of persons, goods, capital
and services. Examples are the recent agreement on: the
new approach to standards, the eguivalence of diplomas, the
partial opening-up of public procurement, and insurance,
Thie momentum has resulted from the recognition that the
procegs of completing the internal market has become
irrevergsible and from the dynami¢ force that the objective

of 1992 has created at every decision-making level. The
anticipation effect 1s clearly seen in the strategies of
European firms: " an unprecedented number o©of mergers

foreshadows a strengthening of industrial cooperation.
Credibility in the reality of relaunching Europe 1is
restored, as it 1s in the decision-making capacity of

Community bodies.

/ - .
The imminent/ implementation of measures ensuring the freedom
to provide services has resulted in a quiet revolution
taking place. It is likely that fair competition will be
guaranteed by certain common disciplines being laid down in
the form of Community directives, and n¢ longer mere regom-—
mendations. Similarly, the need to take account of the
external dimension in the main decisions concerning com=-
pletion of the internal market gives rise to the principle
that the freedom of establishment and the freedom to provide
gservices or the opening up of public procurement will be

- applicable to third country firms under an agreement hnego-

tiated by the Community.

The social dimension of the internal market should be one of
its important components. There should soon be definite
progress in the dialodue between management and labour and
the adoption ¢f a minimum core of fundamental worker rights
and of a statute for a European company, involving tested
methods of employee representation. In order to achieve
this, patience will have to be exercised 'in Dbringing
national positions closer together.
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Substantial resources {13 000 million ECU in 1992) have
been set aside for the policy of economic and social
cocheegion laid down by the Single Act, and the reform ¢f the
structural funds will enable the Community to develop a
genuine regional policy. Nevertheless, the relative gize of
the sums in question will remain modest (three-thousandths
of Community "GNP") and the function of redistribution and
of assisting adjustment which ‘can be exercised by Community
action between now and 1992 will remain limited in ecope,
even if it does achieve macroeconomic significance for the
four countries most concerned. The amounts devoted to the
development of research (2% of the national research
budgets) is similarly modest. : ‘
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Brussels, 27 September 198%

List of Motels in Luxembourg -

INTERCONTINENTAL

12, Rue Jean Engling
DOMMEL DANGE

1483 LUXEMBOURG

TEL. +352.43781

SHERATON

Route de Tréves, Findel
BP 1973 '

1019 LUXEMBOURG

CTEL. +352,34571

PULLMAN

Centre Européen Kirchberg
BP 512 '
2015 LUXEMBOURG

TEL., +352.437761

NOVOTEL

Route d'Echternach
DOMMEL DANGE

1453 LUXEMBOURG
TEL, +352,535643



