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ECONOMIC AND MONETARY UNION : 16th December 1988
Draft Skeleton of Report

T III. Concrete steps towards economic_and monetary union

1. Principles governing a step-by-step approach
> ('/
The ambition, but also the complexity, of the final sbjective of
. economic and monetary union reinforce the need to define \ clearly the
process which is to lead to European economic and monetary unffication. The
present diversity in the situations of the different European&countries and
the variety of areas involved - which go well beyond the economic and

monetary sphere - make it necessary to be both clear and pr%@ise concerning

the path to be mapped out. ' f
{_——’————’> Eﬁé request made by the European Council to ‘ghe Committee to
.study "concrete steps" reflects the awareness that an eco&émic and monetary
union, as outlined in Part II of this Report, is too profciind a change in
\\~ the economic and institutional structure of the Community to be realised at
\ one stroke. Households, corporations, unions and public administrations
will need time to adapt their economic behaviour to a new setting.
Similarly, it will not be possible to attribute new powers to the Community
. at once in all fields. Rather, it will be necessary to build on success and

to retain the possibility of correcting the course of action in the 1light

of new experiences. —  4) Diveneke bt evolaliona wy (bupy
For—tirese—xeasoms [ fhe process of implementing economic and

monetary union will have to be divided into a limited number of clearly
defined stages. Each stage will have to represent a significant change with 4>
respect to the preceding one. New arrangements coming into force at the
beginning of each stage will gradually develop their effects and bring
about a change 1in economic reality so as to pave the way for the next
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stage.

The Committee is of the view that, in addition to the general
principle of subsidiarity explained earlier in this Report, a number of
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considerations have to be taken into account” in designing a step-by-step)

approach Lo economic and monetary union,s o)
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advancement in many interrelated areas is an indispensable prerequisite for

the avoidance of imbalances which could cause economic strains and loss of
political support for the continuing process of deveioping the Community
into an economic and monetary union. Perfect parallelism, however, at each
and every point of time is impossible and could even be counterproductive.
Already in the past the advancement of the Community in certain areas has
been combined with temporary standstill in others, thus involving a process

of only partial parallelism. A certain amount of temporary deviations from

parallelism is part of the dynamic evolutionary process of the Community.

ggarticipationv STﬁere is one

Community, but not all the members have participated fully in all its
aspects from the Beginning. So far this has mainly been the consequence of
successive enlargements and, for the EMS, of the decision of some countries
not to join the exchange rate agreement. A consensus on the final
objectives of the Communjty, as well as participation in the same set of
institutions, should be maintained, while allowing .for a degree of
flexibility concerning the date on which some member countries join certain
arrangements. The maqggement of each set of arréngements should be the

responsibility of those who fully participate in it.
4
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indication of the timing of the first step-
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The implementation of economic and monetary union must, A

¢ tr-\i-gv\ fod 4
qré%?&?ﬂeenwyﬁb Article 26 of the Treaty vUvdmiteme, be embodied in a new

e ei-84-0n=~to~concltude~a~new—Trreaty

has been taken, its drafting and ratification will require a certain time.
In order not to 1lose momentum and to demonstrabe”’:f;% political
determination to advance on the road to ecoijfig/and monetary union, it
would seem advisable to combine in a first gtafe the conclusion of the new
Treaty with the enactment of a numbef/;;yxconcrete measures. While the
possibilities for action will haVe to conform with the existing legal and
institutional framework the Community, the Committee feels that there is

sufficient scope fof additional and meaningful measures in both monetary

and non-monetary areas. However, some of these measures may, as described

ob&/)'«pum L\}M‘(IA bg
Jhe—£+;s£_xnu&e—*eéto conclude a new Treaty each time a p011t1cal consensus
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to advance one step has been reached. his procedure) heks Fhe advantage Y of

clearly layrag open at each step the p011t1ca1 commitment <4o-_Euzopeam

g;agma&&e—eens&de&aﬁ&gag, the overall consistency of the process may not be

. sufficiently safeguarded and sight may be lost of the ultimate objective.
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kntegration~alT™COURTtT1IEs will Benefit "greatly from economic and —monetary

