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PREFACE

Towards the end of 1972 the European Commission asked several experts distinguished
in the field of economice, to examine the posgibilities and means of achieving’

" Beonowic -and Monetary Union.

This Study Group has held several meetings in which officials of the Commission
Blso took part The meetlngs have given rise to prefound. dlacuSQ1onq. In view of
the great interest of the ideas put forward by this Group i% has seemed useful

to make them avallzble to tbe general public..

“The prescnt document consists of two_partsu The first part presents a repcrt written
bythreer 2 poorteurs of the Study Gr@ﬁp {Professor Dosser, Profeésbr.
Magnifico, Prqféssor Peeters), apﬁiﬁg in a perﬁonal capacity. The views they have
expressed here do not nsoesszrily represent those of the instituiions withiwhich
they are asvoc;nteﬁ Thring the preparabtory stage the Penot*lng Group aleo profited
of valuable contribuiions of Frofessor Noubauer.rmhls first part commits only the ‘
three members of the Reporting Group. It reflects the work of the whole Studly- Cfoup
in uh vb 1t summarises and synihesises the main VlPhsof the majority of the study
Groap‘membcrs, though not all of the members of ike Study Group would agree with
ali of 'its ma in cono?u51ons, Any such dlfferpnces of opirion are reflected in ihe
in¢ividual contributions of ihe members of the Strdy G oup which are publlshed

in part II. These contrlbutlons have served as alYszig for the discussions and for
the dras 1ng up of the report. They also permitied @embefs of the Uroup to express

more pervonal opinions on partlcul ar p01nts.

T&king into conpideration the circumstances, the moretary aspects have been

egpecially emphasizéd, The-Group has not censidered all implications of

e e

‘Economic. and Monetary Uniom, since %He study aime rether to encouragu further /47

._Q; u:51cra than to spell out he*ln:ue posltlons,

————

The Commission expresses its gratitude to all members of the Group who have

given conglderable support fo the analysis of specifid probléms poséd by

Economic and Monetary Union. However, the Commission emphasizés that the - ~
publicatibn of the results of these considerations in no way implies that the

Commission is at all committed to any of the conclusions stated in the réportn
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EUROFEAN E comomu TITRORATTON AND
HONETARY UﬂIFIGAmIo

THTRODUCTT.OH

At the Hague Summit on 1 and 2 Decemver, 1969 it became”the
ultimate declared goal %o establish an EoonOmié and. Monetary Union (ma7) .
| EMU was put forward as the next sssential step in the process 1eading:towards
aropean-econonic and_pélitical,integration._Undeflying_this move was the hope of
pregerving . Furops as an igland of gtatility ond freeiﬁg'it from outside shocks.,
Turing the following years, the apparent diffioulties of the internafional mone—
tary system and its recurrent crises made the need for agreement among the
Community countrles 1o step up their’ effcrts for econommc'apd moneuary unifi-

cation more urgent.

'The rationale for progrese toward menetary unification and eccnomic
iﬁtegratibn? nowever, derives as mach from internal o4& from external . Comimmity
preoccupations, Honetary unification hes always beeﬁ considered as a Iogidél 
and necagsary step on the road towards_fuil ecohomic union.'Repeated'currenCy
crises since 1967 only shifted the smphasis from internal preoccupations
towards a noré externally ofiented afproach Whereas intcrnsl Gommunify_building
wag the major driving force which 1nsp1red the proposals for monetary unlflca—

tion antedating the wsrner report, it is furop;"s p051t10n‘v1s—a-v1 thﬁ ontgide -
world,and the relatod loss of control over monetary affairs for internal

stabilisation purposes,whioh originated the major impetus in nore recentoyears.

Although the 1mportance of ﬂonetagg_ggigigatlon cannot e chﬁllonged
it is at the samne trm@ imperbant to realize that the integration of natlonal

//'currenclbs and national monotary systems"lnto ‘a unified Buropean System is o

onLy ong element of the Feneral Ehropean intewratlmn nrotess, ecconomicinnd p011+1<

4 monetary union of the Nine is GJ no means an obJectlvD in itself.

Honey shnuld be kept &8s a gond servant; it must be prevcnted from becoming- a -

‘ \potent1a11y)danberous master.



o -2~ 11/520/1/73-8

Nevertheless, one current of opinion argues that priority be given
to monetary unification. Progress towards economic union (common policies with
regard to business cycles, economic growth, distributioh of incomes, social
affairs, competition, etc.) is then considered as having only the function of
safeguarding the measures orientated towards monetary union. The contrary opinion
believes that priority for monetary unification might be more to the detriment
of the integration of economic policy and policy objectives than to their benefit.

Accofding to this view pricrity should be given to economic union which is to be

- advanced and safeguarded by measurcs of monetary unification. Substantial progress

towards economic union would create the necessary conditions for further develop-

">

ment in the field of monetary union.

To the extent that an adeguate understandigg of the required
"function of safeguarding” in either the economic or in the monetary sphere is
dcveloped, both points of view do not differ very much. Both opinions converge
towards the real economic and political meaning of "the principle of parallel
progress in the various fields of Economic and Honetarj.Union" reaffirmed at

the Paris Summit.

The point to be stressed is that the postulate of parallelism-is
not only a political compronise between originally éonflicﬁing interests. It is
rather the consequence of the interdependence of cconomic processes. Hence the
principle of parallel policy may also be interpreted as recuiring an integration

policy of broad-ranging interdependent measures.

It is within this general framework that the particular measures aiming
at mergiﬁg the Nine towards an Economic and Monetary Union are to be judged. Whilst
the political motivations underlying this process will not be elaborated on in
this report, the ultimote motivation fo?_European inteéfation:i§lpolitical and
perhaps it is this political determination which gxpldiné wﬁy the governments

of the member states accepted (The Hague 1369) and reaffirmed (Paris 1972) the

principle of economic integration and monetary unification, even if apparently

all the consequences are not always fully understood or agreed upon. This rsport
addresses itself to the economics of FMU and tries to contribute to the difficult
task of showing how this political decision can be translated into an economically

meaningful and operaticnal scheme.

cf .
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.This rcport has not. uoalt w1th the 1mp11rat10n° of DFU for the
1nternatlonal monetary systom ana v1oo Versie hlp mi; ht appear rathep "
uurprlgln ot a momunt when nev001¢%Lons for a reform of the 1nte“nat10na1
menetary system are undnr w&yo HQWﬁver, for the near futurc only trar51tlona1

regulations may be ﬂxnected which w111 probably remaln the subject of

‘cxpcrlmenbo and further changeso Thurefore, efforts at thﬁ T-‘W\J.:ﬁ"cn:»earl level

carmot start from anticipating this reform. One thing, héwever, is clear K
a3 matters stand now development in monetary affuirs teonds towards.iﬁcreasing
the 1mportwnce of regional mouetary zonesg In addition and perhaps more

1Wp9rtanth§b0tﬂ oroblems arc suff*clently distinnt to be analyzed senaratcly

“at this stage. O0f course, proposals for progress of BMU can affect the .

rules and the working of fhe internationzl monetary system but ﬁithcuﬁ

modifying the fundamental issues at stake. Besides, it is the of?irial

position of $he Communlty oountrleo inn the current monetary nogoclwtlon

:that the proposqlﬂ for vcform ghould not 1ntcrforc with European ﬁtqempts

ﬁowardn FMU. This baken into con31dcratlon the Group believes that deaLLng
with monetany unification at Community level presents also a conurlbutlon

to the reform of the international]nohétafy systems

h

FPurt I of this yhithemis surveys the mnjor issues underlying the
process towards monetary unification and economic integraticn. Part II is
devoted to the main technical problems and proposals for monetary unification

including thp introduction of a Fommon,Furopomn Curroency (C F.Ce) (l)\

Part TIIX rev1ews the possibilities and neceSSﬂtzeo for action in thé broad

field of economic aﬂd’socjal policies. Final remarxs summarizing tho ma jor

policy concluexona are set out. at the and of the report.

'(1) To -avoid po“51blc confusion or oo atrong 1ndent1fxcatlon w3+h analogous

proposals for an carly intreoduction of a Fu“OpP BN Curreney it was
proferreﬂ for this report to stick to the- neutrel and wicomaitting
gxpresgsion of a "Common Turopean Currenoy“ ingtead of wming the much
more 1caded\name of "Europa® (or other names sugzgested so far)w
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| .
I. The Bconomics of Monetary Unlfloatlon and Economlc Intevratlon

, A‘though a full asuesment of the costs and benefits of monetary
1n+egrat10n can hardly be worked ouu at hls moment ,this part of the ruport:g:&xuﬁx
on the arguments for mopetary unlflcatlon on the one hand, and the necessary
qualifications and drawoacks_on the other. The first section is

devoted to further comments on the need for parallelism between monetary

unification and economic integration,

A. Monetary Unification as part of Economic Intesration .

Parallel progress towards monetary uwnification and economic inte-—
- . . A
gration ig vital. Tt is neither a matter of compromise nor a matter of
principle. The following considerations are intended to substantiate

this point.

‘ A succesful completion of monetary unification in Furepe will
depend on the ability of the govermments of the EC-member countries to

reconcile balance of payments eguilibrium with full employment at stable

grices during the transitional period when the process of economic and

monetary integration reduces available instruments and/or the autonomy

of using them. Autonomy of national econcmic policy objectives and the
lack of homogeneity of attitudes in particular towsrds the trade—off
between unemployment and inflation are at the origin of the familiar 7
external adjustment problem which has beenr plaguing the functioning of the
international monetary system for mors than a decade riows Tt is also

the central issue in the process of creating a monetary union.

The implicationsg of ménetary unification for the member countries
are twofold. They will (gradually) surrender awsonomy (1) in internal
monstary policy, amd in exchange rate policy. However, it is open for
debate how much sacrifice of autonomy this may entail. The present degree
of integration of world financial markets already imposes severe conztraints
on the freedom of individual countries. The current exchange rate arrange-
ment with certain currencies floating individually may be considered; among
other reasons, ae an attempt to avolid the constraints imposed on monetary
policy by integrated financial markets. However, it will hardly be a

lasiing solutlon (cf. pars II)e

{1) It may be useful %o recall at this point that the member countries
have already given up frade policy at the national level for external
adinstment purposes as a result of the achievements of the Common

Market so far.
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Monﬂtary unlflcatlon, ‘based on tHe introduction of a Common Buropearn
'Currency along the linee prescnted in thls report; offers the major advantage
that it will help to restore at’ the furopean level the efficiency and inde-
peﬂdence ‘of monetary policy for stabilization’ purposes ‘which the ggi&gﬂgi
central banks have lost to a large extent without saorificing sufficiently
stable, though;still adjustéble, intra~Community exchange-rate relation-
ships. However, the creation of a Common Burépean Gurrency is no deus ex
machina. Tt is important to underline fhét the effectiveness of the pfo—
Dosed'schemé for”monetémy ﬁnificatioﬁ'depends crucially on the creation of
an adeguate EﬁroEean decision talking process in‘monetary‘matﬁers; To the.
extent that this will be ac ~'.eveéi it is not only an important contritution
to monetary unification, it will constitute at the same tlme a great step

towards econimic 1ntegratlon and polloy hdrmonlsatlono

It monntary mification is not to be separated from ecqnomic inte-
gration, there is a fortiori no point in dealing with mometary iﬁtégﬁaﬁion
policy as if the probiems of a Common Européan Currency, of exchange rate
‘policy and capital movements {extormal monetary volicy) could be dissociated
from the problems of monetary policies within the member states (;nternal

monetary polioieé). The integration of extermal moﬁezggg;pgligz'is bound

to fail if the integration of internal monetary policy doés noh nrogress-

peri pasgu. It is perhaps'one of the major shortcomings of the turrent
Commﬁnity‘exchanﬁe rate arrvangement (the sneke) that it is mnot sufficiently _

"supported by common action in the field of internal monetary pollclepn‘

If oontrols of capltal movements acﬂcrdlng to the requlrements of
nbpetary integration were abolis hcd whllst at the same time autonomy.in
national money and credit pollcy wae malntalned, the danger that “divergent

monctary policies might lead to serious difficulties would ‘be emplified,
| The Pund for Furopean Monetary Cooperation wonld be . solicitabted beyond its
ﬁapacity . “and tlereby be brought into discredit. Parity changos not
justified by the ztalie of economic transactions‘iﬂ goqu.and serviceé would
be provoked and conjunctural policies upset in member countries only

passively involwved, _
! ~ .-
The process of ex change rate unlfloatlﬁn and capital market inte=
gration implies that monetarJ pOllules of member states, exbermnal as wsll
-ab internal; should be increasingly linked together. Priority should

r
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therefore be given to the process of ha“monlzatlon of monetary instruments ultimdely
leading to an identical oet of 1nptrumonts. Thls procesg would be uszeful and
necessary even 1n the caqe' wnerc i natlonal money and credlt policy remaing
1ndependent in $he near future. Ag ‘matters stdnd now, it is extromel;
dlfflcult to assess the comparatlve effects of measures of monetary lelGJ
in the individual countries. (l) Thus the ccordwnmtlon of these measures is
hampered. Undoubtedly the unlficajlon of monetary 1nstrumentu is rendered
difficult by considerable différeﬁces in the structure of the banking sectors
and in the business behaviour of banks in various cowntries. Nevertheless it
is an important goai to,develﬁp a common set cf_instrﬁmepts wﬁi&hlpermits

{a) a direct regulation of bank liqﬁidity, (v) direct influence on marieh
interest rates and (c). credit ceilings as en emorgenéy brakefbr restrictive
monetary policy. Tﬁe creation of a common Ehropeaﬁ cantfallbénking system

would thus be prepareds

Jehqﬁhlle maﬂetarv-aﬁmhotltaes An- the Gommunluv wili® have

to implement a common Rurcpean liguidity policy. Declslons on varlatlonu of

bankz liquidity and ite conirol at the Furopean IGVel and not at the national
level is indeed the key issue (2). This must not imply the adoption of a
strict quantity rule for money supply;neifher should it be interpreted to
imply the same rate of increase in banﬁ Lliguidity in each wmember country.

The concept of a European llquldlty pollcy cogld ain at settlﬂg 11m1ts
(possibly nationally differentiated) for money base Prﬁation, leaving it to
national authorities to utiiize their dlscwctlonarv power accordlnﬂ o the.

commonly agreed band as well as the cH01ce of . channels and instruments

(1) Reference %o Communautés Buropdennes, Comité monétaire 1 La politigue
monétaire dans les pays de la Communaute dconomigue curopeenﬂe,
Tngtitutions et instrmiments, 1972.

" (2) The practical implementation of this policy presupposes the production
of more comprehensive Furopean monetary statistics in which the Toreign
lizbilities of the Buropean banks to Community residents (the so cailled
Puroliquidities) are included in = . Furopean liquidity..
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.
. .

a1 wrich to 1mnlereat tha sperlzlea goalg. The point to be sirsssed

iz that these cteps towards monctary integration should not ve dissociated
from the development of an independent comnon decision-talking hody in

monetary aflfairs .

Parallel progress towards economic integration and nonetary wmi-
fication is ﬁatural ahd.ﬁecessary for other reasons also. Menetary vni- |
fication; fbr instance, eritically Gepends on the ability of member countfiea
to preserve external ¥ nce without Lpsettlw progrcss towards exchange

ratez waification and C&Ultil naricet integration. The task asaigned to
aconoaic integration in this respeet is to avoid chronic diseguilihria
netwesn member states, Booncmic integration in the sense of policy ‘-‘:f’
coordinatlon and harmonlzatlon ig one of the wayes to cope with the externai_

adjuetnent proolum by trwding to avo1d digoquilibria from occurrlng at all.

'J']

PISCORE 1IN eCcOnonic po];oy integration wou?d make 1nt"a—Commanluy exchange-

rate adjustnents superfluous ahd monetary unification possikle,

Finally, it is to e stressed that monetary urification is only
ingtrumental in achieving certain aims better than wonld otherwise be
. possible. Monetary wnification, important though it is, is subordinate to
ovarall socio-economic polizy objectives. It camnot be conceived of as
feasible oatside the wider context of economic union. Tt belongs to economic
union gust ag other instruments of economic and social policy do. In the
Paris sumnlt comruniqué it is stated that

"Menber countries are determined to strengthen the Commmnity by

getting vp an economic and monetary union as a gusranitece of 7/

gtability and growbh ... Beonomic growih, which iz mot an end

in itself, muet in the first placa be aimed at reducing dispa~

rities in 13v1r* standards. It must improve ... the quality and
levael of 1ife", : C ‘

‘- The objectives of economic integration are broader than those of
nonstary wification. They imply that monetary unificafion should be pursued
in a fashiom counsistent with a'Europeén policy of balanced growih as a
condition for improving "woriting conditions and comditions of 1ifem, To
sedure z2n cven pattern of high employment of regources and tolclose the gap
in living and working conditions throughout the union's territory, conscious

policies at the Community level, reaching beyond the tecimnical probvlem of
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an operational scheme for monetary unification, should bevome an integral part

of the efforts undertaken along the road towards economic and monetary union.

1t woﬁld be a rathef unfoftunate development if the efforts for
progress of the European constructicn in the near future would be directed
almost exclusively towards monetary unification and its related problems.
This is not to demy its importance and the difficulties invclved; Nevertheless,
there remain outside the mbnetafy domain a number of fields where centralized
Euroﬁean action is worth-while and desirablé becauze it enhances the economic

welfare of the individual citizens.

Continuous action which nromotes the efficient use of resources by
making the best of the virtues of the market mechanism in ecuating social costs
and values at the margin includes the atolition of different artificial government
restrictions still impedihé'the'free flow of éébds, ser;ices and factors of pro-—
duction; not only between the European countries ﬁuﬁ also vis-a-vis the rest of

the world.

