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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 mesns of achieving’

" Econowic -and Menetary Union.

This Study Groap has held several meetings in which officials of the Comm13510n
Blso took part The meetings have given rise to profound. dlacuSQ1an. In view Of:
the great interest of the idems put forward by this Group it has seemed useful

to make them avallahle to tbe general public..

‘The present document consists of two.parts. The first part presents a repcrt written
by three r e poort eur s of the Study Cr@ﬁp {Professor Desser, Profeésbr-
Magnifico, Prafessor Peeters), apﬁiﬁg in a personal capacity. The views they have
expressed here do not neccesserily represent those of the institutions wifhiwhich
they are aseoclnteﬁ Thring the preparatory stage the Penotﬁlng Group also profited
of valuable econtribuiions ¢f Professor Neubquer.rThis firet part commits only the ‘
three members of the Reporiing Graup. It reflects the work of the whole Study- Group
in that it summarises and synthesises the main view of the r;.zajbrity of the Study
Grﬂﬁp membors, though not all of the méembers of the Study Groﬁp woul@ agree with

' ali of 'its main conclusions. Any. such diffefenceg of opirion are reflected in -the

| individual contributions o’f' 'l:he membetrs of the S'i;t;fiy GI—Oup vhich are publishea

in part II. These contrlbutlons have served as absgis for the dlscusqlcnb and for

the dra- 1ng up of the report. They also permitied @embers of the Group %0 express

more pervonal opinions on partlcul ar p01nts.

Taking into consideration the circumstances, the monetary aspects have been

especially emphasizéd. The. Group has not considered all implications of

i, o e o T R

Economic and YWonetary Union, since %He s%u Iy aimeg rather fo encouragu further /4?

‘uél uq$10P° than,to spell out _ePlnzue pOblthhS

e it

The Commission expresses ite gratitude to all membors of the Group who have

given congiderable support to the enalysis of specific probléms posed by L

Economic and Monetary Union. Howéver, the Commission emphasizes that the
publicatibn of the results of these considerations in no way implies that the

Commission is a% all committed to any of the conclusions stated in the réporta
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EUROPTAN E FCONOMIC Il»]‘T""GRJ\mION AND
HONETARY UT[FICA‘"IO

THTRODUCTION

At the Hague Summlt on 1 and 2 Decemoer, 1969 it became” the
ultimate declared goal %o establish an Beonomic and Monetary Union (&7},

COEMU wés put forward as the next cssential step in the prdcess 1eading'towaras
Buropean-economic and_péliticaluintégration..Undeflying.this move was the hope of
vreserving Furcpe as an igland of statility and freeing it from outside shooks.
Turing the following years,thé apparent difficulties of the internafional mone—
tafy system and its recurrent crises made the need for agreement among the

| Cdmmunity countries t¢ step up their“effcrfé for'economic‘apd moneiary unifi-

cation more urgent.

'The rationale for progress toward mometary unification ahd eccnomic
iﬁtegration, however, derives as mach from internal a5 from external . Commumity
preoccupations, Monetary unification hes always been considered as o Iogicél
and neccgsary step on the road towards_fuil economic union.'Repeated CUTrency
uimssﬁmel%?cﬂysﬁf%dtﬁwmﬁmﬂsfnmiﬂmnml preoccupations
towards a mqré externally ofientedraﬁproach. Whereag interngl Gommuniﬁy_building
wag the major driving force which inspired the proposals for monetary.unifica—
tion andedating the Wgrner'report, it is Burope'e position vis-3~vie the outeide -
world,and the related loss of coatrol over monetary affairs for internal

stabilisation purposes,which originated the ‘major impetue in more recent:yeéars.

'Although.the impﬁrtance of ggggjégz;ggiﬁiggtion cannot he chzllengéd,

it is at the same bime important to realize that the integration of national

~

/ylcurrencibs and national mono%any systems"intoja unified Buropean System is

onLy one element of the general European intewrathn Drocasq, economiceinnd p011+1cn

4 monetary union of fthe Nine is UJ no means an obgectlvo in ltself,

Money shﬁuld be- kept 28 a good servant; it must he prevonted from becoming - a

\potentlally)danﬁerous mgster.