union-p~each~time~a~decis10N ON 4 New Step 1S tO be made without—a~firm=view

of sthe~ultimatergoal——short=term~cost=~considerations~may-~be.given undue
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§rmg§gagaw Treaty which would formula e clearly the essential features and
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e P whe 80h Ul ,
1nst1tut10nal arrangements of economic and monetary union,

the-?seeedmng__seeﬁbani;7;;e Treaty would facilitate the implemeg&ifion
process through the provision of '"organic laws" and enabling clausesy ~Fhe
woutd—themr——serve—as—a~—visible.landmark on the way to _integrati
which the consistency and conformity of each individual step/with
low all

the final objective could be checked. Such a procedure would
member countries of the Community to express their agreement w¥th the final
objective of Buropean integration while, at the same time it would not
necessitate that\each step be carried out simultaneously/by all countries,
tain countries.

thus leaving room fQr longer transition periods for ¢

Taking thes® considerations into account fhe Committee feels that

a step-by-step approach\should be founded on two/basic principles:
(a) whether it be conomic level, it would be

a\}fhe monetary or
necessary rapidly to reach ratification of /a Treaty, which would have the

double advantage of:

- setting the 1initiatives

definitely and irrefutaBly\in the context of the path laid down
towards the ultimate/aim of monetary and economic union. This is
essential for the Antegrity of\the final objective to be ensured

and also for the/process to maintain its momentum and make steady

progress;
- respecting Xhe principle of progress in parallel with that
achieved /An the non-monetary fields, \ which should also be the
of a Treaty. This would have the effect of reinforcing
thesd other commitments, which would ensure that the emphasis in
tiese initial stages would not fall entirély on monetary and

foreign exchange policy.

4ken in the intermediate phase very



-5 -

G vantol Gl A
—Lb)——@he—%:ea&y_uLLLl?ndlcate t?e procedures wheseby the decision will

be taken to move grom one, stage to Ehe—aax: Ofi—~che—one—hand,—the _signing -

ofthe . Treaty-will——representma.—~single—poli-tical—~dechtsi-on—~embracing—=the
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appraisal of the situation and [unanimous] political agreement. [Shogld
unanimity be adopted as the rule for all the stages? Who should participate
ke=tire~deTisden? The European

Council may have to take the final decision, but what say will the organs

in the decision?

of the economic institution and monetary institution respectlvely have 1in

proposing, or giving advice on, this decision?]

. J &. Two scenarios in three steps

66(;&( on flo ﬂgow. wﬂmuyvﬁu

What follows are two scenarios

mepetary—untor—in—three—~stepstin Bach o
be-the-lentey—pointtoma—new~stage—of—theprocess—leading, to the economic

‘\

and monetary union. _ -
B i S
E} <:?"""=59 ThHetwo=scenari-os-~have~goie  COMMOn £

provide for parallel progress on the economj€ and on the monetary side,

ture?““?rrsﬁiy%‘xhe¥m»both

based on a Treaty at latest from the bgginning of the second stage.
Secondly, in both scenarios step three/gonsists of passing the decisive
"gate" of the "irrevocable locking of e?rities", which in turn implies " the

coming into force of a monetary regime in which the responsibility to

ensure price stability is exerted jdintly through the European System of
. Central Banks. /

The differences betweeh the two scenarios are spelled out in
detail in Sections 4 and 5 beldow. They primarily concern the operational
context and the legal 1nst1tuﬁ/;nal basis of the first stage. In Scenario A
the first stage would consist of an upgrading of the procedures of policy
co-ordination, both in the monetary and in the budgetary field. The new
procedures would not be binding and no change would have to be introduced
in either the Treaty of/Rome or the national legislation. In Scenario B the
first stage would cornsist of the creation from the outset of a European
Reserve Fund that wojild be the building ground and the initial engine for
European economic gnhd monetary integration. This could require appropriate

changes in nationdl legislations.
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’ The twb, scenarios also differ in that the first/step of
Scenario A can be ahplied to all member countries, while Scengfio B would
only be applicable to\countries that choose to participate igf the ERM with
narrow margins.