Structural preblems due to econémics of large scale production cutting
across national borders of a concentrated area like Burope also call for cemtra~
lized European action. Common industrial policies and regional planning zre
illustrative cases. The appropriate scale for the procurement and consumption
of public goods such as énvironmental protection or research and development

efforts may well be European'rather than*national .

However, with the gféafer degree of econcmic integration in the
Community achieved through freedbm of traﬁe_and‘fabtor'mofements, the need
for centralized coordination of overall monctary and fiscal policies for the
purpose of stable economic development in membér commtries will also increase.

These aspects are dealt with in greater detail in part III of this report.
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B. TheaNeed for Buropean Honetary Unification in the Framework.of Economic

Inmbegration L
-‘A‘distinction should.be drawn hé%ﬁeen'the actions and thé ultimate
ijeotives to be achieved in the monebary aﬁd the economic fisld. Hhereas
monetary unification has a cleaf aim and can be'givén a precise content,
economic integration is wide Ianglng ard open ended. For the 1atter it is
impossibié_tdAdéfine some end—p01nt, since this itself would raise aoute
differences of opinion as to the degfee of centralism of'federalism eventualiy
to be aftained*by-the Gommuniﬁyveconomy. Therprooéssvof_economic intégfafioﬁ
mzy be fast or slow; the declaration of parallelism between monetary and
eoonomic ﬁnion (1) sets a certain minimum required pace alongQéide monetary
vnification, but over anﬁ'above that, thera is =cope for a great deal more
fruitful advance, as outlined in the previous sectiom, if member-states have

the political will. - :

Aphieveﬁehf in écoﬁomic union dur_ng thisg aecmde mayr Drove .to be
mere difficult thesn in.moneﬁary union, in view of the varylng degrecs ‘of
fundamental changes involved in $he centralization and decentrallzatlon,of
various economic fumctions., But, becauéé of that very fact, such progress
represents a more profound movement in the creation of a unified- Community
©CONOMy; and sihcelit affeocts people's jobs, liva;and environment. directly,

1% carries bremendous importance in determining their oninion of the Community.

In both cases, howe#ér, it is important to draw a distinection belween
integration as a process or as a state of affairs.

Indeed, it is not téo difficult to srgue that_moﬁetary andﬁechOmic,
union [the“final stage) must be considered an impossibility under present
éifcﬁmeiances, This,‘however,TiSﬁnotCsufficient to claim that it is also
an impossibility for the future, when co&dltlons can be changed as the result
of concrete policy action. From'a pollcy point . of V1ew 1t ls, therefore, only
sanqlble to sneal about Luropean ecconomic and morﬁtary 1ntegrat1 on in terms
of dynamle process of cbange. What this process 1nv01ves in the monetary and
the eccnomlo fields is different. That is why thls report prefers to speak

about monetary unification and economic integration.

e

(1) Reference to .Paris Summi% Communiqué - ¢
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The motivations for mpnetary unificetion” in.the framework of economic
integration derive from the need to consolidate and expand the Buropean construction
(internal reasons) and to restore control. over monetery affairs in Turope {external

reasons ).

1) Internal reasons

The eventual realization of mﬁnetary urion follbws the logic of
Buronean economic‘integration‘basa& on the free movemeﬁt of goods, services
and factors of_productién among the member-countries. Freedom of payments
for transactions comnected with trade in goods and servicgs is necesﬁary
a8 a complement fto a customs uﬁion‘if in intra Community exchange, conditions
analogous to those prevailing in ﬁational merikets are to be created. The
free movement of capital, an essential component in the cgnstruction of a
unified European market, depends ultimately on full‘donvertibility for capital
transactions. Free transfer of capital alzo aveids an artificial dividing line
between current and cavnital account transactions. It exciudes the possibility
%hﬁt capitaincoﬁtrols interfere with the froedom of exéhange of goods and
services. Tndeed it iz an empirically observed fact that controls on capital
transactions gradually‘gxtend to current'a§COunt transactions, tourists generally
being‘among the first category to be hit together with measures to control lsads
and lags in paymente for trade transsctions. A monetary union, characterized
by complete and irrevocable convertibility and by rigidly locked intra-Community
parities with no margins.of fluctuations among the currencies of the uaion, 1s

a guarantee for the free movement of goods, services and factors of production.

The final logic of thé convertibility feature of the orojected Eurcpean
economic and monetary union ig seldom disputed. On the other hand, the guestion
whether exohangé rate unification would be helpful during the transition has
been and is much ﬁore controversial. Alternative exchange rate arrangements
going from floating rates to completely rigid exchange rates among member
countries or a common currency, do permit, it is argued, the realization of
the adventages of Bpecializati6n and mass productiohq Vhat matters, according
to this view, is soclely the abolition of obsimcies to the movements of goods
and Tactors of production, not a'GOmmdn burreﬁcy or a permanent fixing of

exchange rates.

s
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‘ The majer treuble with this vicw ¢f Buropssn scononis integration
iz that it overlooks the intornsl dymamics of a process which is intended.
to reach bheyond a chstoms union_ﬂnd‘the.simplc frecing of the movements of
Zools, services and fmcﬁmrs ol production. The objective is to cr@ﬁto_mmong
the menber countries, conditions that will remove any bdlaz againgd intra-
Comﬁunity trade and factor movements relative to srade ond factor mobility

internal to. countrics,.

To Mintermalize" intra-Commmity urado, rrogross Lowards economic
hm-ho“~*“r“ anion is nekded in order to,sParo-the induptrial customs union
the jolts of erchonge ,ﬁc Jumps and the LNleeﬂ threat for competitive

-

I

efficionoy;'lt'will also contribute to preserve parts of the agriculfural
lelCJ, lLthﬂ g1 the latler should not be 2llowed fo act as the tail wagging
mﬂeudog, Even il tle CaﬁeP, tg ovc.z:vh.-;:-,_u3.0(1,la mading fixed paritios‘less'
important from that point of view, thers are still many other lmportant
aﬁvuftages, Tor example, efficiency goine due to the gimplification of

tr‘aufﬂrk, whe elimination (0? reduction} of exschangs risks and the abolition

of irternal cxzchange sonlrols. .

Bonetary an¢f1u¢t10n becomes even #ore pressing macr ore turns to
intra~Community liberalimation of capitil novements. Inaeed,,frnedom of
cap“+u1 novemonts will bring about an cwuallz. ion of intcresﬁ rotes on the
Vowmvnlt”'s money and *1@anﬁ“1l @arke 2. Thiz robs the nutloﬁal monoﬁary
authoritics of one of their sior ingtruaments for domestic stabilization
pﬁfppses teze dnterest -rate policy, Unification of the Commu ity mnney.ahd‘{
Tinaneial mari 3 5 iz far- from gonplefr. Heverth1eF", the de facto
1nto&rﬂthn WﬂlCﬂ hos c&vc}op,ﬁ as & rcaﬁl* of the erpansion of the narueto
for Puro-currencies, alrcady of'fers 9“f1¢010ﬂﬁ potentinl for doctab17¢ 1n :
short term capital.movements in antlclpatlon of ezcham”“ rate. vnr_thOnu

:

n\/or as3.a renction %o interest ratc waferentlﬁl”.

- If anti-cyclical policies thirough monctary cortrel other than
interest tate variations are difficult in - implementation at the national
level i the short run, because of the degree of integration achiewed, it is
necesgary to replace the natioral instranent by 'a commmity instrument, It

might be objecied that thiz is only one pozsdbility. - T e ,
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Another possibility to esoape; from the dilemma,  wovld lie in  grester
flexibility in -  exchange rates. The latter solution, it might be argued, would
recreate at the natiomal level the orportunity for an officient and inde-

pendent monetary polity.-

‘The ismue involves hazically the long-gtanding controversy over
fizad versus”floxiﬁle exthange rates and the more recent formulation of
that isgue in terms of the economics of optimum currency areas. Wnereas
extreme positione in both directions do not offer practical solubions, i%
is admitted that during the Sransitional period some form of'intra_communi%y

exchange rate flexibility,as outlined in part I will be nccessary.

3till to te mentioned as an element of internal Community building
ig the faci tnat progfess towards monetaryr wnificetion offers perspactives for o
convenicnt Europe-tide unit of account and medium of erchange. This development
would strengthen, inter alia, the economic pesition of European banking,
buzinees,and financial firms by offering then an instrument comparable to
the dollar togedhar with the benefits from the econcmics of scale and the
diversification of services which only e unificd Furopean monetary and

financial market and a widely sgpread currency, can offer.

A common European curreacy would also rocoup the seignoriags

now accruing to U3 banks and tax payers.

External reasons

Until feoently‘(March 1973) developments were such that Commmity

countrice had become commercially integrated with one encther, whereas

monetarily they commmicated mainly with, and through, the dollar. This
cauged sharp conflicts ai-a time when Iths trede cycles ware ternding to diverge
ot the two sides of the Atlantic. Already in the mecond hall of the fifties,
Furope had regaine& autonomy vis-a-~vis thc United States in tho trade

cycle, but, more or less up to the end of 1972, this Gid not hold in the
monctary and rinancial sgpheres. Several factors_(including, of coursae,

the growth of the Hurodsllar market) accentuated monetary interdspeidencs.
Given the great disproportion between the United States and the fragmented

Turcpean national markets. interdependence was rather lopsidsd.

The common floating of cight Turopean currcncies {Comnraunity and

non-Community ones) achieved in the agreemcnt of March 1973 the systen
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such as the "sné“e“ *nvolvés, am&n other th;pgg?3an‘a tempt o regain. @utonomy

- ang 1o safegua ~d 1ntra»Commun1ty T3 Iationé'agaiﬂsﬁ'the“apparent diffisultios

of the dollar. The recurrent’ crises at’ the-beginming of Y973 "and the éipected
‘conseqﬁencés of “the different'medsureé'fékeh by Americen authorities in o}der"

6 support the dollar, rondered ?biﬁgﬂﬂaﬂﬂéfd*fFufopeah authofifiés to rely -
‘any loqger on’ the so fa” achieved de facto rﬁle of the dollar as the main Wu+é§ean
© reserve and 1nterveﬂ+1on currency. Towcver, experlence has shown ‘l:ha,+ the kind -

.of comwon floatlng 1nvolveq in the "snake”—arrangement oré gﬁts a rather fr glle
solutlonu AWthOagh it has ecsed the problems. re 1seﬁ 'by"tha Eurodollar system,
~this arrangement haﬂ.nelther been elaq+1c enough’'to cnable all member countries .

of ihe Communlty to part101pa+e, nor hag 1t sparad $he signatory coun"rles the

jolte of further parlbvmchangeo Thereiore a fundamental solution has still to be

found. Thlswls,all:the-more true since dollar ligquidity has not yet been definitely
banned. The qore-theldo}lar.gains ir strength dus. to the.p}ahned development.

of the American besic balance of payments, the higher is the probaiilityiihat the

dcllar will be used again as an intra-Community currency.

Objections. against monctary unification are often based on the ‘1imitam
tions th#t-itqimposgs on national sovereignty; Tais attitude, however, is rather‘
inoonsistenf with the‘acceptance—of.ihe loss of .sovereignty that has arisen or is
expected to arrive from the Eurcdollar system. Up fo March 1973 the situation, where
'fragmented national money and capital markets largely communicated th}ough the dellar,
imposed damaging constraints 6n-m6netary policy in Furope,‘The’fact is fhﬁf'ﬁc+ enly
fthe control of national central banks over domestic money ﬂupnlles Wos 1ncrea51ng1y
"WGakmnad but the ! uronean money supply rad b&iOﬁB subject to the monetary DOllCleS

followud by the US duthorltles.

S A common floating sot.out in the ”snéké"aarrangement carmot be -considered
as a lastlﬂg solution for tnp Cuﬁmunlty as a whole, prov131on nas to. be made to pro-
vent dollar 11qu1n1ty from reqpnearlqu ‘hft the Buropeans, need, and they need. it
‘now, 1s the oreaxlon of a substlthue for the dollar, This r&le will hQVe to be ful-
fllled bv a Common Europoan Furrenoy tallored to suit the Pommunlty needs and - which

the EurOpeans w0uld collectlvnly manage for thems elves.

s
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C. Major €ualifications-and Deawbasks 57 Msneuany Unification.

Although monetary unification appears to be in the logic of economic
integration and is congidered ag a necessary further siep for the Europesn
Community, iis wderlying dangers and poss? ible negative implications ought
to be undersicod clearly. Dlscu551ons and qc;pt+01 sm on moaetary unification
aré fqbussed on possible adverse internal effects. As = rea@f gstated, countries
will gradually surrénder autonomy.in.the use of policy instruments for internal
end external balance. If divergences in price - and cost - trends between the
member countries peréist, this would impose intolsrsble strainzs on their eco-
nomies, Furthermore; the adiustments might-take place o the detriment- of the
weaker regions in the Community theraby worsening the existing regional pro-
blems or leading to the formation of new ones, Together with the difficulties
which might still arise from diverging business cycle developments, cne hes
to cater for avoiding a rather negative total impact of monetary unification

on the major objective of a smooth and balanced growhth of the EC-economies.

v

1) Diverging price ~ end cost ~ developments

In the post-war period the task of maintaining internzl and external

: balanceuhas been made more Aifficult' by the fact that the multiplication of
economic and social policy obiectives has cutgrown the range. of available
effectiﬁe ingtitutions and policy instruments. This development ha@ increased
the possibility of conflicts between objectives and the adequate use of ingtru-
~ments. These conflicts very often resulted in a partial sacrifice of cértain

- goals and/or in a fﬁade«off against other goals. Deceuse the readiness to sacri-
fice related objéctives differs-frOm country to country, as shown by the trade-
orff betwemn the rates of ﬂrowth of G.N.P., full emnloyment and price~stability,
it is not surpriging thal digerepancies in nationzl price ana cost levels heve

developed to an extent which often requires axchenge-rate adjustuents.

As long ag the abiiify to sustain *he processes of economic growth in a
context of monetsry stability différs between member countries,; monetary uni-
‘fication must be pursued in a way permitting emooth adjustments of economies via
exchange-rate changes. If exchange rates wers Pigid , countries with heavy

cost-rises would register unemployment and deficits in their balance of
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paymentsp Countries with low cost-rises; on the other‘hahd, would suffer

. fwom pronounced overempioyment and increasing inflation.

. Furthermore, monetary unification as worked out in particular in
part II\ma?'contfibuﬁe‘td lifting the veil which tends to-blur +he diffe-
rerices in money wages paid for ¥he same work throughout the Commmity. To
the  extent: that this would encourage claims for pay parity throughout the
;Community's'tefritory regardless of differenceg in productivity, this would

‘add to inflationary pressures and aggravate régionai‘problemé,

- For all theSeireaéons adjustmente of exchange rates cannot be

B excluded}&uring the transitional,period towards EnM:U;' At the same time

they poipt out that if thege(adjustments are. to bé‘kepf-within arSmall mé?ginP
an.apgroépiaﬁe¥fléx;h;1ity-and medium term coordination in-%he development

' of\natiqn#l_gostelevels and pfices will -be indispensadble., In. other words,
méasures ought o be taken in the field of incomes—policy‘and/or budget

policy {cf. part III)u L ' : ,

Divergencies in prices and costs do not dnly recuire further

“approximaticn of irends hetwsen member comntries. They msy alsc give rise

to particular problems in the short run, because of divergent cyclical
Qggggggﬁgg The evidence whether there is a tendency for greater convergence -
i intra~Commumnity business cycles leaves room for debate."l\l'éver'bhelessF
progress in the liberalization of movements of goods, services and faclors
of production can orly be expected to bring about this donvefgéhce via

inereasing intra-Commmity econcmic interdependence.

i
A

During the first.stage of T .M.U., divergences in business cycles
have been more or lese dealt with by means of ewchange rate fluotuations
" within the marginéa ‘However,-1f these marginsAwere'to be narrowed the
snccess of monetary urification will also depend on how far an adequate
synchronization of business cycles ococurs as a result of developments in
the private and public sectors, since thz prospecis for adjiustmsnts of
divergences in member states as monefary unificalion proceeds, will be

limited.
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In part III, fiscal policy for stablllzlng bus1ness c;cles are
discusseds As regards monetary pollcy, it follows from the foregclng that
monetary stabilization policy will have to be pursued mainly at Community
levels With this shift of poliocy competence, business cycles will have to
be kept synchronized. Otherwise it would not be possible to pursue a
restrictive or expansionist monetary policy at Communityrlevel,'aiming at
influencing total deimand, since the problem would be posed as to how to
treat regions or countrics éxperiencirig a boom in pelation to others
suffering from a depression. And even if a poliey in favour of one cate-
gory of region were followed, the measurea taken would hardly 1ead to the
| expected effeots : low interest rates would rather tend to stlmulate the
boom than to moderate the depre531on and vice versa. It is clear that under
such circumstances rellance on monetary pollcy as the sole or, at least
the major antlcyclical instrument would lead to d1sapp01nting resultsa,.
Summing up, the approach towards the final stage could and perhaps_shqu}d
be a more flexible one, providing selective means tb'cdpe with remaihiﬁg
regional cyclical divergnncles, which could not be dealt by the envisaged
exchange rate margins. ' '

. | ' ) . . .

Hovever, synchronized business cycles, although faciliating the
task of a Burcpean monetary policy at the final stage of EMU, would not -
necessarily eliminate all difficulties. Special measures, for instance
in vhe field of fiscal policy, s$ill largely the respohsibility of womber
countries, could upset Commmity action. An exaggerated use of policies
beyond the differentiations justified by structural geps between countries,
would lead to unjustified disadvantages for obedient countries. To avoid
such conflicts a sufficiently concerted short term policy would be the

appropriate remedy (of. part III).