9/73 20/10/2014



(Cvce www.cvCe.eu

o -2 - T1/520/1/73-E

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, socilal
affairs, competition, ete.) is then considéred 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 %o 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 adegquate understandipg of the required
"function of safeguarding” in either the economic or in the monetary gphere is
dcveloped, both points of view do not differ very much. Both opinions convergs
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 papallelism is
not only a political compronmise beiween originally bonflicfing interests. It is
rather the consequence of the interdependence of cconomic processes. Hence the
principle of parallel rolicy may also be interpreted as requiring an integration

policy of hroad-ranging interdependent measures.

Tt is within this general framework that the particular measures aiming
at mergihg the Nine towards an Economic and Monetary Union are to be judged. Yhilst
the political motivations underlying this process will not be elaborated on in
this report, the ultimote motivation fc;_European inteération:iglpolitical and
perhaps it is this political determination which gxpldiné why the governments

of the member stateg accepted (The Hague 1969) and reaffirmed {Paris 1972) the

principle of economic integrstion and monetary unification, even if apparently

all the consequences are not always fully understood or agreed upon. This report
addresses itgelf to the economics of TMU and tries to contribute to the difficuld (

task of showing how this political decision can he translated into an sconcmically i

meaningful and operational scheme.

s

|
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_This rcport has ot uozlt w1th the 1mp1103:t10nc~ of EMU for the
international monetary systom an& v1co VOrsa. his mlght appear rathor o
uurpr101ng at a mombnt when nev001¢tlons for a reform of the 1nto“nat10nal
monetary system are undﬁr uaya HQWhver, for the noar futurc only tran51tlona1

regulations may be nxnocted which w111 probably remaln the quh]ect of

‘expcrlmenta and further changes, Thbrefore, efforts at thﬂ "uropean level

cannot u*ca,rt from anticipating this reform. One’ thing, howeve is cleer B
a3 matters stand now development in monetary affairs tonds towards.iﬁcreasing
the 1mportunce of regional monetary zonesg In addition and perhaps more ‘

1ﬂpartantm§botﬂ orqblems arc suff1c1@nt1y distinet to be analyzed separately

“at  this %tapeu Of course, proposals for progress of EMJ can affect the \

rules and the working of fhe international monetary system'buﬁ_ﬁithout

modilying the fundamental issues ab stake. Besides, it is the official

position of tHe Communlty countrleo ifi the current monetary nC’DOl Siohs

':that the prOposals for vcform ghould not 1ntorforo with FBuropean atuempts

ﬁoward" EMJ. This taken into Con81dcr%tlon the Group believes that ﬂea;;ng

with monctany mification at Commnity level presenta also a conurlbutlon

ki

to the reform of the international monetary systems

Puart I of this syhthesis surveyrs the mrjor isguss underlying the

process towards monetary unification and cconomic integration. Part IT is

devoted to the main technical problems and proposals for monetary unification

including th@ introduotion of a Fommon Furopean Currency (C EeCa) fl)

Part TIT rev1ews the possibilities and.nece881tles for action in thé broad

‘field of economic and social policies. Final remarks summarizing the major

policy conclusiéﬁs are set out.at the end of the report.

(1) To -avoid pos ssible confusion or too strong 1ndent1fxcatlon w3+h analogous
proposals for an  carly introduction of a Furopean currency it was
preferred for this report to stick to the- neutral and wicemniiting
gxpression of a "Common Furopean Currency“ ingtead of using the much
more loaded. name of “Europa® (or other names suzgested =o faf)w

11/73
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I. The Bconomics of Monet&:y Unlfloatlon and Eoonomlc Intevratlon

A*though a full asuesment of the gosts and benefits of monetary

'

integration can hardly be worked ouu at hls monment,this part of the report is focusmed

on the arguments for moretary unlflcatlon on the one hand, and the necessary

gualifications and drawoacks on the other. The first section is

devoted to further comments on {the need for parallelism between monstary

unzficatlon and economic integration,

A.

fonetary Unification as part of Fconomic Intesration .

Paralliel progress towards monetary unification sand ecenomic inte-—
, , , %
gration is vital. T4 is neither a matter of compromiz=e nor a matter of
prlncmpTe. The following con31deratlons are intended to substantiate

thls point.