Largely as a ‘consequence of these differencef concerning stage
one, also stage two is di ferent in the two scenarios/ as shown below.

Besides these op:‘ational and legal aspecfs there are differences
in the general philosophies‘\nderlying the two scénarios. '

The general philosophy underlying enario A is based on two
considerations. Firstly, to the extent to/which a change 1in national
legislation is deemed to be necédgsary to £reate a Fund as envisaged in
Scenario B, it may be thought that\the p6litical and institutional debate
that would 1inevitably accompany ay act to be taken by national
parliaments, should preferably be rgsérved for the "big change'" of a new
Treaty rather than for an initial /Step ofly. Secondly, a first stage based
entirely on the existing - Ahough sthengthened - fora for policy
consultation, without the cregtion of an embryo of a common decision-making
body, would unambiguously J/eave in national hands the responsibility for
monetary decision in the first phase of the process.

The general/ philosophy underlying Scenario B, based on the

proposal for the gujfl—eregtien—of—a—European—Reserve~Eund. .i-s—Imspired "By
three—ubservationd. ~EL;§_“¥; the creation by 1992 of a single European

market for capital transactions and financial services is an 1irreversible
process in which European countries have engaged and which requires central
banks of countries participating in the EMS to improve monetary policy
co-ordination at both internal and external levels. ;Ihe sizable
fluctuations within the international monetat§ system have ' led central
banks to rely more heavily on intervention in the foreign exchangg markets
on a co-ordinated basis. However, such a policy necessarily has a direct
influence on the implementation of domestic monetary policies in these
countries. It ié therefore necessary and urgent that central banks create
means for analysing such issues on a permanent and common basis. It is not
only a matter of strengthening the impact of their operations, but also of

maintaining the efficiency of their monetary management both at domestic
wnlings

———
.

and European levels. F “\Lthe tendency of the European central banks to
conduct their monetary policies on the basis of differentials vis-3-vis

other countries is not necessarily conducive to fostering a monetary policy



satisfactory for the Community as a whole. The creation of a common
mohetary think-tank for analysis and recommendations would make it possible
to address this problem better. The deliberations within this monetary
think-tank would in effect provide all the “central banks with a better
basis for setting their own national approaches in a European context while

preserving full decision-making autonomy.
4, Scenario A

A(l) Stage one

(to be enacted in conjunction with the coming into force of the

. directive on short-term capital movements.)
In the institutional field:
- preparation and ratification of the Treaty on the economic

and monetary wunion, with a procedure similar to the one

followed for the Single European Act.

In the economic field:

- complete removal of internal barriers and liberalisation of
exchanges of goods, services and capital within the

Community, according to the single market programme adopted

in the Single Actj; strengthening of Community competition
policy and of the executive and judiciary authority to

identify and sanction infringements of Community law;

- full implementation of the "Brussels package"lﬁf doubling

the structural funds, designed to strengthen substantially

the ability of Community policies to promote regional

development and to correct economic imbalances}

- replacement of the 1974 Council Decision on economic

convergence by a new procedure for/ budgetary policy

co-ordination. The thrust of the revision of the 1974

convergence decision will be to strengthen considerably .the

possibilities for reducing fiscal imbalances, as well as for
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improving the assessment and__implementatienr of the overall
polic;égiﬂ ta—the—-Community. The assessment will form the

basis for a more effective co-ordination of macro~economic
policies, with co-ordination being based on recommendations
and carried out with due account of the views of the
Committee of Governors. In particular, the revised 1974

convergence decision will:

gﬂcrmh“ﬁfﬁ7 - set up a new procedure for budgetary policy
ole """ co-ordination, with) quantitative guidelines, where

