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Economists v. monetarists — agreements and clashes in the drafting of
the Werner Report *

The work of the Werner Committee, the discussions, debates and negotiations in the
group of experts, and the ensuing agreements and arguments about the points at issue
gave rise to clashes over the idea of currency as the principal vector for the integration
process.

There were generally two opposing points of view, two contrasting ways of thinking.

On one side, there were the ‘monetarists’ (whose standard-bearers were the countries
with weak currencies), who argued for ‘institutions’. To their way of thinking, the
priority should be to set up institutions and lay down requirements to be met. After that,
there would be a coordinating of economic policies, driven forward by concerted action
on the single currency which would already exist. The ‘monetarists’ thought that the only
way to give any credibility to the prospect of monetary union and influence the behaviour
of players in the economy was to set a timetable and lay down some rules of conduct. On
the other side were the ‘economists’ (the countries with strong currencies). According to
them, a convergence of economic policies — monetary and budgetary policies — was
vital and must come before the setting up of institutions. A single currency would come
only at the end of the process, as the ‘finishing touch’ to a harmonisation which would
already have been carried out. ?

In the Werner Group, economist positions were supported by the Germans — in
particular, Finance Minister Karl Schiller, who tabled several documents on behalf of his
government, including a ‘German plan for monetary integration’published on

12 February 1970 * — and the Dutch. They were joined by the Italians, whose position on
economic and monetary union, influenced by both economist and monetarist views, *
evolved over time. ° They thought that ‘the fact that the word economic comes before the
word monetary in the expression economic and monetary union proved that monetary
union should come after economic union’. ® The French and the Belgians (Baron
Ansiaux) sided with the monetarists in considering that the economy is led by deliberate
monetary decisions. For them, therefore, the priority was quick decisions on the margins
for fluctuation between European currencies, concerted monetary action and the
establishment of a reserve fund. Through his earlier public speeches and writings, Pierre
Werner had tended to side with the monetarists. In discharging his duties as chairman of
the group of experts, however, Werner chose to remain neutral, advocating a parallel
approach to economic cooperation and monetary coordination as the underlying principle
for the group’s reflections.

These different views on the method of achieving economic convergence and thus
promoting integration actually hid the divergences between France and Germany. The
approach of the ‘French monetarists’ was the exact opposite of that of the ‘German
economists’ as regards the political objectives to adopt. The perception supported by
France was that of an economic and monetary union which, at the monetary level,
guaranteed a fixed-rate Community system while allowing countries to hold onto national
sovereignty over economic and financial policy. In such a system, ‘the formal
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maintenance of national autonomy means little since, because of the mechanism acting at
the short-term, monetary level, what happens is [...] a forced alignment at the average
level dictated by the economic climate at the time’. 7 This kind of forced harmonisation
was against the interests of countries moving towards stability, such as Germany, which
was convinced that monetary union without economic harmonisation was doomed to fail
or to fall by the wayside. Germany also believed that countries going through balance of
payments problems, like France, acted in favour of monetary union ‘so that they would
be able to solve their problems without reforming their economic policies and by relying
on European reserves which would basically be German reserves’. 8

Another sensitive point which was argued over was the existence of a supranational
decision-making body for economic and monetary policy. During discussions in the
Werner Committee, the German Minister for Economic Affairs and Finance, Karl
Schiller, advocated strong coordination of domestic budgetary policies at the European
level, which meant a political authority alongside the future Central Bank. France was
fiercely opposed to this, as it wished to avoid national sovereignty being too severely
truncated in this area.

The clashes between economists and monetarists among the Six had started to emerge
long before ° the Werner Group started its work, as the debates around the first Barre
Plan '° and the attitudes to it clearly show. Following the recommendations in the Barre
Plan for greater integration of the economies and the need for convergence, the
Community countries reached agreement with the Council of Ministers’ decision of

17 July 1969. The Germans advocated ongoing, parallel development and medium-term
policy coordination. The Belgians, the Dutch, the Italians and the Germans agreed on
non-automatic short-term support. The Luxembourgers took a balanced, middle course.
The Benelux countries also adopted a common position, calling for the veto on British
accession to be lifted before any negotiations on further European integration. The
representatives of the central banks had serious reservations about monetary cooperation,
though they were finally won over to the view of the Monetary Committee and suggested
monetary solidarity through the establishment of medium-term support and flexible
exchange rates.