‘ A sueccesful completion of monetary unification in Furope will
depend on the ability of the governments of the %C--member countries to

reconcile balance of payments eguilibrium with full empwloyment at stable

prices during the transitional pericd when the process of economic and
monetary integration reduces available instruments and/cr'the autonomy

of using them. Autonomy of national economic policy objectives and the
lack of homogeneity of attitudes in particular towards the trade—off
between unemployment and inflation are at the origin of the familiar 7
external adjustment problem which has been plaguing the functioning of tho
international monetary system for mors than a decade riow. It is also

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

The implications of mdnetary wnification for the member countries
are twofold. They will (graduslly) surrender aubtonomy (1) in internal
monetary policy, and in exchange rate policy. However, it is open for

debate how much sacrifice of autonomy this may entail. The present degres

of integration of world financizl markets already imposes severe constraints

on the freedom of individwal countries. The current exchange rate arrange-
ment with certain currencies floating individually may be considered, among
other rezsons, as an attempt to avoid the constraints imposed on monetary
policy by integrated financial markets. However, it will hardly be a

lasting solutlon {af. pars: II).

(1) It may be useful to recall at this point that the member countries
have already given up trade policy at the national level for external
adugtment purvoses as a result of the achievements of the Common

Market so far.

12/73
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Monetary unifications'ﬁaée& oh the introduction of a Common Turopean

‘Gurrency along the lines presented in'fhié.report, offers the majcr advantage
that it will help to restore af:tﬁé Furopean level the efficiency and inde-~
pendence of monetary policy for stabilization purposes which the national
central banks have lost to a large extent without sacrificing gufficiently
stable, thoughzstill adjustéble, intra~Community. éxchange-rate relation-
ships. However, the creation of a Common Buropean Currenmcy is no deus ex
machina. Tt is important to underline fhdt the effectivencss’ of the pfom

_ posed'schemﬁ for”monetéry ﬁnification’depends crucially on the creation of
an adeguate Buropean decision taking process in‘monetarfimatters; To +hé.
extent that this will bé achieved it is not only an important contritution
to monetary unification, it will constitute at the same tlme a great step

towards econémic 1ntegratlon and policy ha.rmonmatlonu

If monntary mification is not to be separated from ccqncmio inte—
gration, there is a fortiori no point in dealing with monebary iﬁtégfaﬁion
policy as if the probiems of a Common DurOpean Currency, of exchange rate
“policy and capital movements (e xbernal monetary policy) could be dissociated
from the problems of mdnetary policies within the member states (;nternal

monetary pblioies). The integration of external moﬁeiary p01ic1‘iS bound

to fail if the integration of internal monetary policy dogs neh arogress -

pari pasgu. It is perhaps'one of the major shortcomirngs of the curvent
Commﬁniﬁy‘exchanve rate arrangement (the snake) that it is not sufficiently

'supported by common action in the field of internal monetary pollcleo,‘

ir oontrols of capltal movemnents aCAGrdlng to the requlrements of
ménetary integration were abolished whilst at the same time autonomy. in
national money and credit policy ﬁas maintained, the danger that ‘divergent
monetaﬁy policies might iead'to serioué difficulties kould-be-amplifiedn
The FPund for Buropean Monetary Cooperation would be . sbdlicifated bheyond its
ﬁﬂpacity _l “and thereby be brought into discredit. Pari+y changes not
Justified bv the state of economic iransactions in goods and services would
be provoked and conjunctural policies upsst in member countries only

paesively involwved, A

The process of exchange rate unification and capital market inte~
gration implies that monetary policies of member statea, external as wall
‘a5 intermal; should be increasingly linked together., Priority should

-
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therefore be given 1o the process of ha“monlzatlon of monetary instrinents ultindely !

leading %o an identical pet of 1nptrumonts. Thls process would be uszeful and
necessary eveu 1n the caqe' wnerc i natlonal money and credlt pOlle renaing
1ndependent in the near future. A& matters gtand now, it is extremely
dlfflcul‘t to amsess the conpara‘tlve effects of measures of monetary palch
in the individual countries (1), Thus the coord;natlon of these measures is
hampared. Undoubtedly the unificaﬁion of mbnetafy instrumenﬁs is rehdered 
difficult by considerable différeﬁces in the strusture of the bvanking sectors
and in the business behaviour of banks in various countries, Novertheless it
is an important goai to,develbp & common set of_instrﬁmegts whibh‘permits

(2) a direct regulation of bank liquidity, (b) direct influence on mariet
interest rates and (c). credit ceilings as en emergenéy brakefbr restrictive
monetary policy. The creation of a common Ehropeaﬁ cantfal‘bﬁnking systom

would thus be prepared.