appropriate, and medium-term orientationsj &«

vt
re :
- establish a process of multilateral surveillance of
. economic ﬁerformance and policies based on
macro-economic indicators. Where developments are
judged inadequate or detrimental to commonly set
objectives, these would trigger at the Community level
recommendations and endorsements to correct national
policies}
- provide for the possibility of promoting, where felt

appropriate, concerted actions of the member countries;

o contain/a programme for member countries concerned to
. consolidate their budgetary position [by reducing,
. A where necessary, the central government deficit to no
L more than X% of GNP over a period of Y years].
[~ - . f
' )
) C A B :
. In the monetary field:

- capital transactions: the coming into force of the June 1988

directive liberalising monetary movements in July 1990 will

establish a regime of complete freedom of ‘capital
ﬂ;;:::::_—;;;:_;:*~‘\\§LA transactions. During this first stagefa=directive—would—De
Lot Mo /H'{fdm.‘fl
Fuctd dvtpion  COmud

Le

flows;

policy co-ordination: the 1964 Council Decision defining the

mandate of the Committee of Central Bank Governors would be

ot PPV WA
Oe-ol Q&VCNunEAtAu7
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replaced by a new decision giving the Committee greater
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authority and visibility and making it the forerunner of the
Council of the European system of central banks to be

created under the new Treaty. ghe thrust of the revision of

Reooaara,g & -t

the 1964 Council Decision will be totstrengthen fusbhar the
co-ordination of monetary policy among all member countries
of the Community. To this end, the Committee will be invited

to? .

- formulate recommendations on the overall orientation of

monetary and _exchange rate policy, as well as on

measures taken in these fields by individual countries.
In particular, the Committee would be consulted in
advance of national decisions on the course of monetary
policy, such as the setting of annual domestic monetary
and credit targets;

- make policy recommendations to individual governments

and the Council of Ministers on non-monetary policies

that could affect the internal and external monetary
situation in the Community, especially the functioning
of the EMS. The outcome of the Committee's
deliberations could be made public}

- submit an annual report on its activities and the

monetary situation of the Community to the European
Parliament;

- set up a sub-committee to start regular consultations
concerning matters of common interest in the field of

banking supervision.

In order to enhance its role in the process of monetary

policy co-ordination:

- the Committee's opinions and recommendations would not

have to reflect unanimity, but could be established by.

a qualified majority [determined on the basis of
weighted votes?]; the recommendations, would not be

binding;
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- the Committee would be chaired by a Chairman who would
be elected for a period of [three] years; 7

- the Committee would be supported by a permanent
Secretariat.

[l‘h a /70.{1’Lrpl-p ‘v do ‘—oj

- EMS arrangements: all member countries/would become participants

in the exchange rate mechanism of the EMS with the same
fluctuation margins; [the .very short-term and the short-term
financing mechanisms would be strengthened to make the system
better equipped to counter, if needed, destabilising short-term
capital movements;] margins of fluctuation would be narrowed from
2.25 to [1]%;

- ECU arrangements: removal of regulatory impediments that may

prevent market participants using the ECU in setting prices,
keeping corporate accounts, and contracting and settling any kind

of pecuniary obligations. The ECU remains a basket.
A(2) Stage two
(to be enacted when the new Treaty comes into force.)

In the economic field:

CoorOlinadom €
- the Centre for economic policy deedesems (CEPP) would start

operating with a view to promoting convergence and

co-ordination of economic policy in the Community. &

{Following thé programme set out in the new ~~Treaty,
legislative and executive measures would be taken,_atthe
Community as well as the national level, leading to -the
creation of a European Fiscal Framework (EFF). Such a system™

would cover: essential tax harmonisation; the respective

roles of national and Community budgets; "own' resources of-

the Community-budget; the size of budget deficits and theit

financingsj ]-—¢<==
~[in*accordance with~the~programme~~for=tlie“EFFpl=thismestage
WOk dawdNCliidets e
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- introduction of /rules relating to the size of the

budget deficits and their financing;

