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1. Economic and wmonetary onion in Europe would imply complera
freedom of movement for persoas, goods, services and capital, as vell as km‘ “-i-wiﬂ*!7

irrevocably fized exchange rates between natiomal correncies or s single XL ‘MM C.Qa.f 6020(
currency. This, in turn, would presuppose & high degree of integration and s  _
) : i : Rl we daoy ? :
require & common monetary policy and comsistent economic policies geared
T towurde pricw Brability, balanced jgrowth and cooverging standsrds’ of <« '
union would represent the fml result of the precess of progressive
econami¢ integratiom in EBurope.

NO. @97
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2, The EC Treaties, as amended by the Single Eurcpean Act, would
provide the legal foundetiom for many of the mnecessary steps towards
economic integration. However, the existing rteatiesg.d.;‘;‘ot suffice for the o M
creation of an economic and monetary union. The realisation of this

SEGR. PARTIC.

objective would call for new arrangements which could only be establighed
on the basis of 8 new Treaty and consequent changes in national i - g
legislations. For this veason the union would have tc be embodied im a ’

Treaty vhich clearly lays down the basic functional and institutional

I.

B.

arrangements, as well as provisions governing their step-by-step
implementation.

P9:13

3. Even with a single markee, a2 unified monerary system and an
——rﬂm tunctional Irameéwork IOr economic management, the

Compunity would continue to consist of independent naticans with dlffering :

economic charscteristics,” traditions, secial customs and languages. The

existence and preservation of this plurality U diversified structure g

23-82/89
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econosiic gnd =momnetary munion ia the__ahs of, or before reaching,
political uniocn. Por this reason it & not possible simply to wodel am
Maﬂlﬂn&uy-&t for the Commemity ou the example of existing
federal states; it A-eLauessaq to develop an innovative and unique
epprosch,

-
g e—

digtribution of ecancaic policy mspons;bxl:.ues withia the Co—mxty in

bistorical and economic eondinm in le-bez countries mli ha the

‘strict conformity with the constitutional ™principle of subsidiarity™.

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

aecessary, shergas all policy functions which could be cerrigd out a2
national {or local) levels without adverse repercussions on the cohesion
end functioning of the economic 2nd monetary union would hbave te remain
within the competence of the member countries.

With due regard to the principle of subsidiarity and taking inte
account what is already provided for in the EC Treaties, the need for
policy decisions to be taken at the Community level would arise primarily
in the field of macro-economic manegement., A monetary union would require a
single monetary policy and the responsibility for the formulation of this
pelicy would consequently bave to be vested in one decision-making body. In
the field of fiscal policy a wide range of budgetary decisions would be

left to national authorities, butw would bave to be

, Terexneieigta framevork of binding rules which would enable the Community

to determine an overall fiscal policy stance, avoid major differences in

public sector borrowing requirements between individual member countries

snd*drl.—e_.n-pl-i.i.‘ with regard to the financing of budger deficits.

— oéa.ce:u?&' certasu eousflans

4. A step-by-step aporoach to implementing an economic and monetary
union can be set ocut only if there is s clear understanding of this £inal

objecrive, of its implications‘for the workinq the economy and economic

-
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. pellcy decisious, sad of the primcipal elements that have te be is place

znica are clesely nurnrmai, form two mtcgnl. parts of s sigle whole g
‘and would therefore have to be implemented i parsilel. It is for reasoms )
of expositional clarity that the following sections look pepsrately st the . i
principal features éefining an economic and & wmonetsry uniom. This ) . ’
dascription begins with the coucept of a memetary ueiom, chiefly becanse sn '

economic union can be circumseribed more clesrly snd specifically oace the

- . =ein elements of a monetary unicn have been identified.

s pic
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2. Ibe principal festures of mogetary uoion

’

5. monetary union describes a single currency srea in which i
policies ars managed hﬁﬂb—b—hﬁ-ﬂ-—i—m vith a view to f——-f X
rttzindnge conmon mscro-economic cbjectives. As already stated io the 1970 :
Werner Report, there are three necessary conditions for a monetary uniont
;_..;-—,.-: =i < the sssuseans of tstsl ead ivreversisle semvercibilivy -of =2 i=ia -

currenciess

NO. @97

= the complete Lliberalisation of capital trapsactions and full ) L . oo _
integration of banking and other financial marketss and _ i sl & s T " ,'.'.:'”'
- the elimipation of margins of fluctwation and the jirrevocable _ CHERER R - _ PRI el
locking of exchange rate parities. DT 50 o T SegR A

The first two of these requirements - the convertibility of
Community currencies and the creation of a free and ' fully integravted
finapcial market - have already been met, or will be with the completion of : el il -
the internal market programme. The basic conditions for a monetary uniomn I =
would, however, be accomplished oniy when the decisive step were taken to
lock irrevocsbly the exchange rar.es‘ between Community currencies, Thisg
would be the single most important step towards creating @ sitoation in

which all currencies could be used equally to set prices, make payments and E 7
denominate debts or credits.