HMedinmile: moﬂﬁiarv-aﬁthot1t1ES 4 the Gommuni® bv will have

t0o implement a common Furopean 71qu1d1t; policy. Declslons on varlatlong or

banl: liquidity and its conirol at the Furopean 1eve1 and not at the national
level is indeed the key issuve (2). This must not imply the adoption of a
strict quantity rule for money supply;neifher should it be interpreted {to
imply the Bame rate of increase in banﬁ liguidity in each member count:y.

The concept of a Eurcpea.n 11qu1d1‘by pollcy coglcl ain at se‘h‘tlﬂg llmlt;x
(possibly nationally differentiated) for money base Préation, leaving it to
hational authorities to uiilize their dlscvetlonarv power accordlnﬂ o the

commonly agreed band B well as the ch01ce of . channels and instruments

(1) Reference to Communautés Buropéennes, Comité monétaire La polltlaue
monétaire dans les pays de la Communauté économicue curopeenne,
Ingtitutions et instruments, 1972. - -

" (2) The practical 1mplementat10n of thisg policy presupposes the production
of more comprehensive Furopean monetary statistics in which the foreign
lisbilities of the European banks to Community resldents (the so called
Purcligquidities) are inoluded in = . Furopean liquidity..

14/ 73
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i
. B

_ A which to 1mnlen9at th2 apecified goalm. The point to he siressed
ig 1bat thene steps towards morctary integration should not e dissociated
from the development of an independent cornon decision-taling body in

monetary affairs.

Parallel nrogress towards sconomic integration and nonetary uni-
fication is natural and necessary for other reasons also. Monetary vni- |
fization, for instance, eritically depends on the ability of member countries
to preserve external balonce without Lpsett1n progrogs towards excha nge
rate waification and C&Ultil market integraticn. The task asgigned to
econoaic integ at1on in this respect is to avoid chronic diseguilihria
notwedn member statea, Booncmic integration in the sense of policy SR
ooovdinaﬁion and harmoniza+1on ie one of the waye to cope with the externai_

adjustuent problem by trying to avowd disoquilibria from occurrlng at all.

in econanlc po];oy integration WOW?d mak= 1ntva—Gomman1uy exchange-

rate adjustnents oap,;¢luous and monetary unification posgikle,

Finally, it is to be stressed that monetary unification is only
inetrunental in ~achieving certain aime better than wonld otherwiss be
. possible. Monotavj naification, important though it is, is subordinate to
overall socio-eccnomic polisy obiectives, Tt cammot be conceived of as
feasible outside the wider context of economic wion. Tt belongs to economic
union Just ag other instruments of economic and social policy do. In the

Paris summlt communiqué it is stated that

"Menber countries are determined to strengthen the Commanity by
getting vp an economic and monetary union as a gusrantee of  /
gtability and growth ... Economic growth, which is not an end
in itself, muat in the fiprst place be aimed at reducing dispa~
rities in 13v1r* gtandards, It muet improve ... the quality and
level of 1ife’, ' : ' C o

-

£ The objeciives of economic integration are broader than those of -
nmongtary wnification. They imply that monetary unifioaﬁion should be pursued
in a Tashion congistent with a Europeén p@licy of balanced growth as a
condition for improving Mworiing conditions and conditions of 1ife, To
gedure an cven pattern of high employment of resourcecs and to lclOse the gap
in living and working conditions throughout the union's territory, conscious

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

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

1t woﬁld be a rather unforfunate development if the efforts for
progress of the Furopean construction in the near future would be directed
almost exclusively towards monetary unification and its related problems.
This is not to deny its importance and the difficuliies invclved. Nevertheless,
there remain outside the mbnetary domain a number of fields where centralized
Euroﬁean action is worth-while and desirablé because it enhances‘the economic

welfare of the individual citizens.

Continuous action which nromotes the efficient use of resources by
meking the best of the virtues of the market mechanism in eguating social costs
and values at the margin includes the abolition of different artificial government
restrictions still impedihg'the'free flow of édbds, ser&ices and factors of pro-
duction; not only betwaen the European countries fuﬁ also vig-a=-vizs the rest of E

the world.