- adoption of medium-term guidelines for key financial
targets and economic programmes in the member states;

- joint adoption of budgetary objectives, when felt
appropriate, as part of a co-ordinated budgetary and
economic policys

-~ enlargement of resources for supporting the structural
policies of the member states and strengthening the
Community investment programmes in the fields of

research and infrastructure

“t’f’u Conlm warlk aly, A«Q Lobew oA h. MVIM‘Q raley oL
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'In the monetary field:

- creation of the European @stem of@ttal @ks (ESCB)
N

Bupers_

described 1in Part II of this \_ﬁ;port, with its
decision-making organs (Board and Council), staff, balance
sheet, and legal underpinnings: mandate to preserve price
stability, independence, accountability, decision-making
procedures. The ESCB would replace the present inStifutional
monetary arrangements (EMCF, Committee of Sgggr ors and 1its
permanent Secretariat). The ESCB would bez:endowed with a
certain proportion of gold and third currencies, previously
held as foreign exchange reserves by national central banks,

as well as certain contributions of national Community

currencies. T bl tslotommcly  outel be dremteeel

auu.éxu<.

The tasks of the ESCB would be:

- to act as a forum for [binding] ex ante co-ordiﬁgééon

of national monetary policy, with monetary policy(being

Cth o(ld L{;_g{

exacutaed, by national central banks. The co-ordination
would take place in the ESCB Council, which in
addition, would take over the functions performed in
stage one by the Committee of Governors. The ESCB

Council would be supported by a permanent staff (which
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replaceé the permanent Secretariat set up in stage
one), and the staff would be supervised by the Board;

- to conduct ([limited] exchange market interventions,
both in third currencies and within the EMS [in
concertation with central banks whose currencies were
used? In accordance with guidelines established by the
Council?];

- to represent the Community (together with
representatives of national central banks) in
international monetary meetings;

- to manage its holdings of third currencies and national
Community currencies;

- to administer the short-term and very short-term
financing mechanisms}

- to administer the private ECU clearing system.

-»L-,L., Ch oy A tan of h. &fce Cpuun it bogne WA “M‘A‘ (N

[N.B. Owing to the small size of ESCB interventions and to the

firm control exercised by its Council (or to the provision to

co-ordinate interventions with the national central banks
concerned), the impact of these operations on domestic monetary
conditions of member countries should be negligible. Its main
function would be to provide a signal to the market.)
Eeo /Frnn Mmeckg; ot Lo 8JCR &HﬂanL
A(3) Stage three Ao lie b Cumort wponl L AN
f%m&¥~uu.l? @; CuA~_uLQ3:]

(The beginning of this final stage would be marked by the
definite locking of parities. This should be decided when the economic
conditions in the participating countries are judged appropriate. This
stage corresponds to the final stage described in Part II. It should be
observed that the so-called "final stage" is not necessarily a stage beyond
which the system would not be susceptible to further evolution. Rather, it
is one in which the fundamental requirements of an economic and monetary
union would have been fulfilled, albeit in a setting that might be subject

to changes and improvements.)
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In the economic field:

coovodl e lblog L bouodail
The¢Centre for economic policy deessreons would be givea—the
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- to impose constraints on national budgets thea this 1is

necessary to prevent imbalances that may threaten monetary
stability;

- to make discretionary changes (through a procedure to be
defined) in Communiti resources to supplement structural
transfers to member states or to influence the overall
policy stance in the Community}

- to ﬁm‘(discretionary changes (through a procedure to be
defined) in the level of harmonised taxation rates;

- to apply some form of conditionality to existing Community

Jhncbanct vhaey ) .
bulzetazx_tnans£a=s and to Community loans (as a substitute

for the present medium-term loans facility).