SEGR. PARTIC.
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As a result of the permanent fixing of exchange rates pationsal
currencies would become increasingly closer substitutes and their interest

rates would tend to converge. However, the pace with which these
developments tock place would depend eritically oo the extent to which i

23/62/89
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- mwrhbuwmmm other stonoNic agents were convinced

that the decision to Wuw,,_h__._.

——'—&Wmuumi—_'iﬁt“rm doubts about

the commitment te wuachangeable exchange rate ‘parities and could engeader
market perceptions of differences betwesa individusl currencies® qualicy
and sunémg Both coherent moetary mansgement and convincing evidence of
an effective co—ordination of nop-monetary policies would be crucial in
dispelling guch doubts over time.

#
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%, The ThYER abbve-mentioned Tequirencnts are uuuary for tha
:. : estabtxnh-u: of a single eurrency area, but their isplemsntation would mot

—"—“—tﬁmesmﬂrnrk—tmﬁmeu of monetary unificstiom in the
. Commonity. At a later stage the adoption of a single currency, while ia
principle mot strictly necessary for the creation of a monetary unica,

might be seen - for economic ss well as psycholegical and political reasons

- a8 a patural and desirable further develocpment of the monetary uniom. A

NO. 8397

single currency uonld clearly demcmstrate the irveversibility of the move
to Wometary ullim, greatly facilftate the mometary management of the
Community and ua:' a much higher weight in intermnational markets than any
individual Commmicy currency. In this comnection, it would be desirable to
endorse the idea that the ECU should develop into the future currency of
the Community and that an official declavation to this effect should be
made at the time of the decision to draw up a new Treaty. This declaratica
would imply that there should be no discontinuiry between the present ECU
and the future single currency, i.e. that any debt contracted in ECU before
the introduction of the single currency would be payable at face valué in
ECU if, alt maturity, the tramsition to the single currency had been made.

SEGR. PARTIC.

I.

B.

¥hile the Treaty should allow for an apprepriate period of transiticn, this
would wean that ultimately the ECU would replace existing nationgl
currencies and serve as & means of payment, unit of account and store of
value for all residents of the Community. The introduction of a single
currency would, however, be possible only some time after exchange tites
had been locked, when economic agents had become sufficiently acgqusinted

@9:18

with the ECU and vhen its use in commercial and f:.na.ncul transactions had
spread.

23,82,89
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e T TR sstablishant of a wmometary waica would have ‘far-reschisg 2 BRI [
TREEEE ﬁpueatiu. for the formulation mnd execution of msmetery pelicy im the - |
fogmmnity. Gnce m!zﬁﬂ enchange rates bBad Besa adopted, Bt '
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integrated capital and money markets,there would be the need for a sinzle
monetary policy carried cut through new operaticnal procedurss and not

simply through the co-ordinaticm of as aamy nationsl woustary policies as

thers ware currencies perticipating io the union, This, in turn, would

;_ . require the attribution of the respomsibility for monetary policy ta a new
"% imstiturion, the Garopssn System of Gentrel Besks, (the principel festures
" ' of which are outlined in Section 4), which would not only form the basis
for centralised and collectiwve decisions on the expansion of none‘y and
credit in the Community, but would also possess the cecessary f£imancial
acrributes (i.e. its own balance sheet) and the regulstory powers to

A

P@ER6-/BE8
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I

enforce implementation of the chosem policy. In designing the oecessary
operationsl frameuork particular attentivm would 1h%s bave to be given to
two essential requiteEents, FivETly, an dgreenent wouldbmve to b Teached
.,-  . an am unambigeous procedmra £or setting specific objestives of ithe
: Comrunity's aggregate monetary policy; and secondly, instruments would have o .
to be developed with which the compliance of national mopetary authorities ﬁ i a 6
&
by

with the commonly takem decisicn could be ensured.

This shift from national monetsary policies to & single monetary o> f LD Q. 7
policytnﬂ.d-q:m inescapsble consequence of entering s mometary union and f-_-' =a0OR 4 e w~ ‘ée s
would mark one of the principal institutional changes required by ecomomic 3 - -
and monetary union. In practice, however, the incision would not be so deep

SEGR. PARTIC.

but rather would represemt the complecion of a prdgtessively intensified

co-ordination of national monetary policies, which had in many respects Z2do

I.