Structural problems due to econémics of large scale production cutting
across national borders of a concentrated‘area,like Furope also call for cemtra~
lized European action. Common industrial policies and regional planning are
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 Furopean rather than'national.

However, with the gfeafer degree of economic integration in the
Community achieved through freedbm of traﬁe,and‘fabtor'moﬁements, the need
for centralized coordination of overall monetary and fiscal policies for the
purpose of stéble economic development in membér countries will also increase.

These aspects are deslt with in greater detail in part II1 of this report.
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B. The Nc22d for Rurovean Honetary Unification in the Framswork of Economic

Integration R

Asdistinetion should be Arayn hétween'the actions and thé ultimate
objeotives to be achieved in the monetary aﬁd the economic field. Hhereas
monetary wunification has a clear ain and. can be given a precisc content
economic integration is wide Ianﬂlng and open ended. For the latter it is
impossible %o define some eﬁd~p01nt since this itself would raise acute
differences OL Opznlon,ag to the degree of centralism or federa11sm eventually
to be attalned by the Pommunlty ‘aconomy. The process of economic 1ntegrht10n
may Pe faqt or slow; the declaration of parallellsm betwesn monetary and
economic union (1) sets a certein minimum required pace a1onvuswde monetary
vaification, but over aﬁd‘ab0ve that, there is scope for a great deal mors
fruitful advance, as outlined in the previous section, if'mémber-states have

the political will. . .

-, ' Aphieveﬁehf in écoﬁomic union during this deca@e may pfpve.fo be
more difficult thean in_moneﬁary union, in visw of the varying &egrees'of
fundamental changes involved in the cent*a¢1zatlon and decentrallzatlo ,of
various economic functions. But, because of that very fpot, guch, progress
represents a more profound movement in the creation of a unified- Community
egonomy; and since it affects pecple's jobs, liva;and'environment-directly,

it carries bremendous. importance in determining their oninion of the Community.

In both casas, howe%ér, it is important to draw a distinction belween
integration as a process or as a state of affairs.

Tndeed, it is not téo difficult to srgue that moﬁatary andiecdnomic.
union (the final stage\ must'be considered an impossibility under present
c;rcumﬁuarces, This, however, ig; not suff1c1ent to claim’ that it is also
an 1mposa1b111ty for the future, Mhen condltlons can be changed as the result
of concrete policy action. From'a pollcy point of v1ew 1t 15, therefore, only
SuHQIble t0 spealk about European eceonomic and morﬂtary 1ntegr?t1:n in terms

of dynanlc process of cHange. What this process 1nv01ves in the monet ary and

the economlc fields is different. That is why ‘this report prefers to speak

about monetary unification and economic integration.

oo

(1) Reference to Paris Summit Communiqué L
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The motivations for monetary unification in.the framework of economic
integration derive from the need to consolidate and expand the Buropean construction
(internal reasons) and to restore control. over monetary affairs in Turope {external

reasons).

1) Internal reasons

The eventual realization of mﬁnetazy utiion follﬁws the logic of
European economic‘integration.based 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 ser&ices is neceséary
28 a complement fo a customs uﬁion.if in intra Community exchange, conditions
analogous to those prevailing in ﬁational mexikets are 1o be created. The
free movement of capital, an essential component in the cc?nstruc‘hion of a
unified Buropean market, depende ultimately on full‘dnnvertibility for capital
transactions. Free transfer of capital also aveids an artificial dividing line
betwesn current and canital apcount transactions. It excludes the possibility
%hét capital”coﬁtrols interfere with the froedom of exChange of goods and ’
gservices. Indeed it iz an empirically observed fact that conirols on capital
transactions gradually';xtend to current-aQCOunt transactions, tourists generally
being‘among the first category to be hit together with measures o control leads
and lags in paymente for trade transsetiongz. A monetary union, characterized
by complete and irrevocable convertibility and by rigidly locked intra-Community
parities with no margins‘of fluctuations amoung the currencies of the union, 1s

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

The final logic of thé convertibility feature of the projected European
economic and monetary union is seldom disputed. On the other hand, the guestion
whether exohangé rate unification would be helpful during the transition haos
been and is much ﬁore controversial. Alternative exchange rate arrangements
going from floating rates $o completely rigid exchangs rotes among member
countries or a édmmon curfenoy, do permit, it is argued, the realization of
the adventages of BpecializatiBn and mazs productiohu Vhat matters, according
to this view, is solsly the abolition of obstacies to the movements of goods
and Tactors of production, not & commen currency or a permanent fixing of

exchange rates.