2) Regional and etructural imbalences

Progress towards monetarv unlflcatlon w111 put heav1er pressure
on economlcallv weak regions in relatlon to the stronger reglons of the Comanlt
in natlonal states weak economlc reglons, economlc sectors or 5001a1 groups
usuzlly consirict con31der bly aotlon available for economic mcasures, when
steps against an_6509831ye bqom_ln order to stop excessive costs and price
increases are desirable. It &lways appears attractive to remedy regional and
structural unemployment by means of general demandﬂmanagEﬁamt policies. The
limite imposed on national dcmand-management pﬂliciﬂs as due to the progfess

in monete ry unification can worsen this partlcular problem, .

L Factor mobility can offer o way Out of this'impasse,,af'Ieast'to a .
certéin'exfent i\ distinction hag to be drawn‘between mobiliTonf labour mnd |
of capital. As reoards labour moblllty, experlnnce bas shovm thai the movement g
of the 19bou“ force taxing place at. the present tlme has given rise to sevore
social dlff;cultles.-dou81ng, health,andlretraln;ng facilities are Some of the
major problems which have not yet Ffound a sqtisfacﬁorj solutiop. A-furthe£ in~-
crease in labour mobility in order to reduceé regional and structural imbalances
would lead to unacceptable costs, economic:as well as social'ana.psyéhélogicalo

Thercfore thisg cannot‘be considercd as an accepﬁable'solution,

| Capltal moblllty Wlll be s+1mulated as convertlbllltv is 1ntroduced
and-in ra~Community canltal controls are ab011shed as a reuult‘;f monctary '
unification. Unfortunately, although capital is in general much more mobile
than labour, its potential for auﬁométic ad justmente is probably aé_limited
25 that -of labour migration. There ie even an o@inion that- capital ﬁoﬁiiify
responding to market incentives mighﬁ, on balance, operate in a ﬁerverse WaY .
This mualification should be born in mind when it iz argued ‘that urhampared

mobility of goods and labour and free eapltal—movemenu would promote fullest

efficiency in the allocation of resources, ond hence would support an

iLo- . -
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anceleration 'of real economic growth in the integrated area as a whole,

It is also argued that free capital movement would increase the interaction
of investments between member states and thus favour a swifter diffusion

of techniecal irmovation. According to this view it is conceivable that
monetary wnification will stimulate entrepreneurs to transfer: dapital

into regions suffering'from unemployments new industries would replade

old ones in decline.

These possibly favorable effects have to be balanced against the
negative ones of capitai movements flowing from the weaker underdeveloped

. to strongér industrialised areas. Acbording to sﬁme experience, unhampered

mobility of capital will attract investments to the regions which offer .

the highest return i.e. the regions of highest productivity and lowest

relative costse BSavings will thus be drawn away from the weak régions,

thereby widening the overall imbalance.

Summing up, free factor mobility may intensify the tendency for
agglomeration 1in the already overcongested highly developed regions of
the Community, even if it may lessen the interregional adjusiment problem.
Regional and structural policy including thtoxation: policy, public
investments and administrative measures at Community level aiming at the
ereation of jobs in the'depressad'or underdeveloped regions should there-

fore support the proééss of monetary wnification.
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IT. Menetary Unification and 2 Commdn Euro@ean Currency

Monﬁtary unlflcatlon in the Communlty has s0 far been pursued malnlv
thrwugh attemnﬁg to reduce the room for changes in 1ntra—grcup exchange rates,
It was thought that the progu851vely_str1ngent @ppllqatlon of this approach
would lead over a decade to the'mérgingcof the ekisting_national currencies,
and thue place mongtary wunion definitely beyond the point of no return. Exe
\perieﬂqe-hasishown,'howevef; that in conditions of monetary disorder; both .

-dpmesticaily and‘infernationally; tﬁe‘difficulties involved in freezing ex-
'change'ratﬁs increase -at least as much as disorderly money =nd exchange markets
re—wwaken the yearning | for stablllty The dlf?lcultles are not only technical
in nature. They have a deeper slgnlflo@nce,‘ln s0 far as they reflect confllcts

attendant upon the cconomlc, social . and polltlcal rhwnges which are taklng
Dlare within and betweeﬁ countries, ”hen the difficulties met are 1ooked at

in this light, an anproach vhich attempts at Buppresslng them sic et gimpliciter

apnearo utterlv 1nuuequate,

1
t

o Tn what folldwsg an;alternative‘apﬁroach,iSjillustrated? which as
'anticipated in Part I, hinges upon the early'intraduction'qf a Common European -
Currency. This approach to mongta:y uwnion is in a Seﬁse mofe challeﬁging than
. the obvious one of jgst locking the parities of existing currencies togetﬁerm
But, as"if will be shown, the Common ‘Furopean Currency wduld renresent'technif‘
.cally and economlcallv a powerful factor of unification. Thls would- heglp to
reconclle, with progress towards unlfloatlon, a llmlted measure of exchange
rate flex1h1¢1ty, which durlng the perlodAof tran51t10n might be found to be
indispensable. The imtroduction of the Commen Buropean Currency aﬁd‘ the
exchahge rate dlsclpllne here suggﬁsued would appear together to represent
\the p?th to monetary unification mosgt likely to be helpful in overcpmlng

the walC un@erlylnb dlffluultles.

A. Monetarv UHlflCuthn under Different Ftrhange Rate Systems

1) Irrevocably fixed internal'exchange rates

It is usual for a monetary unién to have one medium of exchange in
circulation as legal tender, although there are sectors of the economy which'
asgume and discharge 6bligations alsd”by‘ﬁsiﬁg currencics other than the

© domsétic one. In countries which are integrated in intermational monsy and

)
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capital marikets, transactions in third ounn@m&ﬁas take place alsoc between re-
sidents. Therefore, these countries are no'longér, strictly specking, on a

mono~currency standard.

It is also worth noting that in many.countries,; in the earlier stages
of their unificétion process, there has been more than oné‘type of curréncy
notes in cifculaﬁion. In gensral,; the blurality of the‘banks of imsue is the
feature which hasg resisted longest the process of unification; it has survived

at times also after currencies had heen unified in name. -

However, historical experience and the current;éonsensué‘of opinion
both suggest that in a fully-fledged mometary union the price of the medin
of exchange, in termg of ome ancother, cannot vary over space and time. This is

a condition which, of course, a mono-gurrency ares meets by definition.

Through the immutability of pfioe of the media of exchange, countries
forming a monetary union reap important benefits. The gains may be reaped at
little or no macro~economic cost if the constituent economies are fully inte-
grated and are able to utilize fully their prodiuctive potential under roughly si-
milar conditions of ménetary stability; If the union's currencies do not, and do not
need to depreciate (or appreciate)‘ét different rotes in terms of the relevant
bag of gobds and services, there is no need to change internal exchange rates.

Therefors, there is no cost in foregoiﬁg those changes.

It_is\very likely that the existing European naﬁicnal currencies will
remain in circulatipn Tong =fter the completion‘of the-monetary ynion, although
once the transition was achieved to the final stage, intra-European exchange
rates would have to be locked irrevocably together. The maintenance of a multi-
plicity of monetary symbols meets & deeply rooted European emoticna} need. With
it will survive the multiplicity of issuers, which implies that a minor measure
of control over the crestion and regulation of the monetary base will perhaps
remain with the (peripheral) national authorities. Otherwise, the e;;stence of

the various national curremcies will hardly have any economic significance.

In order to pay in a BDuropean currency different from the one held,- only
an arithmetical calculation will be needed., This might be simplified by fiming -
"rounded" exchangs rates, such as 10 or 100 units of one currency to 1 unit of

another, to which people would grow aceustomed because those rates would never

a.n/.o.
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change;:Tﬁe Buropean monetary unionfmdul&‘bé fruiylmulti-burrencﬁ.as pecple
~and business’ would receive’ and make “payments in -any of the European curren01es.'
The aren of circulation. of -theése WOuld fio-longer 001n01de with the national
boundaries. 41l member currencies might, in the final.stage; be declarédllégalJ

tender for transactions bYetween residents in any part of the Commumity.

" In fact, the pfoééss~of interﬁeﬁétratibn of natiﬁnal cﬁrrenéy domaing
should be encouraged already now. It would puﬁ more pressure'on'nationa% mong-
tary authorities to harmonize ﬁoiiciés, and to harmonize théﬁ in the diréotiﬁn
of ﬁonetary stabiiity, provided one of two of the major mehber countries weré _
not infiatingf But the one hundred per cent locking of intré~grbup exchange

rates will have to wait for.the final stage of monetary intggrdtion.

2) Freely floating exchanse rates

Dufing‘the trangit;oﬁal period, fully floatingﬂexéhange*rates would
be no-less.ipappPOPriaté than complete fiiity, If theré,is a cause of dynaﬁic
disequilihfium at work, which at a'given rate of utilization ¢f the productive -
poteﬁtial for the whola Pommunity, makes cogts and prices rise at Slightly
but pér31 stently dlfferent peeds_in‘the different member countries? thefe
is no guarantee that, under freely fiootinn exchange rates,; rate aajustménts
will take place with the graduality sufficient to. bFfset those differences in
speed. Even on the more fuvourable mssumntlon that prlcu elastlcltles of demand
for imports =nd for exports (produced and exported by several cpuntrles), as
wall as the eldsticity of export supplj are high in the short'run, departures
from the equlllbrlum rates might be more frequent and 1arger thmn needed, as
"a result of cavltal movements tending fo delav, or to ant1r1pato (hy different’
time lengths) the adgustment The net chwnges in exchange rates, sufflclent'to .
compenagate for re-iterative- dlscreﬁ3n01es ‘in cost and prlce trends, would be
arrived at through wide gyratlcnsu These would. in an ar;thmetlcal senseilargely
cancel fhemselves,ouﬁ,_but in the process they would_upseﬁ.moﬁey and éxéhaﬁgem
mérkets; They,would'hampér-payments as well as ihvestmént planning by busingss
cateting for the needs of the Community's market as a whole. They would lead
to an-overgrowth of the forward exchangermarkets and to their instability. At
the same time, forward cover miéht not be fofthcoming on'apy ferms for éqms';

currenciee, nor for longer maturifies..
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The experience ayailahle_so far in.the case of countries which

are floating individually appezrs to show that decisioﬁ-taking—bodies and
the social partners are by no means less gensitive to exchange-rate changes
than to changes in reserves. However, with unlimited recourse to flnating
rates free rein may be given for carrying out adjustments entirely by means
of exchange-rate changes, eqpeclally in vlew in the deterioration in the use
of the more conventlcnal 1nstruments of economlc and social pclicy. If the
opportunities for integrating the economies, which the transitional period

is suppo",d to afford, are not be’ frittered away, policy harmonlzatlon mst

have a share in the process of adjustment.

If free floating were to be used as a full substitute for policy
harmonization, the ability of member countriecs correctly to use the more
conveniional instruments of stabllization and growth policdies would tend
to differ more and more. The pattern and the processes of allocation of
resources in the economies themselves would drift further apart. Koreover, .
full freedom in exchange rate mattera would be inconsistent with the inter-
dependanqe whlch ex1sts hetween CommunmtJ countries as a result of their '
strong trade integration, which it is now hoped to hWuttress through more
pervagive economic integration. From the technical viewpoini free floating
would mean the maintenance of separate national currencies, as in the past
exposed to speculation, Freely floating rates cammot bhe reconciled with the

process of monetary and economic integration.

3) Adjustable parities

If during the transitional period, i.e. while conditions of semi-
integration of the economies obiaing echange rate changes cannot be wholly
dispensed with, the choice lies in acinal fact between large pariity changes,
taking piace under (restrictive) supervision by the parfners, but unpredicta-
ble as to their extend and timing, on one side; and gradual changes, they
tco supervised, aiming at offsetting cost and price discrepancies due to the

different inflationary propensities of the national economies, on the other.

The former method has by and large been applied by B.C. countries and

indeed most industrial countries in the postwar period, Experience has showm

ceefons
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that countrles have 1n fact behaved ag if they‘were not‘Uﬂdnr a flxed rate
constralnt Reing %ble to'1gnore 1t, wlSO as a, result of external balanceA
of payments aid, they lived as if in a world of floating rates, Wthh howa -
ever were in fact not flaating. Therefore,.cost and price dlvergenqles_wererf
allowed to cumulate year‘aftefryear3ltill.they-maderthe exchange rate
stfuqtuie hopeleSsly.uh}ealistic, The d-e facto permissivenesslof the
systen not oﬁly delayed the adjustment of domestic policies,; but also in-—
creased resistance to the variation of parities. Devaluutlons have generally
taken place under pressure com1ng from credltor countrles and/or markets. The

reluctance of deficit countrles to adjust par;tles did in furn increase the
disinclination to adjust on the part of surpluélcounfries, on which the_dcn—.
.streint to do so is, as a rule, still weaker. This has léd on many. an.occasioh -
to gtalemate situatiOns;-Which have ‘generated turmoil on exchange markets. ﬁpng_
drawm out political and dimplomatic negoéiations have béen necessary $o bresk
out of the impasse. Often the solutions adopted have been scarcely'éfedibiew
The leadership which it behoves monétary authorities to exert in order:to;

maintain-orderly markets has not remained unscathed.

Tnere ate several varinants 1n Whlch the system can be onerated
and 1mprcved The 11ne 80 far chosen,by the Communlty for. the tran91t10nal
period aims at 1mpr0v1ng it through a more effectlve process of pollcy harmo—
nize tlon, strlcter murtual superv181on of, and ﬂt a later stage Communlty
concurrence in thp d90151ons to chgnge parltles, énd & prompter adgustment

lof the 1atter.

Sceptipism in respect of the present. EC policy stance seems to
be justified by the ‘absence of any new clement.built into the system itself,
vwhich might .improve its operation. The improvement should come from a higher

measure of political préssure and solidarity, as a_deue,ex.maohina.‘Admittedly,5'

his has been the nature of the causative process behind meny historical
turning points. Put assuming that political solidarity ensﬁréd'ﬁhezimplemep;
tation-of the gystem in the new way. envisaged, would this lead %o stability -
and integration?. ' ' ‘

| Mutual suporvisioh and comcurrence in decisions affecting parities
implies that changes would be madﬁ less discretionary. In principle, fhis is )
“likely to be a contribution to a more: ordbrly and stable system. But, 1f the .

decisions to be taken Anvelyz large parity changeeg, would it be a suiflclent

/e



- 24 - T1/520/1/73-E

decisione contingent upon Community agreement or the indication of some

commonly recognized objective criteria? and besides, how much does it

matter to exporters and importers, to industrialists, %o bankers, whether

the change is made according to some procedure or not, if the size of the

change can be as unpredictobly large as the changes in the objective eriteria
themgelves? It is the unmeasurable uncertainty which indefinitely large parity
changes generate that has renlly disruntive effects; gives rise to massive

waves of speculation that often make the expectations of parity changes self=-
fulfillings; in the end prevents the full and irreversible liberalization of ca-
pital movemenis. Porify adjustments ne=d to be regulated so as not to cdeprive
entreprenaurs of the stable monetary framework for Community-wide, long-term
planning decisions based on profitability calculations with referenée to funda-
mental economic factors. Failing this, the transitional period will not &chieve
the tagk for which it is conceived, and the opening and integration of the member
countries economies will not sdvance. Large parity changes between member-states

ought to be banned now.

4) Limited internal flexibility and external floating

If there ig a consenéus, as indeed there is, that pafity ad justments
cannot be altogether diSpensed with during the transitional period, one is
left with one possible course of'dction, which congists in adjusting prrities
gradually, just as gradually cost and price discrepancies are likely %o arise 7
among economies which are now semi-integrated, though poised to move towards |
full integration. To keep the area of monetary uncertainty during the trans-
sitional period within the limits that would meke it manageable for business
intending to cater for the needs of the Common Market as a whole, parity
changes should only be allowed up to & preagreed size. Changes in any one
yearly period'should.not be larger than a few percentage points. A "flexibi-
lity schedule" for paritiss should be agreed upon at the outset that would
lay down the maximum percentage by which parities would be allowed to be
changed; It would be expedient to keep those percéntages within the current
~width of the intra-Furopean band. They would be reduced over time in parallel

with the shrinking internal band. Thus, given present nmargins, parity

ceifen
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changes.bf ﬁﬁ 6 2.25-per cent would be dllowed in a calendar year; not more

than. one ‘full change would be ailowed-to take plaée in any six months périod.
Towever, up till‘fhe end of the second stage of EMU, or possibly only midWayj-
to it (30 Juae 1975), oxceptions to the "flexibility schedule" might be allowed.
either in the framework of political. decisions to be taken after multilateral
consultations, or by shortening the unit.period for parity changes as foreseen

in the "schedule” from one year toy say, gix months. _ _ T

Chgnges would, as a rule, be chared by the defici{ and the sufﬁlus
countrles. This would be in harmony w1ﬁh the ermerging cénsensus in favour
of more symmetry in the adjustment process -for weak and strong—currency countries°
‘Tt would also reduce for any single currency (deficit or surplus) deéviatidns
" from ‘the médisn courae. Therefore, it would be less disruptive for capital '
movements, while obtaining the needod ove“all ad justment effect. in partlcular,
it would weéaken the pull on the Common Turopean Currency bv the strongest

CUrTSney.