During the course of 1969, the debate was fanned on one side by the monetary difficulties
caused by the floating of the franc and the West German mark, and on the other by the
almost simultaneous change of leadership in France and Germany. The accession to
power of Georges Pompidou ' gave fresh impetus to France’s action on behalf of
Europe. The French view on economic integration was that ‘the argument now is not only
between economic coordination and monetary cooperation but between accepting a little
flexibility and monetary cooperation. The option now is a minimum scenario leaving

countries a wide margin for manoeuvre’. '

The new German Chancellor, Willy Brandt, * wanted to embark on a course of active
diplomacy, and model cooperation with France was a vital part of his foreign policy,
especially since Pompidou’s accession to the French Presidency seemed to favour that

prospect. The Chancellor — who was in regular touch with Jean Monnet ' — was
convinced that setting up a real monetary dimension was a way of deepening the process
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of Community integration. The German Minister for Economic Affairs and Finance, Karl
Schiller, took a different view of the matter and did not share the Chancellor’s
enthusiasm.

What is more, Brandt regarded the deepening of the EEC — especially in economic and
monetary terms — as being less important than its enlargement. > This lack of domestic
consensus caused the German Government to adopt a sceptical attitude to the feasibility
of European economic and monetary projects. It was against this backdrop that
Pompidou’s proposal for a meeting of the Heads of State of the Europe of Six to discuss
the ‘completion, deepening and enlargement’ triptych was made and the resulting summit
meeting at The Hague was held on 1 and 2 December 1969. That meeting tasked the
Council, working closely with the Commission, with looking into ways of making
progress towards economic and monetary union by stages. A group of experts — the
Werner Committee — subsequently came into being.

Going beyond their opposing views and differences over doctrine and political action, ‘at
the beginning of the 1970s, the Franco-German duo therefore thought that Europeanising
the common market through expansion should be the priority and that economic and
monetary Europeanisation should be a secondary issue.” ' The main challenge was to
pave the way for an area of consensus, an understanding between two diametrically
opposed ways of seeing economic and monetary affairs.

This concerted tactical behaviour was permeated with a concern for the respective
national interests of the two countries, but also influenced by the fact that minds at the
time were focusing on the enlargement negotiations between the European Economic
Community and four candidate countries — the United Kingdom, Ireland, Denmark and
Norway. '” The Werner Plan as written bears the imprint of this superficial Franco-
German agreement on a monetary deepening of European integration. National stances
heavily pervaded the attitudes of the Werner Group members, who, ‘although [...]
appointed because of the posts they held in the Community, put forward arguments which

increasingly reflected the concerns of their governments’. '#

After seven months of work, discussions, arguments, horse-trading and reversals, a
consensus was hammered out in the group of experts and the Werner Report *° was
approved. On 8 October 1970, Mr Werner, the group chairman, presented it publicly in
Luxembourg. The compromise which made approval of the Werner Plan possible was
very probably a precarious compromise, obtained by opting for the lowest common
denominator. * The guiding principle behind the devising of the plan by stages — an
evolving plan in three stages over a ten-year period — leading to the establishment of an
economic and monetary union, was ‘real parallel movement’ on economic policy and
monetary policy. The first of the three stages, described in painstaking detail and
recommended for implementation in 1970-71, provided, with perfect symmetry of
action, for increased economic policy coordination coupled with greater consultation in
the area of monetary relations. The question of whether the ‘European Monetary
Cooperation Fund’ was to be set up as early as the first stage or only during the second
was left open. The ‘irrevocable setting of parity rates’” — or even a single currency —
was supposed to come as the culmination of the process in 1980. For the final stage, the
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Werner Plan saw a transfer of power from the national to the Community level, through
the setting up of a decision-making centre for economic policy answerable to a European
parliament, as essential, and took the same view on the setting up of a Community system
of central banks. *!