In the monetary field:

- announcement of irrevocable fixing of parities between the
Community currencies;

- concurrently the full responsibility for the formulation of
monetary poiicy in the Community would be attributed to the
ESCB Council, replacing the [binding] ex ante co~-ordination
procedure followed during the preceding stage;

- decisions on exchange market interventions in third.

currencies would be made entirely under the responsibility

of the ESCB Counci

entrusted to [one or ?] national central banks;

s the execution of interventions would be

- the implementation of the Community's monetary policy would
be carried out by the Board of the ESCB in co-operation with
national central banks. In order to be able to influence
overall monetary developments in accordance with the
decisions of the ESCB Council, the Board would be empowered

both to impose and vary minimum reserves [in ECU; national
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currencies, third currencies?] to be held by national

central banks and to operate directly in the money marketsy

Bat! o el &&ALkV YN FRVOY I " T

A(4) Last stage

the ECU replaces national currencies.

Scenario B

B(l) Stage one

(to b

e enacted in conjunction with the coming into force of the

directive on short-term capital movements.)

In th

In th

e institutional field:

preparation and ratification of the Treaty on the economic
and monetary wunion, with a procedure similar to the one

followed for the Single European Act.

e economic field:

complete removal of internal barriers and liberalisation of
exchanges of goods, services and capital within the

Community, according to the single market programme adopted

in the Single Act; strengthening of Community competition
policy and of the executive and judiciary authority to

identify and sanction infringements of Community law;

full implementation of the '"'Brussels packag;;jdf doubling

the structural funds, designed to strengthen substantially

the ability of Community policies to promote regional
development and to correct economic imbalances}
replacement . of the 1974 Council Decision on economic

convergence by a new procedure for, budgetary policy

e,
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co-ordination. The thrust of the revision of the 1974
convergepce decision will be to strengthen considerably the

possibiljties for reducing fiscal imbalances, as well as for

improvil the assessment am@~=pmpiomentatien of the overall
e . .
policysmix—ife—tho-Commuadty. The assessment will form the

basis for a more effective co-ordination of macro-economic
policies, with co-ordination being based on recommendations
and carried out with due account of the views of the
Committee of Governors. 1In particular, the revised 1974

convergence decision wills

- set up a new procedure for budgetary policy

= C0—-0OTd1nation, ~with) quantitative guidelines, where

appropriate, and medium-term orientations; &no{(

- establish a process of multilateral surveillance of
economic performance and policies based on
macro-economic indicators. Where developments are
judged 1inadequate or detrimental to commonly set
objectives, these would trigger at the Community level
recommendations and endorsements to correct national
policiess

- provide for the possibility of promoting, where felt

appropriate, concerted actions of the member countries;

e ol .
-~ contwi¥h /a programme for member countries concerned to

consolidate their budgetary position [by reducing,

where necessary, the central government deficit to no

more than X% of GNP over a period of Y years]x

- Uuug 00l W%-_".Q o b, A e A A G Ll tlow &t e

tkua wrthae & .Cmmm‘(_.’ ﬁmaww"‘/\

In the monetary field:

- capital transactions: the coming into force of the June 1988

directive liberalising monetary movements in July 1990 will
establish a regime of complete freedom of capital
transactions. During this first stage,a=direetive—would—be
advopted—to—harmonise.—tax tTEALHENt Gf —capital_reyenues to
thezextent—that—is~necessary—t6 avoid diSCOLLIONs in—eapital
wg%eusinn
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- EMS and policy co-ordination: following the procedure used

in 1978 for the creation of the EMS (a Resolution of the

European Council followed by an agreement between central
banks)”a reform of EMS arrangements would be implemented

along the following lines:

- creation of a  European Reserve Fund, the ERF,

[replacing EMCF when all EMS countries are
participants] with the task of intervening in third
currencies and eventually in Community currencies
intramarginally or at the limit in order to supplement
individual action when tensions appear. The ERF's
intervention should take place after unahimous
. agreement has been reached between central bank
members. Interventions would serve the two purposes of
creating a '"training ground" and providing a signal
effect through concerted interventions;
= the resources of the ERF will be provided by a pooling
of reserves of the participating central banks that
would represent initially 10% of their gold holding and
10% of their foreign currency holdings;
- the ERF would ensure the management of these reserves;
- the ERF would also set up a Monetary Policy Department
which would be in charge of analysing in particular
interest rate trends, monetary aggregates and domestic