coefenn
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The majer trouble with this view ¢f Furopesn sconomis integration

&

iz that it overlooks, the intornnl dynomics of = proccss whinh is intended.
to reach beyond o cnstoms union =nd the sirple freeing of the moﬁements'of‘
goole, services and fncﬁors of production. The objective is G0 cr@ﬁtormmong
the menber countriez, conditions that will remove anmy biaz agringt intra-
Comﬁunity<tradc‘ani factor movcmcn*% relative to ﬁradc ond factor mobility

intornal 4o, cmm't_rio. .

To "1n%erm1114h“ intra-Comrmmity urado, progress towards economic
and LO“‘*“T“‘WHIOH ig peodsd in ﬁruer to gpare the industirial eustems union
the iclts of evchonge %aﬁe fumpa and the implied threat for compotitive
efficicher,” It will also comtribute fo preserve parts of the agricultural
policy, 1lﬁ4qugu he latior shouid not- be ollowed %o act as thoe tail wagging
the.dog,  Even if the CoA.P. ig ovérh;ulcd, making fixoﬁ.oarntlos 1ous
luportant from that poiat of view, thera are still many otrer lmpori: nt
aﬂvuﬁtagcs, fqr erample, efficisney gorins &ue to the simplification of _
transfors, ‘hcrell ination (0“ reduction) of cx hnﬂg? rislg and the abolition

of irternal czchange sonlrols..

Fonetary an;£1u@t10n bocomes even Hors presging mncr grne turns to
intre~Community liberalisation of capitial movements. Inae@d,,frne@om of
Cr-.tp"*-1 novements will bring about an cequalization of interest rates on the
\)O'mm‘ll't'f's money and financial ms ""1'8 g, This robs the n&z‘tional monc%a"ﬂv
wuugorltlbg of one of %aulr maior ingtraments for domestic stabilization
purposcs i.ce interest rate policy. Unification of the Commznity money‘and‘
L?nlnGLal mAar:; % 5 iz faor from ponplefr. vaertH@1eF", the de fTacto
'L-rt:of ﬂ:b.'.(m W_'L'Lf".l haos devel Op_u. 28 & 1‘5%\31* o tnr' grnanaion of the AT Lete
for Furo-currencices, alroady of fers sufficieht potential for dootaszL ing

ghort term capital novements in ﬂrtlﬁlpwtlon of exOhcng“ rate vnrqwtﬂonu

w\for as.a resction o intorest ‘rate Gﬂofvrﬁﬂtlﬂluo

< If anti~cyclical policies through monctary control othor than
interozt rate[vzrlatJons are Aifficult in- implementation at thé.ndtional
lovel ir the short run, because »f the degree of integration achisved, it is
necegsary $o replace the national instrunent by 'a commmity instrument. It

might be objected that this is only one ponsihility. - - - o

19/73

20/10/2014



2-

(Cvce www.cvCe.eu

2 - I1/523/1/13-E

Another possibility to osoape: from the dilerma, - wovld lie in orecter
flexibility in - exchange .rates. The latter solution, it might he argwed, would
recreate at the national level ihs orportunisy for an officient and inde-~

pendent monetary polity.-

‘The issue involves basically the long-standing comtroversy over
fized versus”flaxible exchange rates and the more rscent formulation of
that issee in terms of the economics of optirum currency areas. ihereas
extreme positions in both directions do not offer practisal solubions, i%
is admitied that during the 4ransitional period some form of'intra_community

-

exchange rate flexibility,as outlined in part I, will be nccessarys

3t111 %o te menticnéd as zn element of internal Community building
is the fact tiat progress towards monotary wniridetion offers perspachives for a
convenient Burope-wide unit of account and medium of erchange. This development
would Strengthen, inter alia, the economic position of Earopean banking,
buziness,and financial firms by offering them an instrument comparable to
the dollar togethar with the benefits from the econcmics of scale and the
diversification of services which only a unificd Duropean nmonetary and

financial narket and a widely spread currency; can offer.

A common European currency would also recoup the seignoriage

now accruing to US- barnks and fax payers.

