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MONETARY UNION AND A Elmglﬂ SYSTEM OF CENTRAL BANKS

ar
October meeting. T its second meeting (Luxembourg, October 1988) the

Committee has” discussed the essential f.atures of an economic union,
consistent with a monetary unmn. Suehwteetuxaea- fall tmd/:r three broad
categories, Firstly, arrangements ensuring effective freedom of
movement ﬁ goods, persons, servicea and capital. Secondly, arrange-
ments to foster economic adjustment without exchange ratef changee ,Ehety
are by definition ruled out in a monetary union. Such arrangements
range f‘roeremoval of impediments to the working of market mechanigmsg
(e.g. competition policy)/ to adjustment-promoting reglonal policies in
combination with financial transfera (e.g. training programmes).
Thirdly, constraints &n national budgetary policiea to prevent fxscal
laant: 2
additional conLtrainta on national budgetary pohgar,v ranging from
strengthened fiscal coprdinatxon to binding rules of budgotary
discipline. were regarded as neoeaanry a8 it was generally felt that
b leo unad amd
market dlscipline w0u1d/ work too alowly and-too-weakly,
There was a general view that the process of realilzing economic
and monetar'y umorémuzzf:quire# from the outset the drafting of a new
treaty Th; treaty should define the final stage, and indicate clearly

um\.a
how the constitu%a—ngl -eieemen-tad of the union would be assembled. It

et

should also e—t-a%q the procedures for roving from one stage to the next,

with each stage being conaistent with the final obJective.

ar .
Monetary union. lIa the October meeting the existence of a8 monetary

union was taken as given. A discussion of its structure and features is

planned for November .



5eaolut1 on:

(a) a mingle currency area, implying t;otal and irrevergible convertibility

of currencies, the elimination: of exéhange rate fluctuations and the

irrevocable locking of parities

(b) complete liberaii}ation of capital transactions and full integration
of banking and financial markets.
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The implementation of (b) s already, agreeg@cc»mplete liberali;a-

tion of capital transactions 4ig scheduled for’ July 1980, full

, o _
monetary policies ig not,sufficient to create a "single currency area"

through the "irrevocable locking eof parities"., What is required is one

LA,

o (ga, of
monetary policy. and an organ Ihioeh—-«is‘/?\able to- tak9‘f operational

D
decisions on & continuous time.

monetary union as defined above are essentially related to two sets of
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issues: one concerns the institution’ its organiration angd tasks/}' the
; . _ v \

other concerns the currency and rélated arrangements. Without disre-
garding the strong inte;rela‘tions between &tl;ﬂgée) issues,,.;‘,wtheyf may be
discussed saparately.?’eﬁm‘t/};e basis of the x"notes submi tted by Professor
Thygesen and_ Gc;vernor de Larosi_ére. -the-< Broblems concerning the

institution could pe discussed in Novembeé. The following meeting could

concentrate on the @:ggq_ea (Séﬁeerme curremi)}', with the help of
notes prepared by President Duiaonberg and Governor Ciampi, on the

parallel currency concept and the ECU respectively.




3. Imgues for the November ;Niotigg. At the' meeting in ﬁovember the

Committee may wish to examine the following institutional issues:

(a)Princigles. A a starting point the Committee may refer to what Pr_o-

sident Pohl has callqd the "deéisive principles that absolutgly must be

taken into account when Setting up a European central bank system" (pp.

12-14 of the paper "Further .Development of the European 'Monetary

System"):

(1) mandate to maintain stability of the value of money as the brimg
objective of Eubopean monetary policy; | A

{i1) independence from national governments and Communi ty authoritiea;

(1i4) voting powerA based on the economic iMpértanCe of the member .
countries;

(iv) a federal structuﬁe; _

(v) limitations on credit that can be granted to public authorities,
including thoge of the Community;

{vi) policy instruments capable of maneging the mon

€y supply effect-
ively without recourse to Quantitative controls;
fvii) banking supervision integrated with the independent European

central bank,
wha C.Z\

An additional issue of principle, that is touched upon in
/\iCL . )
President P8hl's paper and~§kat the Committee may wish to discusse, ig

the accountability of a European central bank. ) !

(b)A system of European central banks ("The Centre"), 1In designing the

us '
a federal structure., The Deutsche Bundesbank and the, Federal Reserve
. &X"M/’-\‘f‘”" m LAY, f%,_. L{{:Q"ﬁ '-"\n:.<)’-,\.re“l" R



Four questions seem particularly relevant ip the douign of a
European system of central banks. Firstly, it will have to be ,decide'd
which monetary po;icy deciaioné will have to be taken by “'the Cchtre"/
and which |ones| may be left to local (national) central banks, Seconqu,
to what extenti does the Contre"/need c;perational instr_uments and to

what extent may it rely on the "executive arm" of one or more of the

’. ' banks, the governing bod;ea and decision-making procedures. Finally,
‘. the place of the new institutiOn in the aystem of lCommunity and
national institutipns, including queat;ons relating to, appointment of
members of the governing bodies, terms of offlice.j'/ﬁ'iationships with

other Community 1nst1tutions.

Some of these issues are expected to be/J addressed in the note
prepared 'by Professor Thygesen.
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(c)The first step. Im the October meeting it was suggested that the first
a .

step on the way to monetary union ghould be based on the new treaty and

‘ that stage one should be an "embryo" of the final situation, in the

. e ¢ il m bion
sense -that it should contain the essential ingredientg of At. It was
.,,Vrc- &!“"’7’()&‘@(“‘ Fh&r’" b:_ /V’Cb\ .

8180 suggested that/"something to managé", i.e. a policy responsibili-
ty. sheu—l»d—~be--eon-£ei*red—ite~w“theﬂeent@e‘“ﬁ-firom*theM-bartn
The note prepared by Governor de Larosiare will provide the basis

/‘\_\-bg:vv\ \""'A“U e {::g‘i »
for a first discussion of{""stap one.
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