Tt might be objected that it is wot realistic to eﬁ%ect member Gountries
to renounce the right to change parities other than 'within these narrow limits.
But the mérging of the national'currencies'implies such a'rehouﬂciafion sopner .
or later. The whole process will be on much firmer ground if it cax be carried :
_:bﬁt as a gradual exercise, rather than 2s a dresmatic change from a conditioﬁ :
of potentially unlimited parity changes o one where éuddenly-they'wouidpnb.longer
talke Dlﬁceo 1f durihg fhe'fransitionul period'-notwithstanding'the progressive
‘ rapprochemenu ‘of the economies and their 1nst1tutlons (including the laboupr
unions), dlsoqulllbrla shoulr arlse, ‘which countries not bound by the programme
of monetary-unlon would-correct by.mgans of exchange ratb changes; the EC countize
would have instead to resort to these:bnly to the'limited exﬁept allowed by ﬁhe
"flexibility:échedﬁbﬁ originally agreed upon; They woﬁld have to complete the. -
ad justment by us;ng concomitantly the panoply of instruments thatﬁcount:ies‘bn

the way to economic znd monetary union must have available.

, g . i
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To secure a use of thase instruments coherent with the commitment o
the schedule of flexivility, policy harmonisation needs to be upgraded into
a diseipline for more effective than it obtains in the looser context of inter-
national economic cooperation. Institutional arrangements for bringing monetary

authorities closer together might be envisaged as a ma@ns of fostering harmonigation.

The lack of ‘effectivenecss in policy harmonisaiion would everitually canse
the internal exchange rate arrangoment to break down. Poliey harmonization is,
however, a necessary, not a sufficient condition. The defence of a Community

exchange rate arrangement also requires pooling the reserves in a meaningful way.

In other words reserve pooling, in order to be crediblé, should not be reversible
and should ﬁot be based on clauses which would reduce the usability of the re-
serves by the EurOpean'FUnd for Monetary Cooperation. Usability, and therefore
the effectiveness of the Community pool, would be reduced by a clause which made
gupport of a currency automatic within the guota contributed to the pool by the
country issuing it,'unavaiighkg béyond that quota,'Support of currencies should
not be reiated to the quotasg, but rather to the merits of each specific case, and

to the appraisal of the Commmity's overall monetery and payments situation.

‘ Pboling the ®eserves in a meaningful way is necessary because it represents
the immediate instrument for pursuing the Community's objectives in the field of
exchange rate policy. (But, of course, reserve pooling does not have to be total,
not even in the sense that one would have to agrae now on a schedule for compleie
pooling. Moreover, different methods would hgﬁe to be used for each main category
of reserve assets, Clearly, under the present_épnstellation of econcmic and political
circumstances, only migﬁt be applied to gold a method which would gradually lead to

the de facto centralisation of the national gold stocks.

From the opposite side, it might be objected that internal flexibility
of exchange rates, even if kept within a few annual percentage points, as laid
dowvn in the pre-established schedunle, is not conducive to exchsnge market =stability,
nor to economic and financial integration. But, as concerns the smocth working of
the markets, it should be noted that in order to adjust parities, in accordance
with the limited flexibility allowed, no dramatic movements in the rates of exchange

would be required. In fact, no change at 2ll of the exchange rate might be neecded

A



-2 - 11/520/1/73-3

on thénénnoﬁncement of a=pafiﬁy adjustménﬁ;'anly the rate's position-in the
band would shift;AParity changeé weuld not'ﬁé'larger ﬁhdn the'ﬁovemenﬁs_in"
exchonge rates which c\n take placm within the: bana, Thoéermovéments can iake
place guickly, a@’ equally quickly reversé “themselves. The fact thet in the.
schemg-hére proposed changes in ame direction would e ﬂllowed to uumulaie

" year after year, up to the definite achicvement of EMU, would not add to the

disturbances which exchange deslers have to face in their daily routine.
° ! . s

On the other hand, the small parity cfianges provided for uader this
scheme wounld be sufficient to give pqutles the medium-term f‘@Xﬂbl‘l%y tnat,
in the caee of economles which are cnly semlwlntegra+ed 1s~neeied in crder:
to 1¢nd_cred1b111ty to the pledge to maintzin and efend an exchan e rate
arrangement. Entrepreﬁyaﬁ;wouldxﬁhus be in a wposition to make assumptions;”
about Pmcqqnge rate movemeqts within a ranze of uncertainty and fisk thet

would notd ecripple the development of Community wide operdtiocns.

The exchange rete arrangenent here suggested would not ﬁindér the
energanse of a Europezan monet,ry system, as dlstlnct from the world- monetary
svsre“. The erosicn which the concept and essence of a truly 1nternat10nal
currency has undefgone in recent years is onﬁnmore sign thaet pointa to'the
formutlon of reglonal monetary areas. & nemnlngful COmMOn CUrrency seems
now feasible‘only_for uge within areas poss .551ng . higher degree of uOOle

economic cohesion and political gelidarity.

The .lack of an international currency haé, a8 a‘corollary, that inter-
aren puyments adgustqenﬁq will have to take place %hrOuﬁh exchahgo rata
chang es, Under an SDR standard lﬂrwe defs P1+/quwp1us positions canmot be allowed
to'develop lest the SDR itself, and therefore the scundness of the standard,
'should come under suspicion. Given tha unwillingnGSS_of'large countries, or
. groups of countries, to éacrifice demegtic poliey objectives'to the oxternal
-01eg, when conflicts arise between the former and the latter, inter-ares

exchange rate changes arc bound to have a primary role in payments adjustments.

/
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flexibility into the joint Buropean float which, as it ig, is %too rigid for a
group of countries that do not.comprise yet an optinum monetary areaj such
currencies can scarcely be‘expeﬁted to behave as if they wsre one in substance
as yét. Internal flexibility would tend to reduce the strains which are bound
to develop in the joint float by » large group of cthtries that are only semi
integrated. Togethef with the pobling of reserves, it‘would meke the arrangement
eredible; it would heip o bfeak out'of fhe @eadlock oreatedrin Mafch 1973 when

some Comminity currencies could not join the rigid common float.

In the light of the forezoing, a joint float orge exbra cum limited
intra-group flexibility appears %0 be 2 desirable and feasible compromise between
the two sxireme posifions now obtaining : rigid joint floating on one side and,
on the other, free floating outside ayy provisicn whatgosver for Community discipline

(except as informally self-imposed by the countries concerned).

4 formal compromisesolution appears all the more appropriate in the light
of recent experience. For joint floating is rigid only in principle, while two
(small) parity changes in the few months since joint floating started have injected
a de facto fleiibiliéy in the arrangement, thus prefigurating its evolution towards

A type akin 4o that here proposed.
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" Creation and Rols of a Common Buropesn Currency

1) The ratloﬂalﬁ for a qumon Eurogcan Cur“enby

r"he exchange rate arrangenent proposed above would be casier to o
operate if a COmmon uaropvun Currcﬂcy were vallable and- could be used ag a

common 1ntervent10n medium. This would be the mOSu efflclent way by which

" coherence, from the point of view of exchﬂnge rates mlght be_malntalned

in a mul§i4currency ares which, for a while, will need to combine a limited

Gegree of internal flexibility with external floating.

Until! recently the common infervention meaiuﬁ wes the dollar. Wheréas
the dollar is gradually being phased out of intra-B.C. official transactions,
disappointingly smell progress has been mids in-finding an adequote substitute

for it. The reasons for this'are-technicalg-economic.and political.

From th@ tegnﬂlcaE v1ewp01n 1t is 1wnortant 1o note that the rlse
of the dollar to the posmtlon of an 1nternatlona1 currpncy was assisted by
a2 formidable bankLng and financial 1nfras+ructureo If there is an E,C, cuxréncy

whlch w1ght olfer compﬂrab'e faclll+1eq, there are ﬁoubts as to the reailnoss of

other B.C. countries to hold it on a large enougn seale, In fact the E C° rarrenoy

which is now the mogt sought after a8 a reserve asset belongs-to a country whose
money andc capltal markets are surely inadequate to play a central role in the

Community and whose authorities seem not keen to see such a role developu

Ecouomlcqlly the substltutlon of the dellar by a national E.C. currenqy

would not qulte ellmlnate the COnfll”tS wn¢ch have arisen under the doll

'stan%ard, but rather t“ars“ose them 1nto a durOPemn c0n+oxt Though lesq harply

‘per,lhpu‘7 corfllcts would be bauna to arlse if 2 currem oy 11nked to a nut¢onal

economy was 9d to fulfll the role of the Eurooeaﬁ currency, as lOﬂn as
menber country economles are not ful ly 1nteg“ated It would be unrpallstlc

to assume thmt a national currency would be managed in such a way ag to glver
priority to the Community's overall needs. If that could be done, it would

also be approprlate to give the issuing, central bank a Furopean general mandgef
ment. The national currency would then be- such only in name' 1n actual fact:

it would be & frue Community CUrTENcy. It is dlfflcult to see how tne country
concerneﬂ would agree to thls sort: of arrwngementF wnlch wculd deprlve it of
autonomy in- managlng ite own purrency, an autonnny lts pﬂrtners would, contlﬂue

to enjoy, if only to a Shrlnklng exbents o T Ll

-.-/100
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Finally, politiczl and prestige considerations make most member countries
d1shidd¥ia®lto second the rise of one of the existing national currencies to a

nosition of primacy within the Commmnity.

It would appear from the foregoing that foTra currency to be suitable

for the role of Community currency, one would have to create i%t ex noves.

2} Formulac for the Common European Currency

An important cuestion which needs to be answered, when creating a Common
Turopesn Curecncy, is how to relate it fto the existing national currencies. There
ars of course a muuber of ways of doing this, =28 shown by way of illustration in

what follows.

One possibility is that the Common European Currency comes into being as
2 rasult of the upgrading of the Huropean lMonetery Unit of Account (EMUA). In fecf,
the insertion of the word "monetary" secms to point to the likelihood of the EMUA
being something more than an accountixng notion. The EMUA, whicﬁ besically rgpeats
the formula of thewnit of account used for the purposes of the C.A.P., is réther
restrictive as regards both the cases of aviomatic changes and their scope. Being
too static, and theréby open to the risk of losing contact wifh the national cufrencies,
ample room has had to be left to the Council of Ministefs'discretionary decisions. This,
in turn, is likely to add so much uncertainty concerning the possibility of the EMUA
changing, or not changing, that iis widespread usé esp;cially in the private gector

might be ruled out.

Furthermore, the EMUA_ié‘defined in terms of an asset, gold; concerning which
the Communitj has & limited say, along with a number of other éountries. Recent ex—
perience has shown that gold, its use and pricé, can altogether.break away from the
contrel of monetary authorities. The;efore,‘a consensus is now emerging in official
cirecles about the unsuitability of gold as.numéraire in the international monetary

system. It is unfortunate that the EMUAJshould_have been definéd in terms of gola (1),

(1) Thie, however, doss not necessarily imply that gold carnot serve any useful
purpose in the construction of the European Monetary Union. Because & large
body of opinion still regards gold as a factor of monetary discipline, the
issue of the Common Furopean Currency might be linked to gold. The link
should be fractional and adjusiable in order to avoid building into the
mechanism of creation of the Huropean currency a constraint of the gold-
standard type. Ag the C.E.C. circulation expanded, the link envisaged here
would lead to the de facto centralisation of the national gold stocks.
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This and other consléeratlans militate in favour of defining the '
European monata:y medlum 1n terms of - monetary assets, guch as member
countriet’ currencies, which are internal to the Community. The Commoﬁ
‘EMIoﬁean Currency would be defined az a bag of currencies in which each
currency would carry a welght accordlng t0 a chossn parameter, such as the
GNP, the foreign trade, or a combination of both. The formula might be so
conceived as to have the Common EMrdpéan Furrency reflect parity changes.
of a national currens oYy in proportion to its weight. in the bag. Alternati-
vely, the content of the bag might be defined in a way that the dsvaluation
- (revaluation) of a currency would necessarily lead, through arbitrage opera-
tions betwsen the Common Buropean Currency and the national currenciss, in
the absence of official éctian, to the upward (d0wnward) ad justment of one or
more  other currencies. In the former case, the external value of. the Jommon
European'currency would change automaiicallyé in the ‘latter it wouid not,
since the change in one currency would be offset by a change of opposite . .

sign in ong or more (other) currencies. (1}

The forme; formula implies that changes in the,Commoﬁ EMropeaq
Currenqy wsuid. equal the weighted average of changes in'the national curren-
cies: the Common European Currency would be as stable, or unstable, as that
average., According to some; thie is the sort of protection against exchange
rafe changesrwhich is sought by the market, Therefore, a Common'European
‘Currency so defined would easily spread; it would be used for.a Gommtnitya-
wide open-market policy, as well-as for issuing leans on the Burcpean £i-

nanciai mérketn

(I) In the Cormer case. the Common Furopean Currsncy is defined as_fq}lows‘
I CEC = QEmEF + QSL + QD“ Mo QFFFF + QLLlreS'+ 280

1If the value of one of the natlonal currencies changes, the valus of
*the CEC changes pari passu with the weiﬂht of this currency in the hag.

In the latter caze a ceonstraint is added to the DTCV‘OQS dnflwvtL N, Par
values of the national currencies in terms of CRC's are f*xed 50. tﬂAt the -
'fullow1ng equality is alwajs satisfied

T= Quplyr + Vs + QpyVan * Oplee + UVr o

where. (i) Vye is the par value in terms of CHC's of “the Belgian franc
Cand 81m11ar1y for Vgr Vdm etc,y and {(ii) .as 2 result Vip = the
par rates of exchange between the pound sterling and V5
the Belgian franc, If the Q's are fixed any change in :
one of the V's must be compensated by a change of at least ona of the
other V'g in the opposite direction. :
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Concerning the latter formula, it is felt that forcing devaluations
(revaluations) on some currencies hs a resulf of the revaluations (devaluations)
of other currencics might not be acceptable to monetary authorities. On the
other hand, it should be borne in mird that becomse intra~EC flexibility of
parities would have to be limited =nd would shrink_overitiﬁe,_nq large chéngéi:
might be inflicted on currencies, as a result of the combined application of .
this formula and of the flexibility schedule suggested in. the previous Scction.
¥hat this formula would lead to is the automatic-sharing of the adjustment
of pafities_between weak and strong currencies. This would be in keeping with

the widely felt need for more symmetry in the process of adjustment.”

Finally, it is worth pointing out_that because the ourrent inflationary
ouiburst has undermined confidence in moat currencies, a guarantee of stabilit&
in terms of currenc{es, and especially one which only afforded the average
£tability performance of member ccuntries tcurrencies, might not be adeguate to
make the Common European Currency as much competitive as needed vis-a-vis the

strongest currencies, and non-currency asgsets as well.

There are. various weys for securing for the C.E.C. a better-than-
average periormance. One would be to increase the weight in the bag of the
currencies belonging to mmber countries with a }ow,prOPensity'to inflation.

Thug, the weight of those currencics would exceed that posited by the application
of the parameter chegen, and do so by the amount needed to moke the Common
Europsan Currency as hard as necessary. 4t the limit, of course, the C.E.C.'s
exchange rate changes would egual thoseé of the strongest currency : the former
currency and the latter would tend to assimilate each other. This, however, is:
unlikely teo be accevted by member countries, on both technical and political

grounds.

An alternagtive way of secﬁring for the ¢,E.C. the stability apt to
make it attracfive would be to link it to » real, rather than monetary, parameter.
in its extreme version, this formula would link in a 1 : 1 ratio the C.T.C.
value and rises in (some) commodity-price index.fin other words, the Common
Buropean Currency would appreciate in terms of member currencies as an E.E.C.

average price index of goods rose.

3

It will be argued in what follows, however, that abs%lute stability of the

GoWI ¢ sypwrchasing power is neither feasible, nor desiréblea‘lnstéaa ﬁhe aim

EEETEVZRS
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might be-a somewhat better—thaﬁ-average perfofmance in terms of currencies

to be attalﬁed through the" comblned appllcatlon of the bagmof-currencles and
commadltyalndcx formulae, More speclflcally, one would start from the wclghteﬁ
average of changes in member counties! currency Darltles, and then would ‘revalue
it by a fraction of any increase in the oonmodlty-prlce index. The fraction re~ -
levant for each given period would be decided upon by the Councll of Mlnlsters.
Thus, the formle for determining parlty ad justments of the Common_European

Currency would be semi-automatic.

The foregoing discussion does not, of course, 4o justice to the
maty isSués involved'in the choice of one formula, rathgr than another. On;
the other hand, the fact should not be overlocked that the schedule of fléxi- -
bility suggested in this report leaves little scope for changes in national
currencies' exchange rates, and therefore restrlctﬂ the notentlal for’ changes
in the .Common Furonean Currency. Yhat is essential is to move from-the unit
of account .concept to the reality of a unit of transaciior. A mere unlt of
accougt would be hard put to compete with the dollar (or gn B.C. natlonal
purrenoy). Failing positive steps from .the official side, the process of
spontaneous evolution of the EMUA into a currency proper would be drawn-out,
uncertain and liable to setbacks. Thls would be hard ‘to: reconcile with the

urgency whlch is now felt for FurOpe g monetary unification.

3) The Common Furcpenn Currency as "monnaie cambiaire”

In order to serve as an intervention currency, the Conmon Burcpean
‘Currency would not and could not be just an official asset. It would need to
be held and traded by marhetwlnstltutlons, thus allOW1rg it to be uoed as an

1niervent10n currency and, further, as a transact1on cUrTINoy. Thege different .

functions are closely interrelated. Irn what follows, they are included in the

special notion of a "momnaie cambiaire™,

. The Community central ménetary authorities (including the national
central bwnkﬂ acting as a Community bomy) would chart “the course of the Cormon
Furonean Purrency g0 as to secure for the Communlty as a whole the sort of
paymcnts equ114brlum wlth the rest of {the wﬂrld, consistent with the balan
of paymento alms qgreed internaticnaily by, and for. the Comranlty as a

 wHole. The FuroDe;n Fund for.Monetary Cooperation wouldllntervene on exbhange

A
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markets in dollars and any other currency, if Hecessary, in order o control
or influence the Turopean Currency's exchange'fate. In turn, the national
central banks, acting individually, would buy and sell their own currency

(solely) against sales or purchases of C.E.C.