In Germany, the Werner Plan was seen as serious and well-balanced and, all in all,
reactions to it were positive. Speaking in the Bundestag in 1970, Chancellor Brandt
described the plan for economic and monetary union by stages as ‘the European
Community’s new Magna Carta’. ** In a letter to the German Finance Minister, Karl
Schiller, a few days after the public presentation of the plan by stages, the Chancellor
made clear that he was aware of how important it was to the cause of European
integration and said he believed that its final adoption by the Council — if possible, by
the end of the year — would ‘very probably [be] the most important decision since the
signing of the Rome Treaties’. ** Karl Schiller was on the same wavelength: a staunch
supporter of the plan by stages, he regarded it as the ‘leaven in the mix which would lead
to political union’. ?* Schiller also stressed the need to remain true to the objective of
stability as ‘the indispensable condition for the transition from the first to the second
stage’ * of the Werner Plan.

The Bundesbank, although it was in favour of a movement towards economic and
monetary union by stages, was primarily concerned with safeguarding monetary stability
during this process. The discussions of this issue in the Bundesbank’s Zentralbankrat
centred on two demands in relation to the system proposed by the Werner Plan. Firstly,
margins for fluctuation should not be reduced until after there had been genuine
harmonisation of economic and financial policies. Secondly, the future council of the
chairmen of the central banks should, from the outset, be responsible for laying down
monetary policy guidelines, independently of the Council of Ministers, though they
should nevertheless take the Council’s guidelines for economic policy into account. The
Bundesbank’s leaders firmly believed that future monetary policy should be the
responsibility of Europe’s central bankers collectively. ** What made the German Central
Bank’s view especially important was that the Bundesbank was expected to serve as the
model for the future European Central Bank. ” Both the minister and the Bundesbank
were critical of statements by the Commission, which seemed to want to favour the
monetary cooperation aspects at the expense of economic harmonisation and to be
attacking the autonomy of the national central banks right from the first stage of the
establishment of economic and monetary union.

In France, discussions on the Werner Plan focused on different issues. President
Pompidou did not think that transferring vital powers over monetary matters to the
Community institutions — as planned for the second stage — was either realistic or
desirable. To him, only economic and financial cooperation as part of the first stage
seemed realistic. As to how this integration would develop in the future, Paris wanted to
give as few undertakings as possible, thereby calling the single currency — the very
essence of monetary integration — into question. This disavowal of the Werner Plan is
even more surprising when we consider that it had been drawn up with input from the
French representatives, just like the interim report, which had been agreed to by the
ministers responsible. We know that President Pompidou expressly gave orders for the
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negotiations not to be brought to a conclusion, as had been planned, at the Brussels
Council of Ministers on 14 December 1970, as a sign of his disagreement with the
‘European jokers’ whom he believed he had identified, especially among the politicians
from the Benelux countries. # This is why the French delegation at the Council meetings
of 23 November and 14 December 1970 was extremely reluctant to agree to successive
transfers of powers to the Community institutions while at the same time rejecting the
idea that there should be automatic transition from the first stage to the second. Germany,
meanwhile, expressed reservations about the financing clauses as long as there were no
tangible achievements to show in relation to policy coordination.

Although the objective of the plan for economic and monetary union was medium-term
integration, actual agreement between the European partners went no further than the first
three-year stage. With hindsight, the idea of setting up economic and monetary union in a
decade looks somewhat out of step with the difficult situation in Europe at the time: the
approach was probably over-optimistic. Even so, the original plan had the advantage of
giving a focus to discussions and marking out a forward-looking vision.

The Council of Ministers of the Community officially ratified the plan for economic and
monetary union on 22 March 1971. However, developments in the international monetary
system, which went into full-blown crisis mode after the US decision on 15 August 1971
to devalue the dollar, would thwart the shared ambition set out in the Werner Plan,
already weakened as it was by the absence of any real political will.
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