—
O

already foreshadowed the move to a single monetary policy in the Community.
Even prior te the decision to fix exchange rates permanently, the

liberalisation of capital movements and financial market integtationm B WAS 4&

create a Situgtiom in which the co-ordination of monetery policy

B9: 16

strengthen progressively. Once every banking institution innthe  Community )
Tee to0 accept deposits from and grant 1loans to aoy customer in the '3 C S

ia

¥
i
territorial coincidence between the nationsl central banks' area of

-
jurisdiction, the ares in which ctheir currency sed and the area in f—‘f L S

o " P BT - - . L h N : : : - = 2 "_.
which “their" hanking system operates mg w and the effectiveness of H VAJ¢ C‘?’Q = : :

23,82/89
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mimlm;nnmm‘bm increasingly ' dependent «wpon -

co-operatics among central banks. Indeed, the growing co-ordination of

PBA7T/ 068

mqplidu,d& make a positive contriburion tro finencial nnzhaz
WWWWW

masuty for moving to a single mcnetary policy.

~ B.  As has been pointed oot in Part I of this Report, the decision to
lack exchange rate parities between national currencies irrevocably would
bave g. rg' found effects on the functioning and the performance of the economy

of thai:m:.ty -
A mogetary union would remove exchange vate uncertainties and

lowsr ez ransactions costs, eliminste the possibility of sovemsnts of

( T ficot tlor puesee.

excbange rates unwarranted by fundamental factors, comtribute to the
evolution of a more homogeneous ecompmic structure in the Commnity and
reduce the susceptibility of the Community to external shocks.

At the same time, with parities irrevocably fixed, foreign

Qo IR e lats

suu&ﬂ—eaﬁ-\f—e-p( uoew, |
woerCal Lxé.& €6 e

exchange markets would cease to provide a source of pressure for policy
W“MMihiaw-‘m. Mavesver,
while the exchange rate could no longer serve 23 &n instrument for
adjusting economic imbalances among member countries, there would still be
the possibility of divergences between the supply of and demand for
economic resources in individual Commuoity countries, However, the
statistical measurement and the economic interpretation of such imbalances
might become wore §ifficult and dalance-of-payments disequilibria would
essentially reflect regional imbalances in & fully integrated market. &s a
consequence, balance-of-payments figures, which are currently a highly
visible and seasitive indicator of economic disequilibris, would mo longer
play such a significant role as guidepast for policy-making.

However, the 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 monetacy

snion were coupled with measures designed tec strengthen the mobility of

l-é L :
Po =T N ;“E_’C'l“i‘b
’gaAqu‘ (eaviw f‘&"
als ..t‘: LS fe—u wuh i
‘,;: SRR

&ea(unx'éwe.e,k

Tactors of production and a close co-ordination of economic policies.

9. 1In summary, the realisation of a : netary union would mean that

in a situation of free capital movements i1l financial integratiom the



v vEs

NO. 897

1.7 SEGR. PARTIC.

B.

9:21

23./82/89

= Rl T I ;

- - : -3 =

——m:auabem Community curremcies would be irreversibly fixed.

~ This would create s mometary wunioca is which, at lesst inicially, all

—asticmal currencies eirenlated & they wmight eventuslly be

T vepiated by the BCU a3 the sole ty currency. ibe transitioa from a
situation of fixed but adjustable exchange rates to a system of permanently
locked parities would imply a fundamental change inm the economic as well as
the monetary management of the Community. Wetionsl monetary policies would
have to give way to a single wonetary policy for the Community as a whole,
formulated and executed jointly in the context of a European Systes of
Lentzal Basks. At the same time, 2 zingle currency area would imply tha

£ abandocoment of the ex:huga‘ rate as an instrument of adjustment of

= ——ﬂ&llnm—mag——&mie,—mgﬁ,—aﬂ:wuﬁ—tbummn, i —
- parsllel to the process of wonetary integration, measures to co-ordinate
effectively policies in non-monetary areas.

3. The principel features of economic union

o . : -!..' Eecencnic onion combines the characteristics of an umrestricted

common market with a set of rules whick are indispensable for its proper

working. In this sense econocmic wnion can be described by four basie
elements:

= the single market within which persons, goods, services and
capital can move freely;

= competition policy and other measures aimed at strengthening
merket wechanismss

~ common policies aimed at structural and regional development; and

- binding rules for budgetary policies.

Io identifying the content and limits of specific rules defining
the policy framework of an ecocomic union, the Community should be guided
by two considerationms.