External reasons

Until recenily (March 1973) developments were such that Commmity
countrics had become commercially intcgrated with one enother, whereas
monetarily they commmicated mainly with, and through, the dollar. This
caused sharp conflicts ai'a time when the trode oycles were termding to diverge
ot the two sides of the Atlanmtic. Already in the second half of the fifties,
Furope had regained autonomy vis-a-vis the United States in the trade.
cycle, tut, more or less up to the end of 1972, this did rnot hold in <he
monetary and Cinancial sphered. Seversl factors.(inoluﬁing, of coursa,
the growth of the Hurodsllar market) accentuated monetary interdspendence.
Given the great disproporition hetween the United States and the fragmenicd

Burcpean national markets. interdependence was rather lopsided.

The common flosting of cight Furopean eurrcncies {Comruanity and

non-Community ones) achieved in the agreemcnt of March 1973 the systenm
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such 25 the "snéke“ 1'Iwol'\rés, amén cher th;pgs,ﬁan‘attempﬁvtq regain-autoﬁomy

- and o safeguar ~d lntra-Community To latfoné agaiﬂsf’the'apbarent'difficulfies

of the dollar. The recurrent crises at’ the-beginning of 1973 and the éipécted
‘conseqﬁancés of ‘the different'medSufES'fakcn by Americen authorities in o}der"

t5 support the dollar, rendered 4tiiﬁpn@aiﬁkifd*‘Fufopean authorities to rely .
any loqger on the so far achieved de facto réle of the dollar as the main B u%éﬁean
- reserve and 1nterven+1on currency. TO”uVGP, experlence has shown tha* the kind

of comvon floatlng 1nvolveq in the "snmke”—arrangement nree Lnts a rather fr glle
solutlon ATthoagh it has ecsed the problems. ralsed by'tha Eurodollar System,

_ thisg urrangement ha“ neither been elaq+1c enough'to enable all member countries

of ike Communlty to participate, nor hao it epared the signatory coun‘rles the

jolte= of fupther,par;bymchange, Therefore. a fundamental solution hag still to be
found. Thiskis,ail{the-more true since dollar liguidity h=s not yet been definitely
banned. The more the dollar gains in strength_due-to the.p}ahned development.

of the American basic talance of payﬁents, tae higher is thc probabilityithat the

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

Objections against monctary unification are often based on the ‘1imitam-
tione thﬁt-itaimposgs on national sovereignty; This attitude, however, ig rather
inoonsistenf with the acceptance of the loss of .sovereignty that has arisen or is -
expected to arrive from the Eurodollar system. Up fo March 1973 the siﬁuaiiong where
'fragmented national money and capital markets largely communicated th}ough the dollar,

imposed demaging constraints on-ménetary policy in Burcpe. The fact is fhaf'ho+ only

" the control of national central banks over domestic money ﬂupnlles we. 1ncrea51ng1y

' Wemkmnad but the urowean money suprly kad become subject tQ the monetary DOllCleS

fOllOWLd by the US clu‘thorltleso

£ A common flo tlng set out in tke "snake"-arrangement cannot be -considered .
as a 1ast1mg golutionr for tno Cuﬂmunlty as a whole, pr0v1310n nas to. be made to pro-
vent dollar llqulalty from reapnearlnb. ‘hat the u“OpP%nS need, and they need. it
‘now, 1s the creatlon of a substlthve for the dollar° Thig r8le will hQVe to be ful-

fllled bv a Common Europoan Currenny tallored to sult the Pommunlty needs and.- which

the EurOpeans woald collectively manage for themselves..

ncc‘/una
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C. Major Qaa41fznat10n° and Drawbacks 80 Hohétaryivnifioaticn.

Although monetary unification appears to be in the logic of econcmic
integration and is considered as a necessary further siep for the Eurcpezn
Community, iis underlying dangers and poss_ble negative implications ought
to be undersicod clearly. Disou351ons and QCLPt¢Gl m on moaetary unification
are fqéussed on possible adverse inmternal effects. As a readj stated, countries
will gradually surrénder autonomy.in.the use of policy ingtruments for internal
and. external balance. If divérgences in price - and cost — trends between the
member countries peréist, this would impose initolerahle strains on their eco—
nomiesa, Furthermore; the ad’usimenis might-take place Yo the detriment-of the
weaker regions in the Community thersby worsening the existing regional pro-
blems or leading to the formation of rew ones. Together with the difficulvies
which might =till arise from diverging business cycle developments, one hes
to cater for avoiding a rather nemative total impact of monetary unification