S In orcer to help the ney Hurope,n currency to come into 1ts own,
a large demand for it will need to be created : this, of course, dapends on

the uses for which it will be eligible.

A sizeable demand will be generated by the new currency fulfilling

the r8&la of 1ntervent10n medium ¢ partlclpcnts in the exohange narket, both

offical and nrlvate, would need to holu working balences 1n the C.E.C.
Transactions between the Community 1nst1tut10ns and the national governments
for the purposes of the Community's budget, of the common agricultural policy,
etcetera, would of course take place in the Common European Surrency. It
would also be uged for payments befween Community instiﬁutions and private

companies, and other bodies, in member countries.

Furthermore the Common Huropean Currency ought tn be used for iscues

and other transactions on the Community capital market. C.E.C. loans would be

issued by large borrowers. To meke such loans attractive to investors a clause

of indexation (%o the cost of living) might, be attached to them (1) even when

such ciauses'WOuld net be allowed for issues in national currencies. The Community
financial institutions would issue C.E.{. denominated loang, thereby creating

a link between the mechanism of monetary unification and the proceas of eccnomic
growth in the Community. Alsc nationzl govermments and local authorities, desirous
of tapping the Community's capital market might be permitted, as unification
proceeds, to issue part of their debt in the Commorn Zuropean Currency. They might
also be authorized to issue given amounts of (medium afid) short-term notes in

the Common European Currency for which the Turopean Fund would offc? rediscount

facilities,

The banks participating in the C.E.C.-market would be required, as z
regulatory device, to hold compulsory reserves in the Common European Currency,
in sn appropriate ratio to their C.F.C. - liabilities. Those banks would, of
:course; also be expected to organige a secondary maiket for C.E.C. denominated

assats, as well as to cooperate with offical bodies in order to craate adequate

oon/aqn

?1) Any such clause would, of course, be superflucous if the C.RE.C. Tormula already
took into account losses in purchasing power by all currencies, as suggesied
earlier.

clearing facilities.
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) ‘LlralLy, to promoie thc Common Purnpemn Currﬂncy on 1ﬁﬂ way .
towerds teing a trgﬁseﬁtJon hvrrﬁqu the éovcrnm:hszﬁlgh+ acccpt the new currency
(in a f;xac-or ris 1n& ratic to their own hational curkency) for pagments of
tares by at *eaut sone caueﬁorles of tgxpayﬁrs, °uch as °$x111atos of compﬁnlcs
with thm hc&d of ;ce, or the main centre of opor"t;ons, in 1nothcr mnmbﬁr

country (or in & %hird courtly\ _ _ -

Thus, by replacing the dellar, and moré specifically its eqf@—vafiant,

and by takinr ovar.sunnieﬂentary functions of a transaction currency, the

'CammJn “u¢cpeu3 Calrbuoy would qeveﬁop in the markets as a monnaiec’ rmubmalre,
PartLCLPaJts i1 the C.B,Cu=ns rkeu would be the bunks, pdrtloularly those "
which now‘engage in Euromcurrency operaticns.  They would deal 1n'the'00mmon
Europeanfcurreno&iwith dne another, with" the céntral barks intewveﬁing in

the markebs-for SUeﬁrlLLg the exchahge rate of their own CLI'I‘&BI‘C",T, and w1th

the Durcpesa Fund for Monﬂtwry Cooper&tlon. Aleo the participation in the
C.E.C.~markel of thé -lorke indusirial and commercial companies, whose opeﬁations

u

gireleh beyond the national borders, night be envisazed a? . an carly. 2
atbol vord. the nati 1 bord ; migint b zed 23 . an carly shage

ﬂ.a1ffe“enu %Eproavh wouldcﬁnﬂgﬁﬁecqanr thu new Luropean currenqy

lagal tanaer a’ least for SO categories of tranmsactions, defihed.om tne bagis

- ‘of ‘their (multi-na tlonul Furcpean ) nature, -or of thelr.51zeo‘But-this_ﬁould‘
‘meet with resistence from even those who believe. in fhe.ﬂeéd of introduéing;'
a Europeén currency at an early stage. ¥ ﬁr it ig felt thatl to promote that
CULanCy threugh COBTGWOn would cetract from ite 1nt“1nulc eslrabllltvo The
p*oocdnre ought rgthe oo to deolare the new currehcy legal tender, alongglde
he exlstlng'natlonal currencles, gggggrlt had proved its 1ntr11elc deslrablllty
1n a reStrlCtGL groum of proLess1onql 1arge_size ugers and 1% had subsequently
;a*ned acceprablllty nuarly all the way dowm o wage earnors and’ retail’ shoppers.
Afﬁef'aii,gin dévelopeﬂ countrieés the bulk-of payments is done’ by bank chegies

i

whercas only central bank notes: (and treasury coins) are Yegml tenders .

.Q) The managzement of the Common Buropean Currency

. In this age of wnrelenbless inflation and monetary disorcer, the
Common Fux “opean Currcncv 'ouid stand a good chance of bécoming acceptable on
its own merlts, if it could be regarded as a relatively stable standard of
cwalue, A choice will hava to be made, for at least as long as the Common “uropean

Lurrency wiil not be aale itself tolaxent a declslve influence on.econonic

Ay

cou/ooo .
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trends in the Community, between absolute stability and the average instabi-
lity of member‘countrlew currenc1es. PhOGSLng the former, however de31rable
in 1tself, would very l:kely pat a hequ stra;n or: the new CUrrency. It would
put it on a cou“se not representatlve of merker countries’ currencles- Tt 7
might hamper its d1ffusaon in so far as debto“s would be unw1111ng to express
their debts in a too rigid standard of wvalue. The interests of credltors, on
A_the other hand, wou}d go in the opposite direction. fhis conflict would hindef-

‘the smooth working of'capitalumarketsrin the Community.

L The confliet would be more serious if a gap between the étability.
performance of the Common Furopean Currency and a weak national curreney-formed,
vhich would make the latter suspect for devaluation against the C.%.C. The
dsmand for the Coinmon European Curréncy might obtain a level whiéh would
meke it.possible'to'maintain the internal limited flexibility-schedule. All -
this woﬁid”reduce the chances that the Cormon Ruropean Currency might aventually
play ah. effectlve réle in the evolition of new monetary arrangements in the
Gommunlty, If, instead of adopting a formula for absolute stability for ever,
it wags aimed &t a measure of stability clearly above the member currencies'
aﬁerage'stability, ag outlined in subsection 2, the effectiveness of the -
Common European Currency in fostering a better monetary performance all round .

would be much enhanced.

‘The stability performance of the ﬁﬁropéanrcurregcy cénnot.be but the"
reflection largely of the combined performance of the nétional currenciés,
unless ong were ready to break tha propoesed pattern of 1qqerﬁa limi*b@ﬂfiexibiliim
and joint floating erge extra. In that case, however, an 1mportant element
of strength of the Furopean currency would be lost, for the strict delimitation
and shrinking size of the exchange risk are likely to make the Common Durcpean
Currency more desirable than competing external currencies, which mey bear for

Community residents a potentially unlimited exchange risk.

ceifens
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The patiern here suggested; with regard fo a more stable‘cqrrenby_ '
valuerand;internal'exohange'rateuflexibiliiyy seems also the most suitable to
secure the.sort 6f evoiution.ong-ﬁouldJlike~to gee in ‘the rolationship between
the . new European; currency. and thé nabional- currencies. During the'trahsitional

period a smooth process of wnification should.avoid sudden erupiions.of currency

speculation out of, and.poésibly back intvoy a Conmunity currency, as.weli as
mascive shifts. into the Common Eurapéaﬁ‘Currency°¢Shifts into the latter-
would-incrcaéé the amount of it which weuld be in circulation but.ought to-
reduce.gmg-tanto‘that of the natiohal currency sold.~Sincé such shifte would

not reduce e overall lqulleV of the econom; ooncerned the central bank
1:su1ng the cur ency exchanged for the Common 1i‘mop's'-:zen'l Currencjrwould not he
:—J.l].oxr.refn ta trJ to off=et ﬁuoh. N&fﬁa'by means of further izsues. Rather, 1+ would
have to 1ncrea=e the demand of 1#8 own nurrenoy for 1nstance by rals¢ng 1ntar

rateu on de3051ts, and ou“er money and flnanc al clalms, in unat currency,

The scheme here prOposed would be llkely to prevent both these in- 3
0unvenlenﬁeﬁ from hanpen*ng? althougn COLntrleS would have to sacrlflce to gome
degree thELr autc omv 1n interest rate pOllCJ, which 1s bound- to nappen in any
cage if provress is to be made towsrds unlflcatlon. But under a rev¢sed adjustable
peg system, 1arge waves of Dpeculatlon would form as pa¢11y "Jumpﬁ" became moTs
and more likelys Tn that case, it would be true fhat thévexistence of the Caommon
Eﬁr’o-pe'a,n Currency alongside the national currencies (and their 'intercohveft‘ibility-)
would make a dl“ference from the v1ewp01nt of currency speculatlon, ior it would

be 1lkely to give thig 1atter a new field of operatlon.

. : CleﬂrlJ however, the technlcal SultabllltY of the exchange rate setﬁup
is not a suf¢1clent condltlon for avo;dlng 1nter-currencv "*11ghts" and the need :
for la r:ﬂ support cf the "subpected" CUfTGﬂCleSa mffectlve pollcy harmonlzablon
is needed, and this can only be attalned if a consensus is reached convernlz
3jthetunemployment41nf1at10n trade~off ai'whlch;the Communlty a3 & whole_would
éim;'fhé‘éhanceérfhat harmonitation would be-accepted, wou1d=of course incrsase
TP e Communlty colleculve}y could” make a positive contribution to lmpPOVIHg

T hst frade~orE,

ca Dm0

cofeen
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As to free intrawgroup floating, which- as it hag been seen on sevcral
grounds is irreconciliable with the prcoeess of wnification, it would also be
unacceptable insofar as it would lead to ther sudden derelicticn of the fast
depreriating currencies, and their substifution by the Common Europeaﬁ'Currency.
The latter would have to be managed so 23 to kéep in close touch with the - -
festest ‘appreciating currencies, lest it be supplanted hy .them. An evolution
of this type would hardly be acceptable, eepecinlly becauge it would mean
that .only some of the national currencies would prematursly disappear from

the Comminity's monetary scens.

”hese, aof oourse, are the very rcasons why it ig likely that the
Commoo EurOpeen Currency being in circulation side by side with the netlonai
our“enoles, would exert a powerfuld*urﬁﬁkrmgvlﬂfluence. But d1“01“llne ca nnot
work satisfactorilyand it is bound to be "conuested", if it is achleved througn
the threat of drastic changes in the preéexisting mix of Commumity and natlonal

elements. .

In prlnclole, it seems safe to assume that the more Fra ua}ly the
use of the Common European Currency will soreed, the more acceptable the '

process of ultlmate roplacement of the national ourrenoles wlll be.

' The speed &t whloh the Common Eurcpean Curronoy mey be allowed to
spread needs also to be controlled beceuqe its unregulated. use by the prlvate
secﬁor would leud, as in the casg of the Buroﬂollar, to an exoees oreatlon i
of liguidity. Since the need for Eurooewn monetary unlfloatloﬂ hag been more
trongly felt in order to rcgaln from U.». banks and Euroubanﬁs control over
‘domest¢o monetary oond1+1ons, it f0¥1ows that the process of oreatlon of the
Commion European Currenoy must be flrmly in uhe hands of Eurooe g monetary

authorlules,

Thoeo authorltles wou1d concur in deflnlng ancdl 1mplement1ng a hormonlzed

EuTOooan monetary policy esoeolally w1th regarrq to money supply, Wthh however

would not imply thet rates of increase would be eouated for all menbor countrlcs.
One might start by agreeing, in speolal clrcumstanoes, on a Communlty band w1tn1n
which rates of increase in national money supply would have to bo kept In 1mo1e—

menting such a Furopean monetary policy the creation of the Common European Currenzy

.'";J'r.--
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and nmtloncl mcney cmeation<bv the central barks of wember cnuntries would have

to be so regu1@+ed as to meet the 11qu1u1+J needs of ﬁne Commun1+y aq a whole,

‘@s well os of its isvze economic regions w1+hout a€41ng to 1n£lat¢ona Ty preSSures,‘
.Clearly 1t would not haip the C.K.C. to come lnto ite own;'lf 1t cou?d ‘be construed
. as one more Qﬁgine of inilation. One of the condxtlons‘neoessary to prevent this T
ie to time .and reguiate the process of. creation of the C;E.C.”sojthat‘%he.latter
might grow in impoftosse pari pessu with the merging;of the ﬁational central banking
systems into a Comminity one.- ’ L |7 ‘

‘

La 4o fhe control of C.B.C. creation by.the private sector; regul@tioﬁs
might be of a,quantiiat@ve.dn@/or gualitative nature,'withfut going into $00 -
much detall about the differcut instruments to be apolied, it should be Stressgﬁ
that compulsiry reserves would be reguired agninst C.E.C. 1iabiiitipéa Theae would
ve higher or lower than reserve ratios on liabilitieé in netienal cur;enbiqs;.aé
mlght be nee(ed in each specific situation. Also thﬂ usg of-the Common Eurépean'

ﬂurveaty ﬂ:ghﬁ be restricted o specified categories of (1ntra—Fur opoah) transmctlon.

The rate at which the Common MurOpeun Currencg woula Spread (to largcz

O

ategories of users) might alsoc be regulated by allowing ites use only. for deals

-enceeding 2 given (minimum) amount. In fact, the Comwmen Buropsan Currency might

'_b .

irst e ,ntxoducec in the privalte. sector under the form of ]arge-@enomlnnulon

G.T.0. periil mrateu,_n which banks ﬂnu"&easururs of. big LuroPemn com“anles would

o

2al. Just as within countries some f)rmsof qoney s 19931 Tender only for
DAyROTE up 1o a given amount, s0 the Coimon European'Currency would berusable

for transections above z minimun amount.

Adninistrative controls, which would restrict the intorconvertibility
of thé'Commbn-EurOPean Currency and %he.naiiOﬁél turrenciés, should instead be
kept at 2 minimum - and even that should be quickly discarded. Controls, exchange
or other, which dlscrlmlnate according to the residence of borrower or lender,
or according to the location of the 1nvestment Hemper the process of 1ntegrat10n
-0f the economlos curlng the transitional pe“1od Juét wien that process ought to
_be progressing. And they do B0 much more the n slowly—m3v1ng currenry prlcos

- egpecially if those make possible the maintensnce of wnrestricted convertibility.

Onn/.on
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Unrestricted convertibility of the Enmmpmnﬁuropean'éuffenéy ghould
be aimed at, if it is to play the role of a common currency, and if it is
to integrate in depih national money and capital markets, resching intra-
marginal lenders and borrowers. Those markets have worked so far ag communicating
maricets rather than fully integrated ones. They are at present threatened
with the closure of ithe points of communication as a result of the deteriorating

usability of the doliar.

It is an essential feature of the proposals made in thig report that
there should be little usme, if any, for intra-E.C. administrative controls
in coping with payments diseguilibria. In fact, as with monetary union, old-
strle balanée;of—payments problems will be superseded by regional development
rroblems a3 codetermined by regionzl disequilibria in the availability of finangial
resources, the aim should be an allocation of those resources, both short and -

leng term, consistent with the indications of a European policy of balanced

growth, That aim cannot be achieved in markets which are moving towards integration,
by means of mnational administrative controls which discriminate as between E.C.
residents. A Community menetsry and financial system is needed, which ought to

be able to correct the possible inconsistencies in respect of an "optimal' policy
of growth for the Community as a whole, that might arise in the allocation of

funds, within a context of full freedom of ¢irculation through the national markets.

The proposed Common European Currency might be built as an essential
part of that system. Ae such, its usefulness would continue also once conditions
were ripe for dafinitely locking fogether intra-Furopean exchange rates and tnus

merging national currencies.
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CIIL: - . ESOHOMIG ATD SOCTAL POLICTES
‘FOR_MONETARY UNTFiCAWION AND BCONOMIC INTEGRATION

In”%énsiderimg the ecoromic: qspﬂcts of eoonomlu and Wongﬁery unlon, \
two app%baches ére-possible. The first is a parrow 1ntcvaetaL&on of the parallelism
discassea)dt the begihning'éf taie reﬂort, 50 thﬂt‘only those nmnmmonexary~$Muiﬂaa
are proposed which must accompany monnuary uplflo@tlan._?ut the potential gvin;
in growth and stablllty of’ mﬁmber-statu real natlon“l grocucta, and 1n the develop—.
ment of -Community 1dunu1ty and 5011d rlty, fron furthe; co~ordinated eccncmic and
social pOllul\’:S, is verv great indeed., ‘Ihus,‘ over and above the minimal rute of
economlc 1ntegrctlon_as monetary unification progresses, vast scopeals offered_by-

-,

many further economlc and SOClul pOllCleSo

The minimal rate of’advande consicte in the development of those commoh
policies whigh aro inescapable if ihtra~CommﬁnitV exchange rates'afe moving deards"
being 1ockédt Some policies are clearly in this ca tegory as wWe hﬂVﬂ scap, e,bn ﬁeanﬁl
of denling with resultant ahnrt—ran and strucﬁhrwl lmbglwnce in rcrlJns and 1naus+r @
Other policies, though highly desipable in thoms lves arve not .8 env1ronmental
pOllOleS- The lins is noi always casy 1o draw, It should vertalﬂly be arawn on the
llberwl side; because advance in economic union ha°'1tg o gignificances; and
parallelism muat noy ba seen ohly as an 1nmf1111ng of cravices wronght hy ﬁonotarv
unions it has o great positive role to play, probably more than devclodu.,m.u 1n

the monetary field.