Firstly, the ecomomic unicn should be inspired by the same

"market economy” principles that constitute the foundation of the ecomomic
order of its member countries. Differences in policy choices may exist
between member countries or - within the Z'-"‘_n_ country - in different

pericds. However, beyond such differences, a d¥Stinctive common feature of

e
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I : G attributing o the Community
aconoaic functions that are at jresent exercised st patiomal levels should
Be limited by adherence to the principle of subsidiarity.

3 ' Fecondly, an appropriste balsnce between the economic and the
Momctary cemponents should be ensured for the vnion te be viable. This

would be essential because of the close interactions between economic and
the Comsumity aend pational levels would be hacessary to maintsin
and
cooversaly, e common monetary:policy in support of a single currency area
would be necessary for the Community to develop inte an economic union.

H The measvres simed at creating the single market are to a large

extent envisaged in the EC Treaty and the Single Act. With their

coherent wer of erdGomic T:o[fci?s as

SEGR. PARTIC.

T

B.&.
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———Wtrfﬁe_cmity a5 a whole,

—iwplementation, by 1992, all tarriers which tend Lo separate markets along
aatiopsl bovdess will be eliningved. In particolar, a1l technical and
regulatory obstacles will be removed, norms will be harmonised or mutually
recognised, and certain common minisua standards governing social poliﬁy
and consumer and enviroomental protectiom will be agreed.
naticnal tax trestment will befharmonised to
GRS GRERENF gevere dis:ortion in the competitiveness of industriesn
operating in different countries of the Communiry,

The creation of a s:ngle mrhtﬁﬂ’
economic growth and

Moreover,

impart strong impulses to
increase economic welfare through both a further
specialisation in line with coantriea' and regions’ comparative advantages
and the exploitation of economies of scale in production,
marketing. These gains

research and
meterialise as the residents in
market without intermal fronviers respond to

the enlarged

price, wage and interest rate
movements, which, transmitred throughout the Community, provide
important incentives for g wore: efficient use of economic resources. There

is no doubt cthat this procesg " stimulatef economic activity and

and generatefgreater economic

freedom and increased trade in zoods and services.

eai
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,—_~—~—- . umm&«-:mtﬁ st-;tu-um in combiastica
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would fucthel emhases |

e the advantages of an enlarged ecoticlic space. Bowever, tim"p;cdm "

umlutmmm-izmlddum”my_m |

M, due to the fact that exchange rate reslignment wouwld no longer ’

be mi-lable as am instrument o correct ecooomic isbalances. Such

imlncu might srise because the procass of adjustment snd Testructuring

set in motion by the removal of physical, tedmola;lul and regulatory

mumm;nmmmﬁm satisksctory results MR i ) B i

within reascnable perieds of time. Imbalences might also emenste from '

—tmwwm—nmm country, external shocka
with' differing repercussions om individual economies, or divergent
non-monetary policies pursued 4t national levels. As was pointed out in
Part I, in & monetary union such imbalances would have to be detacted aod
eliminated rather quickly, or their emergance bs svoided alrogether, in
order to make it possible to reap the benefits of economic unies without

“umlue costs in the form of #afked pressures om output and employment in
certain regions of the Community.

POB2-862
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12. It is primsrily for these reasons that the creation of an
econcmic and mometary union would peed to complement the creation of a
single market through gction iw three interrelated aress: competition s o
policy and otber measures aimed at strengtheming market mechanismsj cosmon i am e
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; and bindirg rules in the budgetary field and

other arrsngements both to limit the seope for mecro-economic diverpences

SEGR. PARTIC.

I.

B.

between member countries and to design an overall economic policy framework
for the Commnity as a whole.

99:25

13. LCompetition pelicy ~ conducted at the Community 1level - would
have to operate in such a way that access to markets were not impeded and
marker functioning mnot distorted by the behaviour of private or public
economic agents. Such policies would have to address conventionsl forms  of
restrictive practices and the abuse of domi “"harket positioms, bur would U
also bave to deal with new aspects of ancites laws, especially in the :
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almnom nctivi:Iis n mtiuﬁc sttention would

i Mﬁnuﬁpﬂh-&smdnm-inmmﬂiuh faveur
Wmm “aide do act mavely distort competitioa

T e sRrin e e

econonfc rasources.
In addirioa to clearly formulated policiss for the dismantling of

_ *hrrhnﬁth grovastion of roserictive pmﬁm,ufmﬁ oo

haws to be mads to convioce Eurcpean managemant and labour of cthe
advantages of geariag wape policlies largely to improvements: in) productiwicy

at' the ca—nity leval. Goveroments on their bebalf sbould stun;thu

m. m wage and price t’omuon process.