. demand. It would thereby facilitate from a Community
point of view the concerted management of exchange
rates and the co-ordination of monetary policies among
the different participating central banks}

- this phase could go along with the creation of a
monetary policy co-ordination committee, which would
define common = surveillance instruments, propose
harmonised objectives, and would progressively graduate
from an ex post analysis to an ex ante approach to
monetary policy adjustment;

- all the EEC's central banks - would be eligible to join

the ERF. However, membership would be subject to their
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participation in the exchange rate mechanism and the
pooling of a portion of their reserves;

- as a forerunner of the future European Central Bank or
the European system of central banks, the management of
the ERF would consist of: '

- a Board of Directors which would comprise
automatically the Governors of each central bank

participating in the Egii)

T - an Executive Committee whose members would be

Z:’ o mmember of 4. selected by the Committee of Governors on the
Corm rtion Ry basis of competence. This Executive Committee
aflde . Gouu would be of a small size, consisting of three or
0#&‘LNV(;7’ four members who would have direct fesponsibility

for the different departments of the ERF;
= two committees: a Foreign Exchange Policy and a
Monetary Policy Committee. They would report
regularly to the Committee of Governors and, in
the framework of a more active "monitoring", would
recommend appropriate action in the field of
exchange rates and interest rates;
- two departments:va Foreign Exchange and Reserves
Management Department, and a Monetary Policy
 Chcam ool t The Precclant of a Beombus, Gomonibig
Woanled o hu  Eeo/Fin meakinge oa-ol M CRF

—- ECU developments: removal of regulatory impediments that may

prevent market participants using the ECU in setting prices,
keeping corporate accounts, and contracting and settling any

kind of pecuniary obligations. The ECU remains a basket.

- bank supervision: regular consultations concerning matters
of common interest in the field of banking supervision are
held within [the European Reserve Fund? the Committee of

Governors];

Lo ¢

B(Z)'Stage two ke
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(to be enacted when the new Treaty comes into force.) Posln gl
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In the economic field:

'CGN”";\&JL (&

- the Centre for economic policy deeisiens (CEPP) would start

operating with a view to promoting convergence and
co-ordination of economic policy in the Community.

“regishativenand-executive .neasunes. would be vl .aken matke—the

Communi-ty~as==well~as=tHe national Level, lLeading To  the
creatton~of~a~EGtopean Fiscal Framewor K= (EFFdmmSuchmawsystem
woild= CoveEr ™= éssent i a ™ tax=liarmonisatironjmethesrespective
FoTes~of~tiational™and=Communty~budgetrs =" ownt=resources™ 5>
the=Community~xbudgeti=themsize=ofmbudgetmdefieit-smandmmioie
£ SrrrTenige] |

~=[-in~a€€oTdance with the programme  fOT™tHE=EFFgsh=thirsmmstape

< The Conhr touwlot be res fromn'b L %;I’ e
//,,af”": introduction of ) rules relating to the size of the

/;tﬁosnlﬁw f\,
Arona Pv-e.u‘;..c.

budget deficits and their financing;

- adoption of medium-term guidelines for key financial
targets and economic programmes in the member states;

- joint adoption of budgetary objectives, whenA felt
appropriate, as part of a co-ordinated budgetary and
economic policy;

- enlargement of resources for supporting the structural
policies of the member states and strengthening the

Community investment programmes in the fields of

research and infrastructure
~‘../'L.¢ GA-»M o 2L 22, Lvbe o Ie'eey O L &fr{n\,&nufq o/L

. CWM—.M“\, Wr-a~vg  Aeata ANy ey,

In the monetary field:

- creation of the Eurdgean‘.ggstem oﬁ/zéétralf/éiLks (ESCB)

described in Part II of this  Report, with its
decision-making organs (Board and Council), staff, balance
sheet, and legal underpinnings: mandate to preserve price
stability, independence, accountability, decision-making
procedures. The ESCB would replace the pre—existing

institutional monetary arrangements (EMCF, ERF, Committee of
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Governors). The ESCB would take over the claims and

liabilities of the ERF, assume its functions and incorporate

its institutional fgiigzgfl) In addition to the tasks that

stage, the ESCB would:

—“’“‘~wﬂzz—élready been entrusted to the ERF in the preceding

- act as a forum for [binding] ex ante co-oig}nation of

. . gas 4 Cowolued
national monetary polic sy With thecexesutien of these

Mon / b )
L, C’ﬁE%%%isZ(Selng left to national central banks. The

co-ordination would

(replacing the Board

would be

take place in the .ESCB Council
of Directors of the ERF), which

supported by an [enlarged] permanent staff

(incorporating the departments of the ERF), managed by

the Board
ERF);

(replacing the Executive Committee of the

-.conduct [on a larger scale than in the preceding stage]

exchange market interventions, both in third currencies

and within the EMS, at the discretion of the Board, but

in accordance with guidelines established by the ESCB

Council}

- represent the Community (together with representatives

of nation

meetingss;

al

central banks) in international monetary

- administer the short-term and very short-term financing

mechanisms}

- administer the ECU clearing systeéEj)

- TR Chopraana of b, Bred Coinm el owm & b thiat

[N.B. Owing to the relatively small size of ESCB interventions

and to the firm control exercised by the ESCBE Council (or the

provision to co-ordinate interventions with the national central

banks concerned),

the

impact

of ESCB operations on domestic

monetary conditions of member countries should be [rather small,

negligible]. Its main function would still be to provide a signal

to markets.]
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B(3) Stage three:

(The beginning of this final stage would be marked by the
definite locking of parities. This should be decided when the economic
conditions in the participating countries are judged appropriate. This
stage corresponds to the final stage described in Part II. It should be
observed that the so-called "final stage'" is not necessarily a stage beyond
which the system would not be susceptible to further evolution. Rather, it
is one in which the fundamental requirements of an economic and monetary
union would have been fulfilled, albeit in a setting that might be subject

to changes and improvements.)

In the economic field:

Cooe A Aplom dxleacoliok .
The gCentre for economic policy deshedens would be giveR=wthe

authority;rtmb &— )( /‘lov- /a 10 ¢ .(Z‘ Cenle Otmnlet boove

. Dalbem T b ok, vlact & Lo
-~ to impose constraints on national budgets whgnZ'this is
necessary to prevent imbalances that may threaten monetary
stabilitys
"= to make discretionary changes (through a procedure to be
defined) in Community resources to supplement structural
transfers to member states or to influence the overall
policy stance in the Community;
L reve .
- to medee discretionary changes (through a procedure to be
defined) in the level of harmonised taxation rates;
{;;ﬁghizzlikjaai*form of conditionality to existing Community
s and to Community loans (as a substitute

for the present medium-term loans facility).

In the monetary field:

- announcement of irrevocable fixing of parities between the
Community currencies;
- concurrently the full responsibility for the formulation of

monetary policy in the Community would be attributed to the
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ESCB Council, replacing the [binding] ex ante co-ordination
procedure followed during the preceding stage;

- decisions on exchange market interventions in third
currencies would be made entirely under the responsibility

of the ESCB Counciy; the execution of interventions would be

entrusted to [one or ?] national central banks;

the implementation of the Community's monetary policy would
be carried out by the Board in co-operation with national
central banks. In order to be able to influence overall
monetary developments in accordance with the decisions of
its Council, the ESCB would be empowered both to impose and
vary minimum reserves [in ECU; national currencies, third
currencies?] to be held by national central banks and to
operate directly in the money markets, &~8t b fut

6440{““-) IKLWML ,N[&h

B(4) Last stage: the ECU replaces national currencies.