A. STABILISATION POLIGY . B o

1) Three levels of StabilJHdL10ﬁ Policy

The “e are various levels at which the attempt to achiers a steady rate of
growth cf G. P, with price utab111ty ana fu;l embloyment wnder a balunce &7 payment
genastodint has'to be made the Comm urlt" tyele ag &’ whole, ﬁqmubr«cvaz A vergoncic

feom -that eyele, and reglonal dhmergenc1es from. memb@r~atatc nOrms, .



- 42 - i/

7

The manifestation of the problem veries in each case, somelimes
inflation rates, sometimes unemployment rates, scmetimes outdated infrestruce
ture or deficient publis services. The csuse of the troblem varies ni=ilariy,
froem short-term demand defidiency to long-run decline of industries due to
secular falls in wofld demand or inefficiency ariesing from cost increases

outstripping productivity improvementéa

It is customary accerdingly to divide conjunctural from strustural
pelicy, This is legitimate, and.is largely followed in this part of the
report, inscfar as the analysis of the problem is concerneds But it may xot
be walid froﬁ the point of view of the‘inmﬁrumenfs of policy. If different
instruments can be assigned to conjunctuvral and structural policy, the
distinction can be maintainad, but it becomes confusing if instruments, e.g.
fiscal policy, need to be considered in a consolidated way in dealing'with
both types of problem, cornjunctural and struciural, Since there ig nsed,
gspecially from the {izcal point of view, for a comprehensive approach, this
is why the three levels of stabilisation policy are dealt with in this section,

even though regional policy is examined further in the next section,

The changirg balance of importance of ths three levels of conjunctural
policy 1s a matter of debate. The question whether the Community cycle is
becoming more fifmiy established ', and member-state divergencies lesa signi-
ficant, hag already been diSCﬁsse@, However far this has developed at present,
no ﬂOU£t B will accentuate this trensmission of inflation aﬂd‘depreséion.
between membersstates. On the other hand, regional divergencics (from Commumity
or membsr—state norms) may bo accentuated by HU, as it is developing now, a5’

has been nentioned earlier in the report.

07 course, this development of the conjunctural problem upward and
downrwerd, away from the level of the member-state eccnomy, conceols a diffe-= .
rence in type of the prcblem : the Community cyclical problem is short~term

and is dominated by pricés, the regional imbalance is longer-tern and dominated by

uqn/qna
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; employmentg and the dlsulqctlon beuween conﬂunotural and structurml ig V&lld.:
There is aise a dlffeﬂﬂnce as to 1nstruments aporoprlate ‘and avallmble, Mone— ‘
fary ingtruments, including parity chhmves (v1°-a«v18 out# 1de ouuntr1es),
money supply and interest rate policy, remain available to the uonmunlty as

T MYT pr ugresoes. ‘These are ihe right instruments for the right problem —

influencing the Communlty cycle.
N ‘ A _
Thus, monatary unlflcatlcn does provlde the 1nstrwments to the Communlty

which arc necessary to deal with the development it brlngs abouts the cpnsol1dat1@m
- of a common cycle among member-states. Their use has alresdy been covered adequateiy

in the preceding menetary discussion.

2) Piscal Tnetrunents fof‘Intra-‘Commuqiﬁy Stabilisation Policy

Fhat h“s not been dascu sed 80 muoh are the magor problems of member-
‘sﬁate st 1110ai10n, and deallng with the pLSSIbly accentuated problem of
reglcnﬂl dlsparltLes. Thoubh limived chll bility of monetary 1nstrumente ‘will
remain dur;nb S brma51tlona1 period, the emphasis mugt shift to budﬂc*ary

- inetruments %o deal with these aspechgeol siatilisation pqlicy,'and this ig

vy these two aspects of pollcy need tc be looked at together.

Short and med1um—term changes on the expsndxturc gide (of CommunltJ
or member-state) buﬁgets are of limited 91gn1fﬂcence, as always, in view of

formal commitments %o Programmes.

In the cose of the Cowmunlty budget, some. flertblllty may be aveilahle
if a form of Communltj ‘employment benefit scheme is foumded, but most othel
elemer*s of the budget, will ‘not be ea311y ad justable for stab111satlon PUrposes.
Member~s hgte budgets are going. to be dlff’cult to control. Therc 1s, at present,
repﬂwtmng of budget de;lPlt p081tlons hy memoernstutes three times o year, some
.superv1510ﬁ,of these mnd nf their flnanc1ng must be: allowed to develor. But. the
welgnﬁ is onfthe figeal 51de, and unfortuneto]y this runs counter to seme plaus
for the harmonigation (meanlng alignment of structures andipates) of taxag,

.
I

#00/000
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argust on the grounds of removing distortions to trade and factor movements.
In particular, the very tax most subject to alignment pressures, the V.A.T,
ig in the wvery category of general sales texes commoniy used for short-run

stabilliaation purposes.

Barnest consideration has 40 be given o this problem. Even if the
removal of tax distortions to trade and production hy uniformisation of
taxation increases total real income, the gain is much reduced if thie
worsens the distritutien of wealfh'around the Community,‘and neuwtralises

the tools te carrect the imbalance.

In the medium term, therefore, the Community would obtain compafa*
tively Btiong'mcnetary ingtruments, as part.of.monetary unification, whilst
its direct buagetary instruments will remain smallj for the membsr-states,

_conducting (with a degree of Compunity supervision) national and regional
stab;iieation policy, monetary instruments will be weak, but as compensation,
fiscal flexibility, including V.A,7, rates, should be allowed to develops
As the extreme and economically more relevant version of this proposal cne o
coenld envisage the institution of regidnal differentiale {where the diver-’
genca frgm Community nbrms of jincome and employment may be greatest) in

Veho@e or othef faxes,

3) Prices and Tnoomes Policy for intra-Community Stabilisation Peolicy

Within several member-states, use of the law and consultation to

control prices and monsey incomes has become as important as fispal policye.

Co—crdination of national incomes policies in a Community programme
is a medium-term aim*, but poses problems which have hardly begun to be
tackled. At the very least the introduction of a permanent and effioient‘
dizlegue betweeﬁ the public authorities and the social partners {unions and
firms) at the Buropean level im necessary. In order -to be.éomprehensivé
enougl: it should incorporate the globai and structural policy of public-
antherities and boil dovﬁl'td'_coherent decisions bp the development of

average wage- and price incresases,

[ EAEEEN R ER RN T NENZFEYFE S AR EN RS NN RN N ES NN R AN ES RN EENERN R RN R R B E-B AR N LN B4

¥ Cf. the chapter "Incomes policy" in the Secord Medium Term Economic
Policy Programme and the paragraphs I02 and 133 concerning the "italogue
with the Social partnera of the Third Medium Term Economic Policy Pro-
gramme, adepted by the Couucil respectively in I969 and I9TL (0fticial
Journal L I29 of 30 May 1949 and L 49 of I March I97I).

'.D/bﬂ'
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’ The bagic issue lies het&eeﬁ:ﬁhe;ecdnomic requirement of diffevent
‘reak 4ncome levéia (ih,a giVﬁn‘secﬁéf) in differem$ §arts'of'the Commgnity_
+to acoord with differences in-proﬁuétivity levels, and the social oﬁjeoti—_
ve of greater pqualisation of standards of living in all regions, Joint
incomes polinies agreed. with, possibly Eméwpeanlsed, trade wnions, are %%kew
1y to tend towards the social obaeculve,_and henc¢e worsen the disequilitria
between regions of ﬁnequal ﬁrodﬁctivitva The social ohjective nay naturaWTy
take prenednmce, ard the economic requirement be met rather by tex and saclal

seourltv adgustments for the weaker regions,

Thls bvlef discussion emphasises the need for siwultaneoug ard
coord;n ted action to achieve balanced growth with minimised -inflation and
relatlvelJ full GMPLOVEGHU, in all parts of the COmnunlty - ac+1on in the
fields of-taxatlon, public expendlture, soclal securm*v‘ ond prices and

"incomes policies.,

B, REGIONAL AND FMPLOYHRNT POLIC

. The Commission has recently issued a report and hes submitted .
several ﬂropO"als to the Council in the field of regzonal pollcy* , The |
Commun~ty s effort itself is to be implemented throubh a Peg¢ona1 Develcp«
ment Fund** yhilst a Reg*onal Dovelopmcnf}Commlttee will make surveys of
and begin to harncnise Member States! regional policiesa“ Assistance from'

.the Pund w111 be .decided on o case-by-case hasis for larger scnemeb*** ‘
end in the aggregmte for smaller ones. The Comm1351on ‘has proposed including
-2 sum of 500 mn U.d. in the Community budget for I974. Sums in the,area of
750 ma U.h, for I975 and 1,000 mn U.h, for T976 will be required. - AS re-
gards the mddenof,allocation_thisrwill‘deﬁen@ on the expansion pf‘pfodﬁbtion

rather thﬁn-use for welfare péymenféo"

I) Meaning ‘and Dgflnltlon of the Re glOﬂal Problem

‘ The regﬂonal problem 1tself is. amblguous and fluid, Indeed
some economists would Wanﬁ either to abandon the conoeptg subsuming +he pro~‘
‘bLems under lakour ﬂa4kct end 1ndustr1al policyj other would re—cmst 1t as

locaticn policy, w1th the income disfribution content removed o bther polisies.

PAEOHAINAONECHOAO00OOUNEO0RESROOA0NB UL RO RDA S mannoae.oep‘dooaaeuiqo'qaoqooeo"uoa soa s

,* Reference to CON(733550 flnal 3 MBV 73 = COM(73}II70 final 25 JUlJ 1973 -
comM(73)ITTL flnal, 25 July 73 - comk73)1218 final, 25 Jt;y T3 - ccm(73)1751
I0 CGotober T3.

HEAN FmpIOymant Fund is also being established and will have a connectioh'v
with regional pollcy. ~ '

%##¥Tndustrial and service 1nvestnen e of an amount of I0 mn. UwAn or nore9 end
Cinfrasiructure investments of an amount of 20 mn U.h, or more,

zev/ w08
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Since criteria for the distribution of regional funds depend on the
determination of a region in need of aid, oriteria likewise are difficult to
pin down, The aétual situation which policy has to influence is already fast-—
changing, and is likely to be increasibgiﬁ s0. Analytically, the regional
probizm is caunzed by the disparity in trends of facfbf and productiﬁity rates,
g0 that "highly"'paid labour can no lougsr be employed by areas of industries
with lagging prqductivity levels, The problem posed by E M U is that it is
likely to lead to a faster convérgence of factor price levels {on the capital
gide, by capital market integration; on the labour side, by Community wage-
bargzining oud wage-emulation) than it is of productivity trends. It is wn-—
certain whether or not pféductivity levels will converge: geographical polarisation
theories are qpposed.by ;&stems;1essen1ngv§ependence}on.proxiaityﬁto-markets, TCW

products lesz:aning dependence on naturcl resources, cheo.

Bt this is still to see the "regional problem® in fraditional terms.
Wo might be ~n the threshold of a new concept of %he "regional problem” (indeed
envisaged in lhe demiééion’s latest repo;t);characterised by pongestion and
infra~structure run—down and decay. And this progress might aiso be accelérated

by the industrial and social changes of T M U,

Furthearmore it should be recognized that the problem of regional and
structural imbalances has its particuler political and social 1mpact The mpember
states of the European Community have a much more intensiwe national 1ifé {hen
the members cf the existing federal states;’é.g. the United States or Aunstralia
have. They are GOLﬂtTEGS'Whlcn feel tqolr nqtlnnal Lacntltg strongly and ore
less able to toleretp eeonamie d18p3$1LLBS between one another then they are

within the nation stateg.

Thus, lt is go1ng to be exceﬂdlngly dlfflcult to defnne the regional
problem in futare years. And thls pressnts another 1ssue"as the reg¢ona1 problem

becons more heterodox, each memhernstaue (or ragion) can make a claim for itself.

In these circumstences, a list of Community crlterla is going to be

d**f:“d1+ to ﬁelxne. ?robably, they sb011d be very few and very 81wule, perhaps

N

put only in verry of 1ncome angd. unempL"wmﬂnt Levels. Once multiple: crlterla

priomim Bas prondacd wsin tothe Jefisit fn 4 ndepation Sl v.‘*“ Lorne
,

. v e s N . - - - - et b Ly
s oan o ihlianal ewiteria. 7. COLfTB)I?Siﬁ I debaher T773.



‘ - 47 - | 11/520/1/ 13-

are 1et in, the 51tuat1on could become unmanageable. The 31tua$1on to be -
avoided is the 90331b111ty of states and reglons able to propose sohemes
and . crlterla we-oh net out to their own beneflt Gommunltv reglonal and

employment pollcy would then tend to become ineffective and confu51ng._

2) Community Regicnal Policy and Yember-State Regional Policy.

I% has been stated, in connection with the Commission's"report'taﬁ# it
B Bea SEERE kqd@ﬂe iilﬁﬂepﬁheg“ cl:l eI Pl 11“3?09‘ oowﬁthhm"%hhnhpmrtl ropl:

m.er?;i.on-'-»:f}':;emeoienswf a1l mmending,

ThlS Sseems an unde51rable situation, to be avoided 1f at all p0531b1e.
The reasons are two-fold Flrstly, whllst the Regional Committee is to oo~oro1oate
mem‘oer-state regional aid, it mll ha,ve much mors ﬁlff‘lculty in a.ppl;y;ng umfown -
crlterle.Y than in the case of dircct Communlty aid. Secondly, it is dlfﬁJCalt
to see how substantial flﬁanoe can beoome available for the Reglonel fund w1thout
a tranafer of pessources from member-state budgets. Thls does not lnclude use '
of loan flnanoe through the Buropean Investmert Bank or othor Means . If p0851ble
this should not exclude the poselblllty te add to %he amounte envxseged oy
supplementary measureo; This Wlll be taken up again in dlscu951ng the Community

budget.

3) Mode of Community Regional Policy

1 Eerlier,-it was muggested that sharp; simple criteria should determine.
e region qualifying for aid. This appears to be in some conflict with the,foroe-
ful idea-that each region in need will have a particular identify and special
.problems, 80 thut enassor*ment of ald methods mlght have max1mum eFfootlveneas.
' Howover; there need not be confllct -there is e twonetege process, A cualifying .
region is determined on income and employment grounds, Yhen quellfled, 1te
"programme support” is decided in the field according to ite special nends, and
consists of a speclal set of grants/loans to new/exlstlng 1ndustr1es, retralnang :
grants/lnoome support for all/eeleotea workpeoplo, and- flnenco for partlcular

public goods and serv1ces.
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So far, the mode of operation of the Commmity Regional Fund has

pre—supposed its impact to Be on the éxpenditure side, with finance raised .

by some unspecified means. But, o? cours?,ithqse means themselves can be an
instrument of mgional policy. The simplest method would be a tax with regional
differentials, such as the V.A,T., or regionally differentiated payroll tax,or
corpdration tax, All sorts.of problems.are raised by such o suggestion. in:the
case of the V.A.T., 1t requires origin principle ftaxation and re-introduces
fisoal frontiers, this time between regioris. To use the corporation tex invoives
great difficulties over determination of where corporate profits arise, and of
conkrol. Neverthelesé, the method of regionally-differentiated taxation, helps
deal with the regional problem whilst also providihg finance for additional

actidn.an the expenditure =ide,

o,
C. SOCIAL POLICY

1) The Social Fund Approach

The original conception of the Social Fund was to deal with unemployment
resulting from the reorganisation of the cus’ $opesunion. The problem was conceived
as a ﬁihor one - most reallocation would take place by autonomous changes by workers
of 100ationlor Job. Consequently, the size and scope of the Social Fund has always

been very small.

It must become more important in the futube. On the one hand, the
Comminity must be expected to play a role in unemployment benefit schemes that it
did not play before, and on the other; the unemployment problem might become more’
extensive. The problem of enemployment and redeploymeht was already a major concern
vhen the customs union was launchedj with the advent of T M U , the labour consecusnc

of the resultanmt industrial re-organisation might well attain a new soale.
ltll‘.l.._..lot..il‘l.-‘llll‘.!ul.»!'lﬁl""""‘.."