14. Comsunity policies in the regional and structural field would be
of imperative importance in aorder to promote an optimal anmtim of

IR ERd i erfegn i B
1__“ 1 1

would have to be taken into account SIln:hnu: adequate
consideration for regional imbalances, the economic on would be faced

reason particular

with grave economic and political risks. Far th
attention would have to be paid to an effective
cushioning regional and structural dispsrities

ity policy aimed at
promoring a balanced
development throughout the Community.

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 regiopal disparities would
still exist. The impsct of economic and monetary integratiom on these
disparities could differ considerably ané might therefore be difficult to
assess: on the one hand, economic integration would provide less developed
regiong with 1lower wage levels,¢ an opportunity te - atrract ‘modern  and

rapidly growing service and masufacturing industries for which the choice

£ 1 L] » o -
oi—IotatIon would ot  wecessarily be derermined by transport-costs und

market proximity. On the other hand, however, transport costs and economies
of scale would tend to favour a shift in ecopomic activity awvay from less

developed reginns, especially at the peri({\";y of the Community, to the
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———mﬂm “tabour forces. Thérefore, 1t would have to
= ;ﬁmmmm&m&m,& Mitys
mthm 0 Citch uwp with the weslthier coes. To this end, the
ﬂu-nity wpuld have to develop further am effective policy and b endowed
" with adequste finsncial resources which would sllow it o assist regional

. - development efforts undertaken at national levels.
i : - 4 step in this direction was teken in February 1938 when the
,_?:-_T_— - Buropean Council decided to stééhgthen and rearganise the Community’s
’ e regxnnal policies in two respects: the size of structural fonds will be

S wvm—mmr!m_ emphasis will be shifted from

Project to programme financing. the process of creating economic l——f r ta,

and monetary union &oult Lendentn anfSxhat o 4P onal—SBbolengore  such

policies would have to be strengthened further after 1992,
: The principal objective of regional policies should not be o

? -

SEGR. PARTIC.
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B

G
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subsidise incomes and simply Ltemper inegualities in standerds of ltu-ng but
T T NP to equalife the condfTEloas for production through {nvestmeat
programmes in such areas as pbysical infrastructure, commnication,
Lransportation and education so that large-scale movements of labour would
not become the major adjuatment factor. The fsuccess of these policies would
hinge not only on the size of the available financial resources, but 1o =
decisive extent also on their efficient use gad wimh due regsrd to the
profitability 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’

vhen improvements in the resource base of regions encoursged by investment R

in ipfrastructure and education ware reinforced by decentralised
initiatives for local enirepreneurship, modernisation of urban areas and
local institutionsl arrangements favouring development. A long-tera
approach would offer countries with lower levels of productivity an
eppropriate period of transition end in this sense would constitute an

essential element of the policy mix to ensure continuing  econcaic

-3 -

integration.

AS vas oentioned above, a satisfactorily balanced regional
development would 2lso have to be supported by nther’ economic policiess

certain sreas such as transport, research anUchnolog;cal development, _——U—¢
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" foundotions of Community policies which

—fiamc

only enhence c!_!icilﬁc,

anrtherintkmuecuden‘mniu-

Sufficient wage flexibility and lsbour mobility could alse belp
ts eoase ruziml problees and contribute to azwvoiding chenges im
cn'-petitimus in different regions of the Community that could lead to
nlct.iv&ly large declines 3in outpur and employsent in areas with
deteriorating ecompetitivemsss. In offer to zeduce adjustEent burdens
temporarily, it might be necessary io certain "circumstances to organise

- - ; - - -
s o = e g S ik e LS T T

additional o what mes be provided by spontaneovus capital fiows or external
borrowing and should be granted at comditions that would prompt the
recipient to istemsify its adjustment efforts.

15. Macro-ecanomic developments are the third area ia which actiom -

- uowli-ve reguired, Wrile pelicies e enowre 8 preper distributionsl and - :oo .- e . T
aliocative functioning of the market without frontiers would have to be
formulated sod, in part, executed at the Commmumity level, many af the
developments on which mecro-economie conditions depend would continue to be
determined by factors and decisioms operating at the national level. This
would apply not only to wage negotiaticns and other wmarkert—determined
behaviour, but in perticular slso to budgetary policies, Aside from a
system of binding rules governing the size and the financing of national
budget deficits, decisiona on the 1level and composition of government
spending and many revenue measures would vemaio the preserve of member
states even st the final stage of econumic and monetary union. Only if the
decision were taken that major public goods constituting the bulk of public
sector activity {internal and extermal security, justice, social security,
environment} should to a large extent be provided at the Community level
would the Community budget be significantly enlarged.

Houever, an economic and monetary union could only operate on the

basis of mutually consistent and prudent behaviour by governments, unions
and other economic agents in all member countries. In  partiecular,
unco-ordinated and divergent national budgetary pelicies would not oaly -
undermine monetary stability, but would alMéner&te imbalances in the Q
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real aod financial sectoras of ;In Coapnity and render it impossible ko
pursue appropriste macro—economic policies for the Community as a whole.

— gountries, pem __o¢

and mim stri:t fiscal #iseipliaa- si-ihrly. stroag divergesces im
wage levels not justified by different trends in productivity would produce
eqonan{c and monetary tensicms.

To some extent market forces would exert a disciplimary influance
be:tu.se‘ fioancial markets, consumers apd investors would respond to
ditferances in maciv-ecopomic developments im individusl countries and
regions, assess the budgetary and financial position of different

- ] - » * .

wige settiements, and thus would exert pressure for sounder policies.
However, experience suggests that market perceptions do nat necessarily
provide strong end compelling signals. In particular, in the financial
field, rather than leadinrg to a gredual edsptstion of borrowicg costs,

macrket views about the creditworthiness of official borrowers tend to

- chouge sbraptly snd vesslt is the closure of access te morhkot finsasieg.

The constraints imposed by market forces might either be too slow end weak
or too sudden and disruptive.

Por this redson an economic and monetary union would require
binding arzangements which would enable the Community to monitor its
overall economic situvation, to assess the consistency of developments in
individuel coumtries and with regard to common objectives and to formulate
guidelines for policy. This would be particularly important for budgetary
policies, MW. Suck arrangements
should, firstly, impose efiectuezlxmts on budget deficits that could be
incurred by individual member countries of the Communi ty p—ifowenas.d in
setting these limits the particular situation of each member country might
have to be taken into consideration. Secondly, the arrangements would have
to include (in accordance with the criteria laid down for a European System
of Central Banks) strict 1limits - both in size and dugatioo -~ on the

marimun permissible access to monetary financing, as well as on borrowing

in non~Comwwnity currencies. .Fi-n.n.u.,.(the arrangements should enable thes
Commmity t¢ conduct a coherent mix of fiscal and mopetary policies, i.e.
to dispose Of & system of rules that could be applied with a view to

28 1
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m:iu the aggregete balasce o= wnstional !lnlntuy positions,
isladin.tutaf:heca-aity.
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T %s  Eo m establisiment of &a écoscmlle waioca would require:

= kthe creation of an internal market witbout physical, vegulatery
~ or fiscal froatiers, supplemented by a coapetition policy which
. effectively removes distortions in competitioms
= common policies - im trassport, resesrch and techaoleogical
developaent, which would belp to exploir the full potestial of
the single market and its role im the sllocariom of resonrcesg

W—NWRW a8

(e~ cmlomtl through investment progracmes, which
would belp regions with lower productivity to catch up with the
maore developed parts of the Community;

- & framework for monitoring and co-ordinating  genersl

) maczo—econcaic developments in  the Commmity with a view to
- T ateainfey son-infisvionary, Btancef scondele prowthy
- binding rules setting maximum possible defzcu:n for national
budgeis, taking inte consideration the situation of each member
country, and strict limits on both oonetary financing and
borrowing in third currenciess
- effective qubinding procedures for the co—ordinarion of nationmal
budgetary policies which would epable the Compunity to determine
its macro-fiscal policy stance policy.

These requirements would not only have to be met in order to

derive the greatest possible benefit from an enlarged econcmic space, they
would also be indispensable for the cohesion of the mocetary union.

4, Institutional arrangements

17. Management of the economic and monetary union therefore would

call for an instituticnal framework which would allow policy to be decided
and executed at the Community ievel in those economic areas that were of
direct relevance for the funcrioning of the cnion. The instituticnal
framework would have to guarantee efficient ec()nic management, properly
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aztadded inmmmmmdammin would . .
suttesitate the setting-up of & new monstary institution, placed In the

——essstellation af -Commmity -imetitusions (Seropes Coumril, Comcil or- =

- —ltisisterss Buropesn Poritenset, Comsissios EES Court of Justice). The
establishment of sconomic union would mot netesiarily roquire the creation
of a mev institution, but the formulatiocs and implementation of common

¥ ﬁttei;s in noo-monetary fields and the co-ordination of policies under the
cewpetence of pational suthorities, could require & revision end, possibly,

.. ©some restructuring of existing Community institutions.

s———— g

18, The need for a new mnil:ary institution would. arise because ‘a

Mm—w-mtu tndependently
by differeat central banks and becsuse decisions concerning day-to-day
monetary policy operations would have to be centralised if they were to
respond quickly co changing market conditicns. For these reasons the
Community's domestic and international monetary policy would have to be