* Wote that "social union™ was included as an slement in the second stage of
economic -and monetary union in the Paris Summit commnique - Reference Yo
“Guidelines'for a Social Action Programme' COM (73) 520, April 1973 alse.
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In dealing with this problem alone. questlans arise ag to the te-
quired gize of an enlarged Social Fund and its modé’of use, It is éstimated
that the current ammual rate,of redundancy in-the Nine is 3,750,000, If
the éutlays per head of fedugdantrworker_of the EGSC of 2,000 U.h, were
‘applied in the commuhity,'tﬁé implied size of the Sacial Fund would be
1mpossibly 1argeo' It can be re&ucéd by aiding onLy-some of those made
redundant, and by restrlcting the range of a881stance given., It is gene-
raliy agreed that the Community should concentrate on support for retralnlng,
go as to give its’ programme a p081t1ve lOOko Even 80y & SOCldL Furnd9 en-
visaged but yet to be aohieved of 358 mn Uoho for 1973 (1974 47T UeA.),
looks very small against EESC,standardso Oreater enlargement than this
-appears 4 minimum aqcompaniment'of EM.Us, unless thé“bur&en off labour -

adjustment is going to be taken on'régional and industrial policies,

Whether the Social Fund is-éxPanded to give the Community a fuller
role in émployment policy, or because the employment consequences of EM U
are likely to require it; clearly there is no justificaiion for its finance

by a system of juste retour;.those areas with the highest incidence of conse-

quential.restruoturing need to receive most, pay least, the main:contributors
being those areas on the fortunate end of the benefits of B M Uo

2) Alignment of Social Security Systems

. Another great aspect of social policy lies in the possible alignment
of the social security systems of the member-states, This does not necessa-
rily:have,direct consequences for -the Commmity budget, but has mejor impli-~

cations for member-state bu&getso

. Whether alignment is desirable or not can be dealt.with'ffomfan
economic: or sooial viewpéintnf Froﬁ’the economic,-side, it is mecessary to
| look at social security contrlhutlons by employers ard Yy employees- separa=
tely. The payment by employers is sometimes argued to be a quasi-wages
The question arises’ s do diffebences in net payments by employers: and ﬁ@t
receipts;hy employeeé“inimember4staﬁes interfere wifh'%he_mobilif& ;hd o
location of .capital and enterprise on'the ons hand,:énd‘Iabbﬁr'oﬁ"fhe _
_ othgrb? ..The answer is probably Yes: for capital, but is much more dubious
- for labour, as such & complex of socic-economic factors affocts labour -
| moveménfc‘ The establishment of a Common Market with unimpeded factor flows

‘therefore demands long—run allgnmeni of emplcyers payments to sécial -

LY
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securlty. And 51nce the sllce of social securzty that is f1nanced through
+the budget of the member—state is varlabte and modlfles the amount directly
pald by flrms, 1t 1s dlfflcult to seec how dlfferences in the lelSlon of
social securlty flnance between state and the prlvate sector can remain, except
in a sense to be mentioned later. Whilst economic arguments support the alignment
of member-state budgetary participation in social ségurity, and of employers
contributions, it is rather social forees which will,; in the long run, demand
;alignment of benefits ( and hence of the final residual items in the socia}
security accounts of employee ocontributions). As social and cultural integ%atiOn
‘proceeds, there will be increasing emulation effects ; people with an inferior
social service will view the best standard of provieion in the Community with
envy. Each stéte, as now, will be a shining example in one asPéct - ﬁnemploymeni
henefits,-family alléwaﬂcés, pensions etc. - and form a goai for others. This
"leveiling-np" process is part of mocial innovation to be discussed leter; it

mist be gcoa and desirable, only thé cost is daunting.

o The sums 1nvolved are staggerlng. For example, thc total cost of
‘unemployment payments throughout the Community if prov1ded at a unlform standapd
would vary from 960 mn U.A. at the lowest (Italian) standapd, through 2,880 mn
U.A. at an intermediate level (U.X.) %o 9,480 mn U.A. =t the best level (Germany).

Slmllar results are obtalned from "levelllngwup" other social serv1ces.

Of coursesy. allgnment and theestabllshment aof Communmuy standards
of :provision may or may not involve direct administration by the Community -
member—states conld bs left to finance and administer the uniformised schemes.
The key difference is that operation by the Community would tend to inveolve
a redistributive clement (assuning that the Community budget‘were not deliberately

finenced to ensure juste retour), with those wikh currently poorsr standards

of provision being the gainers.

Tt remalns dlsputable, of course, whether all parts of the SOClal
securlty system should be suhgect to the alignment process, eVBn in the Very
long run, when SOme aspects are verv culturally identlfled w1th par%xcular :
membe"—states - should not member—states ‘always be able to prov1de more health,

more educatlon, if w1111ng to self-flnance i$7 It 1s true that thls 13 in confllct

Pl
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- with social 1ntegrat1on in the Communlty,bht it has often been asserted that
‘the ultimate 8izd of a nation's 'velfare" budget (iwnanced by non—harmonlsed

toxes) would remain dlwcretlonary.

Whllst some parts of what ie normully rcgnrded g gociel securz*y
has 11ﬁtle relevance to EM U ; en 1ssue whlch is not much dlgcuvsed in Turopesn
gocial pollcy, namely hou81ng pollcy, is hlghly relev.nt both to efflclency (of
the 1ubour market) and equlty.,Attentlon should be leen to the harmonlsutlon of

some aspects of menber—state hou31ng pollcy.

3) Sceial Inncvation

This ie the widest, ard in many WAYS, the ro«t f.sc1nat1ng'v16w, cf
whai'Coﬁmunlty soclal policy should aim to do. Tt includes whau nlght str10t1y

be termed "sOC1al", and what is rather "environmmental:

" Soeial - i pework™ pollcles, e.g prov1d1ng +r 1hing an&
E | creatlng Johs for mlnorlty and dlsadvhntuged groups
suoh as yOLtn, women, 1mm1grants, coloured pe0p1e,
1mprov1ng and changlng condltlons of work partlcularly
-ln tde factorys fosterlng effectlve worker part1c1pat¢ﬂw

etba

Environmental ¥~ "outside-of-work! policizs, z.g. adnlt educatiou;
leisure and culturel facilitiess colmunﬂty centres5

urban and rural protection; etec.

A strong case exists for such an inbarpratation-of'tbafg&&ls of Commuiity
social policy. It associates the Communlty w1tﬂ the best of modprn democratic thinii:
and hms its 1mpact among those where the Communluy at present 1nsp1res advermo or
'zero fecllng It could d15a88001abe the Communlty from "old" pollcles, Such as SomL
forns of reglonal pollcy, which have not been consplcuOusly succcssful when nractl:n
by member-states. | ‘

e © © & © .8 ® o, e s ©o @ © ©@ B © @ & & 5 @ © 4 _0° © O 9 & o P G B ] ¢ o B8 © & 6. 8 o w

* There are obv1ouo connectlons with reglonal policy, but these pOllCleS are
within the: scope of the soczal poliecy document oft the Commiszion referred- toa
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Unfortunately,; as the appeal of these policies magnify, -so does the
cost. It ig difficult to see how these could be financed directly by the
Community, though perhaps the Community could urge implementation of some of them
by member states, though the specific Community initiatives might not then be
s0 clear 10 the pébple. If the Community were to implement some of them, it
would probalby have to be at the expense ofrmore orthddox sPendiﬁg pélicies.
It really is a orucial quéstioﬁ:'whetherrthe Comimunity ié goinguto duplicate

nmerber—state policies, or strike new ground in tihe socio-gconomic field,

D. TNDUSTOTAL POLICY

1) Minimal Communitvy Programme

There is a well-recognized list of policy heads comprising Compunity
aims in industrial policy. These are (i) removing ¥echnienl barrisrs to trade
(}i) open tendering for public contracts and the development of Community
_procuremént p;ocesseé ﬁy Community public hodies ih oertaiﬁ sectore (iii)
writing of = EuroPean company code g¥id hﬂrmoniS?tion of nertional company
law {iv) promction of mergers and other Fommunlty assistance to small and
mediumesized firms and proaects {v) speaial aid o sectors on account of the
neéd for reconstruction, highIR & D costs, need for vast capitpl investment,
eto. (i) development of Community antimtrusfﬂﬁclicy and its dceorﬁinatibn

with member-gtate monopoly poIiCies.

From thls r¢ther 1mmensc and costly programme the problem is to
gelect those pollcles which are the nost essentlal nccompaniments of EN U ,

or which are'fairly‘easy in'terms of cost,

Work on removing techniéalﬂbarrieré to'trade, which includes harmonising
s+andards, patents, weights and measures, etc. invblves littia financial ccst,
and certalnly ghould be at an advanrai stage 1f trade is belng oarrled on in

terms of a single Vuropoan currency.

... Open public proourement, involving goods, services and finance, fall
partly qndgr market integration, whioch economic union encompasses. Its
achievement is mainly a matter of overcoming national protedtion,-and'should
get ahead in the T0s, through the establishment of Community public corporation

seems farther off.

ceifan
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2) Longerwrun Programmes

The next threoEQOﬂents of industrial-pdlicy 21l involve actual .

ildustrwal reustructurlng, uSually 1nto a 1arger, transnat1cn 21.scale,

It e dlfflcult to distinguish that whlch is & necessary accompaniment
t5 B.M.U., since, more tham in the case of the rempval of tariffs (which gave
a lemdAon those industries to be most affeo%ed),tit is very hard Yo forsec.

Whlch indnstries will be most affected by the progrusq of T M ﬂ;v‘

In general, it will be those w1th a strong geographlcal bles in
certain part” of the Community, bux a551stance to these is a matﬁer of

rogional policy.

It does scen that, at.least in the Second stage, industrial policy .
w111 ha ave 3o be covxlned to the nom»budgctﬂry neasurss discussed above, plus

' that part of reglonal.pollcytrhlch has the aim of modernisation of 1ndus#ry,

. Tor a IOng—time,,ﬁhere may be a pressure for industrial poiicy, in
its bhudgetary a#pect, to be one of assisting lame-ducks, rather than:having
the more positivc‘role of financing large semi-publiec projects of Europeang
interest, a pfeésure to be strongly resisted. Of_poﬁrse, in the’main,Atréns— i
- Community projects will develop anyway as-private ventures, and some mighf
ar'gle that vast pﬁblic'funds should_hever be so used. When they are, such a
project might have special provision, rather than depend on inclusion in the
Community budget; | | |

®. THE CO"’F’"UEITTY BJ}J(‘ET

1) Cong a1*7+1ve and ?qgglatorv Pollﬁies yersus Budgetary POllCleS |

_ A number of the policies discussed do not imvolve hudgetarj finance,
 but'c6nsu1 tative procedures, und the establlshment of Pommunlty Taw and
regulation. These policies include, for example, consultation zhout, and
co— ordlnmtlon of, wember—state budget deficits, reglonal gid efforts, company‘
law, stocx e®change regulutlons,-compet;tlon policy. In the main, they dp not
invelve conflict with each other, or face financing.obétacles, aﬁd-hence

should be pushed ahead with, in a compartmentalised way, as fast as possible.

DGo/oqo
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Meny other policies,and often the most crucial, need financial
regourcas, a grect obstsocle to their development, and are in conflict one

with another, for that very reason.

A very good way of confronting the limitation: of finarecial resources
and fthe decisions required between the policies discussed is Yo consider the ’
.developmént_of the Community budget in tﬁe gecond stage (to 1976) agd in the
stage beyond (say, to 1980). ‘

2) Projection of -Comminity Budget Expenditure 1976 and’ 1980 -

The commencement point is & budget in 1973 of 0.57 % of Community
G.N.P, (4,400 mn U.A.) ¥
Expenditures 1976 and 1980

(at 1973 prices)

T d

1976 1980-1ow _ - 1980-high
U.4. 0.G,W:P. .. U.A. C.G,N.P.  U.A. C.G,F .
rirl Gy mn e o B
C.AP.ctc, 5,262 0.6 6,156 0.6 6,156 0.5

‘ Soecial Fund ‘ )_ . ‘ ) % . . e % -
““Regional Fund ) = 3,508 0.4 14,364 1.4 24,624 2.4
Employment Fund) - S : L

Total 8,770 1.0 ' 20, 520 2.0 30,780 3.0

#* Industrial Policy included

‘e base our projection %o 1976 (the second year of resources propres fou
the Six) ** on the Commission's recént estimate **% of the total size of the budget
of 1.0 % Community G.N.P. {which target has not as yet been agreed by metber-statesn!
by assuming a growth in C.A.P. a little above proportional-to-G.N.P, growth (C,A.P,
expenditure represcnts 0.46 % C.0.¥.P. in 1973). h

H 2] to- .
-i.'t'itooo- ¥ 4 % . % 4 8 b B & & # s & B & a3 & B ¥ » 4 .8 % #& B & H -+ & & ¥ S+ » a1 a

been proposaed for 1974

¥ Tn general the accedlmg countries w111 fully partlclpute ln the system from Janur:
1st 1978. :

%% Referonces to Commission’s communication to Council on B M U , April 1973.

R P
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~In considering the balance between thé non-C.A.P. expemditures, the
Commission document décléres-that-regional aﬁd'employment policies must take

priority in the second stage.

The tWO}problems whlch present themselves are these (1) the small
- scale of resources available for nonwagrlcultural policies (ii) the method of

working towCrd largely similar purposes through three adminigtratively separate
funds,

When we come to 1980, we might postulate that the Community Budget will .
', have continued to grow at the same rate as during l973~76,_or at an increaséd rate as

trangitional problems of enlargement are over and Community, identity is more establiehe

"Simple alternatives for 1930 are presented in the foregoing table by
budgets totalling 2,dﬁ_cOmmunity'G,E.P, (the low alternative), and 3.0% Community
G.N.P. (high).gThéré is nothing to;go.on at present as to the likely or desired  ' AR

division of the "halance" (after C.A.P.) over the various policies lisfed,

This is a rathcr unsatisfactory wuy,.us1ng mere prOJectlon, of estﬁbllshlng
tergots for the 81ze of budget in thes uture. ﬁore satlsfactory would he the approach
of "costlng“ the various gomls in regional, ‘social and 1ndustr111 pollcy. But here
the problem is that the cost of these many intentions and hopes would yleld a very
mch gresa ter figure, which ulll appear unrealistic when the financing side is
‘considered. This erucial problem of the Naaph betweon pollcy aims in +he m&ny flelds,
and the apparent budgetary limitations, is one which we draw special attentlon to

1n our conclus ons.

3) Financing the'Community Budget

Reguired finsnce for the cbove budgets is fairly eésy to egtimafe'in the
“broad. Revenue.ffom:the two agreed sources of C,E,T;rand agricultural. levies sun to-
70.52 % Commuﬁity GoN.PQ in 1973 (net, i.s. 90 % of member-state aotual‘receipfs); ItJ
is not possible to forecast the trend of this % in view of etructural changes %o'be'
eipectod during 1973 - 80, e.Z. changes in world food prices, in the C‘A P. ifself,
complntlon of new trade pacts ‘with third party countries, ete. In general,lt might

" - be assumed thai these two sources of finance will not b very dynamlc, and,so '

u-e/-no
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they will only grow in proﬁof%ions to ¢.0.N.P. Then, they will provide for
(say) & budget of 0.5 % C.G.N.P. throughout the period. Consequentdy, the
Weztra® finance which has to be found for our 1976 and 1980 budgets ig as
follows: , L . .

1976 an exbra §.5 % C.G.N.P,

1980(1low) an extra 1.5 % C.G.N.P.

1980(high) an extra 2.5 % C.G.H.P.

This "extra" finance can be raised from orie. {or more) of several sources:

(1) VAT |
| (ii) Corporation“tax ST
(iii) Seignorage on a European currency issue
(iv) Short - and medium-~term borrowing
(v) =~ Direct contribution bj-meﬁber—states

The requirements in terns of V.A.T. are easily caloulated in broad
terms. It is almost true fhat, with harﬁonised taxes along the lines of Community
'.Dlrect1ves and Commisgion plans, a 1. 0 % V.A.T. rate in the Community at lwrge
yields 0.5 % of the Community G.W.P. From this factor, the Community V.A. P, rate
required to entirely finance the "extra" margin in all our budgets is simply
deduced: *

V.A.T. required, in addition
to C.E.T. and Levies -

1976 - 1.0 % V.A.T.
11980 (1low) 3.0 % V.A.T.
1980 (high) 5 0 4 V.47,

If we congider finance by the corporation tax, useful factor is
that corporation tax yield in the Community is approx;mztely equa. to a 3.25 o
V.A.7. Its potential as a source of finance can immediately be seen by ‘reforence -

l’ll.ll'.‘.CI.l.lD.!I'Il‘i."-..u..l‘--iﬁ.l‘_iI...l

% A uniform Commumnity V.A.T. rate system, for flnanclng purposes, cen be combined
with a flexible member-state ratey for stabilisation purposes, as proposed earlicr
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ta the V,A.T. rrqulrements to. Flnanca our Communltj budgots - 1t would comﬂ‘etely
f]pancb the "extra™ requlrcd for the 1080 (107) budget. Of course, -it & ery
'dubious *hat the wholc'=f current corpuratlen tay. proceeds eould ‘be utlllsed in
this way. Nodlplcd proposals con31st 1n the payment ¢f a Compm ny corporation

tax by companies incorporated unaer tne newv Pom;un1+y cOmpally COGE. Its ylold

.by 1980, would .of course only be. ;ome!proportlon of the above, dbpondert on the

progreas of thﬂ ucvelopm@nt cf Conmuﬁlty comnpany lLow.
|
Turning to non—fizcal means of flhﬂnolng the Gomﬂunltv budget “both

-

methods mentloned 1nv01ve the rrogresa of monetgry union and the development

of tha Furopcan currency. ‘ . P
i

The anmual revenue that could be expected from seignorage (ar rigﬂ*Foféiséue)

can be calculated as follows.l it tau uuropean currency became 10 ¢ % oft tne Eurcpean

money supply, and infiation ard the rﬁﬂl rate of growth are eauh gosumed o be at 5.0 %
7 Der sRnum, tnv¢e i$ & revenus eld to the Community bu&met o? Ou 4 d of C.G.H.P.
annually, as a *esult of the growth of Gommunlcy money . 1ncome. ThlS could cover
upproz¢mately oueqelzth of the 1580 bulbﬂCCSu

T

Howaver, the use of this means.of-financing.the budget is a much disputed
|- .

one. Historicalily, the method has E1W5VS ‘been used in’part and in greably varying
degree in the flnance of bulgeu € pondlturés by WurOchn nailon—stuth, But the

transfer of such powers to the Commuﬂl y wou1d, how, give rise %o = cuic polltlcal

coniroversy. ) ) ) : o
LT ' I
- I

In amditﬂon, from the aconomlc viewpoint, the method may be 1nf1a110nary ‘
(depcndlng on.numerous conditions suoh as the degree. of replacement of selgrorage
earﬂlngs,to‘Amerlcan.cltlaﬁnsAthrough:tne operation ef the Luro-molizr markbt) ana
insofar as 1t was so, the method woul@ be. in conflioct W1th_the ant;nlnilgtlon

- )
policies which the Community is currently much concverned with.
| -

.« = @ « ® 2 @ & L] e = . = 0 9 ¢ 0 ;l- e & & @ b LI N L e ¢+ & © @ =* L] s o o L]

* If ¥ is the total Commnity moncy c‘u.pply unde fassamed value 2 5) is tha
ratic.of total Community incoms to m,'then MV = Commnity.Income '
S 'JI(V)- (0,05 + 0,05) Commurl‘bv Income
With a fracticn of 10 % of the C,E.C. iy the Furopean money supply the revenus

potential of tHe C.E.C. as a fractlon [ uommunltv income iz 3,1 .=
0.1 AT = 0,1 (0,05 + 0,05 = 0,004

. Community Income 2,5

-.../;,;-’
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The method of financing a Commuriity budget texwreveme deficit by
short— or medium-term loans, does not essentially depend on the existence
of ©iBiC.(since issues could be flosited by agreemont with member-state
in nationzl currencies) but rather obviously tiss in as & joint development
in monetary union. The termestruciure of such loens gives rise to. conplex
economic ‘and monetary effects, and requires co—ordination with member-state

debt policies.

The final method of finance that is listed, direct contributions, is
a return to the cld system, uncesirable since it involves a diminution in
Community identity, and should only be regarded as a last resort if all dher

means fall.

4) The Community Budget and the Progress of Bconomic Integration -

_The overall conclu51on ig thet a very lﬂrge gap exists betwzen
ihe mere extensive goals of reglonal, sacial and 1ndustr1al pollcy, and
what appears to be feasible in terms of a Community budget even at the more o
optimistic level of 1980, It is doubtful if even the minimal programme of
regional/employment/social polivies, needed to meet the dislocation produced

by monafary and capital market integration, can be met.

The member-siates should be_asked to recogniée more fully the need
to mske available financial reSOurces io méef the ecénomié éna gocial consequences
of developmerts in the monetary and cepital fields. Since the latter is brihging
real income gaing, thié’ohly represents“some transfer of the gainsg &f T.H.U.
to the public sector. Alternatively, if it is politically impossible for
member-states to raise gzizg tax revenves for Community purposes, the imperative
need for a growing Commuhity budget must be met by a transfer of some Gurrent

member-state budgetary resources.

Tyen w1th such transfer, the Communlty budget w1ll corntinue to look
small, when 1ts cormand of resources of 3.0 % % C.0. N P. is compared w1th member—
state budgets ‘of 20.0 - 30.0 per cent of their G.N.P., and when compared with

federal fincnce systems in U.S.A., Canadas, Australia, etc.

o/
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Sﬂne cula argue thot 1t is not only Sﬂall but distorted, 1n fne .

sense of rmpresenl_qﬂ pOllCleb on bcth the revenue c;ﬁ expeLdltura sldes,
which are crylng out for TGVlSlona On -the expenﬂlTu“e side +ne obvuous
&ﬂdlddue for Te-eX amlnatxon is the mode of ag“lculcurp spending e On the
reveuue 81de, some woulé wish o see a dec7ine in the revenus sources of
agr;cultura1 levies end common exﬁernnl tariff, in the 1ntereuts of'extenr'
ding the frée trade concept,to areas of”the wbrld.ouﬁéide the Community,
and, in particular, increasing'noh~rebi§rocal concessione to impo}ts from

develgfﬁnw comtries, -
ol

Thus, in %he'loﬁner-run, the3Community'£udgét'shoulﬂ 1ot paly gain

‘ substantlel¢y in sxze, but change S¢gn1#103nt1y from ite present structure.
Pbu 1cngnr—terr muqt see the exercise of Comnunlty rollCles in

‘the threQ claseic budret,ry pollcles of the pr071q10n of pub“;c goods, ;uarw‘

bilisation policy, and ulstrlbutlon pollcy, directly and ez pllCltiynJThLS

will qualru o Community tax systen, Community éxpenditures of a short

and leiger-term nature, and Community debt mcnagcment also short and lonn—_

term, It is also incumbernt on the- bonnunﬂty to rncognlse that a‘l of these

fiscal and debt policies have an impact on each of the budgetary funct1ons1

aﬁdgpa?ﬁiC&lﬁT policies mast be examined for théir dgt:igegtélgqffsctHonf‘

some groups, as well as . for the benef*ts to othms°

- A reviéw-of C,A;ﬁw is to be mede. by the Corn1851on by the end of 1973,
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IV. Concluding remarks

1. The develoepment of the Common Market, chaiaoterized by the free movenments
of goods, services and“factors of produciion, into a fully fledged Feconomic
and Monetary union marks an important and pe“haps decisive turning p01nt
in the bulldlng of the Furopean Conmumnity, Zut there should be no delusion :
the tasks and obJECtlves etiil awailing their fullfllm-nt sre by no means
easier than the already d1f¢1oult auhlevements of tho pest The trancition
frem the Common Market approach ~ which for sure has not yet gome to .an end -
/\ to the creation of an economic and monetary union, 1mp11es%§_EE££E_E§;E§phabls from

market infegration. to an institutional integration. The former is mainly concerned

with the abelition of barriers to intra-EC trade and facior movements and the im-
rlementaticn of related comman'polioies, particularly vis-a-vis the outside world,
bound'by eommon political résponsibilityy for effcient decision taking processes

t8 work towﬁrd-%he:caﬁmon cbjectives and policies which form the core of EMU.

1

A new corcept of parellelism, enlarging the accepfed principle of parsllel
‘progress between gconcmic inbegration and monetary unification, follews from
- this development. Whersas up to the present mest efforis have eoncentrated on
the integration and smooth working of markets, with EIN ..Hme has come to maich

a further deepening of market integration by action on the instrumental gide

through broad-ranging 1nteraependend measures in the fields of economic and

. social policies. Further reliauce primarily on liberalisation measures and

markets would ultimately lead to a vacuum.whers national gvernments have given
up the independend use'of'ﬁé 'cy instruments to further social avd sconcmic goale

without substituting them by common instruments and policies.

Againgt this background it has become gquestionable whether the old idea,
dear to the founding fathers of Zuropsen Integratisn of using economic ™~
integration a8 a lever ip pave tle wory for the ultinzte goal of
political'integration 5111l offers a valid and reliable operationz] base for
further progress &f the movements towards a united Burope. The institutional
integration necessary for a succesful sconomic and monetary union appears to
R

meke it hardly meaningful to push ahead only in those areas where consensus

can be reached and progress is still possible. In this respect the development

o)
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of the Common Agricultural Policy appears as a ‘Tevealing examnlé. Therefor

this appron ach no. longeriie’ oknconvincing now that the-stege of inetivwivonl
integration, implied in the transition towards Eil, is. veached.
This Teport hes not dealt with the afercmentioned-prodlon explicitly.

Tt is founded on the widely épfead politial will to achieve progress towards
economic. integration and monetary-uhificationo '

| The point to be stressed is that the bu1ld1ng of tne Tconomic and .

f konetary Unlon will enly succeed if 81multanoous prcgress can qo acnlernd ovnr

the whole range @f iesues that have been dlscussed in the preueedlng purtu, i.e.

the comprohen81veness of the pollcy suggestlons which have' been put forward is

{ more important than any of the 1nd1v1dua1 measures proposod° Only such an approa oh

will malke it p0351b1e to deal adequatiy w1th the confllcts and traae—offs lmplLbd

in progress of the ﬁurOpean constnuctlon.

Tt shou d be recowgnﬁzod mere than hns besn the: oose P tlll nCW'“‘“' -

_ thut evwxy-ﬂommunlty policy has 1ts impact . on maltlplo obJectlvcs ,_mﬂnetavg,
l’ECOHOMLC, 5001a1 and even polltlcal In ordem o av01d that PrOgress - 1n one field
ig followea by even bigger steps barkWﬂrd in other flelds, the cosﬁs and beneflts
of every pollcy ghould be evaluated and bal‘.,ncedu It ig in this respect tnau the
lneedlfor parallel . progress in the d;fferent fields of fhe muropean,eninrprlse gete
-its fullest significance. At fhe Saﬁe time it should.be pointed out that as far us
.the need for harmonisation policy is concerned what matters in the first‘piace

is not nccessarily a greater uniformity of instruments btni a betier coberence of

e

the effectyg  of different policy-measures.

"ﬂ‘fsl Az a viable and cfedibleggi;gggégg@tg;ﬁygﬁem for the‘tgansiiignal_ﬁézisﬂLtowa;ds
[ T, the report supports the dissoci#tiqn'of intra-EC exchange rate relationship

from those with the rest of the world. At the salme time it is recogmized that for
the Yime being, fixed intra-EC exchange rates are not compatible with the state of

semi-integrated economises achieved so far. Therefora a sysiom of limited intra-
Qgggggijgﬂflffié}}ijﬁ;gombined with!joint—floaﬁing erga extra isg proposed. The

cregtion of a Cgmmpn Buropean Currcncy, defined in terms of 2 bag of mational

gnlflcaylon.would, among other‘thlngs, facilitate the operatlon of the limitied

| B -

1
: ﬂna/ao«a
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( Tlexibility schedule.-nd promote the lideralization of caﬁital movements

vy oflering en ziequate instrument for a truly Furopean unified noney

Y ogal capital market.

To fulflll the functlons envisaged for the COmmon uuropean Currency

it mst be more than just an 1nstrumont for off1c1al se%tlements. It should

aJso become the common intervention currency for- stablllslnp the value of the

ourrencies of member-gtates on the chhangp markete. This 1mp11es the 1ntro—

e —— e ——

duction of. the. Comnon Wurﬁpean Currency as a. mediun 1nwmh10hwpr1vate trang-

: f;‘§3i+ans can be settled For these functions it would suffice 1n1t1a11y to

Y
-

~_ [~

restrict the use of the €ommon Turopean Currency to what is called a "monnale

cambiaire"., The rdle of the Common Furopean Currency would beé comparadble to
(_‘_\"'_"\h,

that of the Buro-dollar with. possibly supplementary functions.

/ A new currency, of course, needs an 1ssu1ng body and poecling of

j reserves, Hven more important is an aaequate manabement to prevent it from
becoming another engine of inflation. A decision~talking body in monetary affairs .
the Turopean level is thus to be created.concomitently. One of its major fasks
would- consist in, 1mplement1ng a Buropean money supply policy, 1nclud1ng control

over national money creatlon. L ST . N IR

3. ”he progress thus achieved in monetary unlflcatlon can only be successful

| and uporatlcn@; if backed hy sufflclent advance in economic 1ntegrat10n to cope

with conJunctural and structural imbalances wh;chﬁ@gnetary unification itself
mleght even enhance. In general, hoﬁever, economic and social integration deserves
to be pursued in its own right. It should nof be constrained to the minimum rate
of advance necsgsary to adcompany monetary unification (and vice vgrsa). Advance
in economic union has its own significance. It is more than just an infilling of

viczs wrought be monetary union,

Stabiliszdion polior aiming at a steady rate of growth of GNP with pric

waxler a balance of peynent constraint besomes meore

Corfuecyioral palicy has to ve pursaed at shrse differant lewels

why, marhaivesinte, Teglovnsi. As compored with thoe mesber—state sifaantion, H

Cemmuniry oyule probleom is “J+p N qomlﬁet 1 by pricss whercas thu divergsnsies
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for regions’ m1th decllnlng 1nduatrles are domlnated bv ddltlonal employment ‘
011"f1c.11ules° Tor-the Communlty cycle progress towards PNUEﬂoag the ‘1ines
advocated in this report offers the right ins truments (FOheta“y to daal w1th 'lf.
the problem i% brings about n%molj the conualldatlon of a Communlty cycleo

A any rwte, further progress towards ronetary unlflc?tlon through, nerrovlné
marging for exshange-~rate fluctuatlons would requlre en 1ncr6151ng syncbronlzatlon
of Community cyecles. The ompha31s of stablllsatlon at the memoer-states 1eve1

maet shlft to budgetary instruments. A suf flclent degree of flexlbllltv w111

have to come from the fiscal s:l_d.en HOWevor, thig runs counter Ho pome plans for

tax harmonlsatlon argued on the grounds of remov1ng digstortions fo trade and

factor movements,

Ragional ulspar1+1es 1re céuééd.%y diﬁergunt tronds of fachwer
prices and productiviiy rates, so that “hlghly" paid- 1abour can no’ longer be -
employed‘by,areas or 1ndus+r1e° with lﬂgglng proﬁuctivi*y‘flﬂVé‘Hs*T¢tis Tikely thet
'_EMU will léad to a faster convergence of fachor prlce levels than of product1v1TJ
trends. Thls makes the need for a large seule reg1ona1 pollcy a% the Commu31ty
level all the more urgernt. However, mattora are COMPllCutOd by thu dlfflcultJ
in defining the regiopal'probiem, particularly as'w; age‘oﬁ'ﬁhe ikreghémdUSfZAT
new‘concept of fhe.reéional problnm characterised by congestion and infra-structure .
rui—down znd &ecavu To 1v01d the situation from becoming uwnmariagezble the list of
Pommunlty crlterlb should be Kept very short and simple and perheps be put only

in terme of inccme and unemployment 1evels,

~ The schedule for limited exchange rate flexibility supported in

this report‘as part of the transition to THU would be greatly strenghthened -
if a Betier harmonisation of average wage and price increases. could be broughi
about. If exchange rates arec ultimately to be rigidly locked iﬁoomes-policy -
consistent with remaining productivity differences becoms 1ndlspensab1e..Trade
”unlon COwoper&%lon wilil have to play & tig role in this respﬂct As reﬁards
sccial policy, questlons arise as to the requlred gize of an enlarged Soolal
_FUnd“and.its mede of use since,with the advent of HEli, the labour_consequencés N
Qf'therresuitant industrial re-organisation might well attainra‘new adrle |

Yhatever the ﬁarticular pelicles adopted in the social fieldy it is clear

that there is no justification for its finance by a sysiem of Juste reﬁour?

4
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In the field of industrial policiez the predlem is to select those policies
vhich are the most escential acccompaniments of EU or which are rather in-'-

expensive in terms of costs.

4.. Most of the afore-menticned policy proposals, and indeed theimqst crucial
ones, require substantial financial resouroces exceeding by far the current.
Community budget. Therefore,the Community budgetrshould be expénded to, at
lecst, 3 % of the Community GIP by 1980; Perhaps this is the best way teo
illusirate the great difficuifies and resistances which havé to Bé ovefCOme_
if the objective of an economic and moneté;y union by the endrof the decade

is to be transformed into reality.

In general a great gap exists, at present time between offical
declarations of intert and the concrete actions undertaken to Ffurther progress
on econmic integration and monetary unification. Tt has greatly weakened the
credibility éf EMI. It ie time tc recognize that the proclamation of high
principles and objectives is not sufficient to guaranfee their implementation
in économically meaningful and viable schemes, The principles need to be

followed up by common policies.



Page 46, footuote E:

* mhe anmission hda br0posed qung the deflolt in the mlgratlon of labaur

force as’ an additional G“lt@fl)ﬁ. Gf. FOL(73)1751 10 October 1973

'P@ge‘4T, §2:

'2) Gomﬁunitypﬁegiohél Poiicy o) diMember—Sﬁate;ﬁegional fdliéy

—

It has been staied, in connoc ion w1th the Ponm1551on R rupOTL dni

1ts subSGWuent proposals that the -‘Hegional Fund will supplement rather than

_ partly rcvluce member—suate reglonhl spendlnb._.J

Page'S?, delete the'thfee last lines of the footnote aﬁd substitute them bj H

”1th a fractlon of 10 G of the C

pot@nt1al of the C.ﬂ.C, a8 fractlon of Cummunltv 1ncore 1s ‘

0,1 AN = 0,1 (o 05 + -0

E,C. 1n the European money supply the revcnue

Communlty Incomu _ 295

05) . = 0,004

Page 60, delete § 1 éndisﬁﬁstitufe it by :

1. Thefdevelbpment of the Common

]

oo

Mariket, characterlzud bv the ;ree movements

“of 50065,'serv1ces ﬁna faotora of produotlon, into a fully fledged Fconom;c

and 1 ﬁonetary urlon ‘marks an. 1mportant and perhaps dleSlve turnlng p01nt

in the bulldlng of the uuropeqn Comminity.

‘But there should be no. deluqlon :

the tatks and objectives. still awaiting-thelr fﬁ}lf;lment are by no medﬂs.

easier than the already difficult achievemenis of the past.. The transition

frcm'tﬁe Common Harkeét aporoach < which for sure has not yet come to an end -

to the creation of an econhmié and mprietary union, implies a shift of emphasis

. From marret 1ntegrat10n to »n!institutionﬁl integration. The fdﬁmer is méinly

conccrned wvth the abOllthP of barrlers to intra-EC tr&de dnd factor novementc

and the 1mplementa¢10n of comAOn p011c1os, Dartlcularly v1s—a—v1s the-out51de -

world, wncreag the latter. concemurbtcs on creating the necesgary setmup bound

- by common polltlcal r@sp0n31balﬂty, for eff1c1ent deblSIOﬂ taklng procesaos

$o - work t0ward tha‘common_obgcotlveu anﬂ pollc1es dhlch form the core. Df EB

- i
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