AN 1 TN L.
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organised in & Buropean System of Central Banks (ESCB). The System could

amsiat af a cemtral insvicetion, wirth irg oty Billence sheet, and national
central banks. At the final Stage the ESCE - acting through ite Couneil -
would formuiate and decide the targets of monetary policy and manage the
Community®s exchange rate vis-i-vis third currencies. The natiomal centzal
banks would be entrusted wich the implemencation of policies in conformity
with guidelines established by the Council of the ESCB and in eccordance
with instructions froam the central institution,

The European System of Central Banka, which would embody the
Community's monetary order, should rest on the following basic principless

Status
= independence of instructions from national governments and
Commmunity authoritiess

T @ proper democratic legitimisatiop through {ireporting and
appointment procedures;

~ appointment of the ®embars of mmmmmwm;:

on proposal by the ESCB Council; the tenure of Board menbers
“ould be for five to seven years and it would be irtevocable;

O
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-~ teansmission of so aomuel - report by the ESCB umcouncil of
Mipisters sod the Buropean lu-lu-n:; the Chairman of the Bosrd

—eould be invited to veport to thase lastitutions;

| = supervisiox of thy siniwvistration of the Dystenw indipesdeacly of

the Commenity bodies, for ezample by a supervisory council or &
committee of-independent guditoess

Structure and orgenisation

= a federative structure, since this wounld correspond best to the

political structure of the Community}

- the establichment of a Europesn Cenmtral Benk Council {composed of

- the establishment of the Board {(with its supporting staff) which

the governors of central banks and the members of the Board)
which would be responsible for the formulation of and decision on
the thrust of monetary policy;

- UEYE

implementstion of the monetary poticys

- national central banks which would execute the day-to—day

operations in accordance with instructions given by the Boards

Handate and functions

= the System would be respensible for the formulation of monetary

policy at the Cosmanity level, for the co-ordination of policy
implementacion at the regional level and for the maintenance of a
properly functioning payment| system; the System would be
commicted to regulate the amotnt of momey in circulation and of
credit aupplied 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 rcozordination of

banking supervision policies of the natiomat supervisory

3E|:h0!i ti Sy

/-‘\
i



-17 - |

Iolivy inotvymenty

.. = the instruments awailabla te the System would he specified in ira
' “_____“sutun:_t—o-;él:l_:ét_.ﬁﬁ_h a procedure for amending them; the

L instruments wounld :uprisi both regulstory pmrs‘ and  the

autbority to conduct central banking operations in money and

. . foreign exchange markstsj

[ o il
.
& e aame

9
3 - there would be strict limitations of 1lemding tc all public
% N .  avthoritiess
Y T~ ’ - the mooetary policy iastruments would be oriented towsrds a free
= market economy;
g > i S _ _
Vi 19. Thke institutional requirements for effective conduct of economic ’ T
7 policies should be essessed in the light of the functions which would be
performed at t__b{ Coomunity level. 4s noted in the previous sectiom, there S =
would be M'broad areas in whick the Commmity would bave to be * H jb‘)t

persona, goods, services snd capital; secondly, :
-inpl‘.nén‘tation of comnon policies aimed at strengthening and balancing the 2 am el e b S M
process of market integration; and [ehisdbss] co-ordination of macro-economic feof M@, © g at s é?_w;gaul&bi 25 MAI&&&
pelicies, in particuiar with a view to applying a fremewerk of binding "

rules which sould enable the Community to aveid major differences inm public mok st

sector borrowing requirements between individual member countriea, follow a

common policy with regard tc the financing of budget deficits and ro 5 X : ' s
formulate a macro-fiscal policy stance of the Community. P 3= I .

The cecessary imstitutional framework for performing these {th-ae?l; i——-—f ﬁ) .

tasks is already in place with different, though' partly 'overLapping{

e, FFiNt 1.,
'

L.

functiena conferred on the Council, the Buropesn Parlisment, the Commission i St TN 5

e

and the Court of Justice. In order to ensure 8 flexible and effective
conduct of policies in those economic aress in which the Community would be
involved, two basic requirements would have to be fulfilled: firstly, to

the extent that policies were decided and emacted at the Community level,

ES Ty

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 Qirecticns or o day-to-day
operations in the light of cuzrent developments. Secondly, in those areas
18 which the Cosmuaity's role would be to co-prdinate policies, its task

2378024595
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would bave teo innln ths applicatiom of a sy;t- of binding rules to i B i = = ] _- 2 Nt s
individual mesber states. By anaslogy with the structure "of the Buropeam ' Al T
Syscen af Cemtrel Banks, where the ESCB Couscil would deterwine the broad S oS

wuld be in the hands of the Board, a similar allocation of
responsibilities betveen the Council of Ministers and the Commigsion could
be envisaged in the economic Field.

- In order to be able to carry out their fusctioms withia the
uistiné institutional framework, the Community bodies would have to
possess adegoita inzrroments sl memes. A3 far zs the 'x't’nts_tino__ftht

singie mrkzt,is concerned, the necessary procedures and arrangements have ?M C.Ou:#«él:ﬂof& Pﬁé é:, - .

been. laid doun in the Treaty of Bome snd the Single Act, conferring upom
the Community the legislative, executive and judicial suthority, eBREONS
2S00 Qe ne (Buih SPIND,

Rith regard tc common policies aimed at strengthening the

functioning of the single macket, the foundatioms for a more effective : ) X

Community roie in regionsl snd structural WWMQ_

phase, imvelving besh s deubliag of tha ressurece of structursl fuands sad a . iy O

reorganisstion of policies. At a mare advanced stage of the process these & : _bo b

nechmismsm be further extended snd made more effective. — Wwov é’LQVL . 4
In order to enable the Community to pursue an appropriate

macro—econcmic policy, new procedures would hawve to be developed. These

procedures would have to define and meintain a fa2ir balance between

to—ordination Chrough binding mlelffixing a set of objectives ané f » e

constraintdy and discreticmary co-ordination adapted Lo a  particular P '

economic situation. This would 3imply a need for both horizontal ?

co-ardination -~ between member countries and the Commissicn and the Council . . £

- and vertical co-ordination between g member country and the Commission. _ N -
Tre=eiontireaiahs G-ordination of macro-economic policies & ——X

-hqder.ermine & strategy for growth and employment im an environment of — Woved—
price stability and economic tohesion. For this purpose co-ordination would
w aim ac: defining medium and short-term policy approasches, bearing
in mind all their economic and social implications} setting a sulti-year

framework LoT mational and Community budgetary poliCieE] BEANAGing  CoMEon
policies, parricularly with a view to improving economic and social

cohesion; and determiming, in close consultation with the ESCB Council, the

Commanity's exchange rate policy. ~ ['d)
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" Tee most dfficult ond most importsnt task in this
ba to develop an effective procedure for joint decisi

everall stance of  fiscal palicy, i.a. the aizs aad

Siading rules and P collective mtmumcﬂn.nia.f.

} Shile the invelvement of the Community in non-monetscy policies
would be based an the existing institutional setting, it would be of
pEramnent jeportaspe that the onsuing policy decisioms resslitsd in &
Mt end coneisteat set of measures which wuld clearly sigoal the
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 Commamity's policy stance. Without sn unequivocal forsulation of ecomomic ot = - < : _
policies, in particular im the M field, IMe, responsibility for ’——f DU, %'Eﬂ:l = Q ‘34?12—&-&
macro-economic policy for the Coamunity as a whole would f211 jJdstwells) f—J} O, o™ /o e“ cj’- :

-

the Community with
cignifisently impede an cffective policy goered Lo stadbility snd growth,

20, The new Treaty laying down the programme, procedures and organs
of the economic and monetary unica would create a situation in which the
existing Comsunity institutions {Eurcpean Council, Council of Hinisters,
and Justice) would be
supplemented by s new institution of comparable status, the European System
of Central Baoks, Belationships and interacticns between these bodies would
have to be defined not

Europesn Parliament, Commissiom, Court of

only in oxder to construct a consistent

institutional framework, but also to ensure an effective procedure af

consultation and coc-ordination between -I-E-'nred{and monetary .policies. Te

this end appropriate and regular relations  Dbetween the existing

institutions and the European System of Central Banks would have to be
established which would provide for consistent consultation procedures
snthout, bowever, impinging on the policy respousibilil:iés’ entrusted to

each instituticn in its own field of economic and monetary management. Huche

te P ild Pl = )

only omne BmaCro-econeMiC pOlicy 001 &08 CtHeTeEforE
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Mwn lvement of the European



T —- —_ b TOpsan Parlidment SEdd be consulted in advesce @ o

— - tha stance of ccumomiz palicy im the Comsuaity. The comsultatienm process.

IRSETR IncIud® 4 yearly joint avsessmaat of the overall ecomomic and

-Iuryﬁ_tutiwﬂquu,;ll mﬁmlm-noflm poli:y
geideline for the year te ceme. Morecver, the Council of Ministers and the

_ MWtanpﬁudmh@_mM“m

2
3 l-n'_hsli_tont.hcfuctimn‘nd the status of the scouncmic and
b : =onAtary uniod.
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