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

1) Diverging price - and cost = developments

In the post-war pericd the tagk of maintazining internzl and external

: balancevhas been made more difficult' by the fact that the multiplication of
economic and social policy objectives has outgrown the range. of available
effectlve institutions and poliecy instruments. This development has increased
the possivility of conflicts between objectives and ﬁhe adequate use of instru-.
~ments. These conflicts very often resulted in a partial sacrifice of cértain

- goals and/or in & trade-off against other goals. Because the readiness to sacri-
fice related objéctives differsrfrom country to cowatry, as shown by the trace-
off betwean the rates of ﬂrowth of G.N.P., full emnloyment and price-stability,
it is not surprising that discrepancies in national price and cost levels have

developgd to an extent which often requires sxcherige-rate adjustuentsa.:

As long as the abiii{y to sustain the processes of economic growth in a
context of monetary stability différs betweon member countries, monetary uni-
‘fication must be pursued in a way permitting smooth adjustments of economies via
exchange~rate changes. If exchange rates werc Pigld , countries with heavy

cost-rises would register unemployment and deficits in their balance of
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paymentsp Countries with low cogd~rises; on the other‘haﬁd, wpuld_suffef

- fwom pronounced overemployment and increasing inflation.

© . Furthermore, monetary unification as worked out in particular in
part IT may contribute to 1ifting the veil which tends to-blur the diffe- |
rerces in moncy vages paid for %hs same work throughout the Ccmmﬁﬁityo To
the’ extent- that this would encourage claims for pay parity throughout the
.Community‘sltefritory regardless of differvences in productivity, this would

‘add to inflationary pressures and aggravate regional problems.

For all the$eireaéons adjustments. of exchange rates cammot be
 excluded, during the transitional period towards E.M.U. At the save time
they point out that if ihegefadjustments are to bé'kepf within a-small ma?ging
| am,approéyiaﬁeufléx;bility and medium fterm ccordination in~{he development
of national cost-levels and pfices will .be indispensable, In. other words,
méasures oughf to .be taken in the field of incomes-policy and/or budget

policy {cf. part III).

Divergencies in prices and costs do not dnly require further
approximaticn of trends betwzen member countries. They may also give rise

to particular problems in the short run,'%ecause of divergent cyclical

movements. The evidence whether there is a tendency for greater convergence -
i intra~Community business cycles leaves rooum for debate, - Nevertheless,
progress in the liberalization of movements of goods, services and fachers

of production can only be expected to bring about this donvefgeﬁce via

increasing intra-Comnunity econonmic interdependences

During the first.stage of T.U.U., divergences in business cycles
have bson more or lese dealt with by means of exchange rate fluctuations
“within the marginé, ‘However,- if these marginsAwere'to be narrowed the
sncoess of monetary unification will also depend on how far an adequate
synchronization of business cycles occurs as a rasult of developments in
the private and public sectors, since the prospects for adjustments'of
divergences in member states as monefary unification proceeds, will be

limited.
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In part III, fiscal policy for stab111z1ng bu51ness chles are
discussed. A48 regards monetary pollcy, it follows from the foregnlng that
monetary stabilization policy will have to be pursued mainly at- Community
level. With this shift of policy competence, hisiness cycles will have to
be kept synchronized. Otherwise it would not be possible to pursue a
restrictive or expansioniat monetary policy at Community'level, aiming at
influencing total deitand, since the problem would be posed as to how to
treat regions or countries dxperisncirig a boom in relation to others
suffering from a depression. And even if a poliey in favour of one cate-
gory of region were followed, the measuras taken wculd hardly lead to the
| expected effects : low interest rates would rather tend to stlmulate the
boom than to moderate the depr8551on and v1ce versa. It is clear that under
such circumstances rellance on monetary pollcy as the sole or, at 1east
the maJOr antlcyclical instrument would lead to d1sapprinting results. _
Surming up, the approach towards the final stage could and perhaps shqu}d
be a more flexible one, providing selective means %o cope with remaining
regional cyclical divergnn01es, which could not bve dealt by the envisaged
exchange rate margins. ' o

l I ' ) ' .

Hovever, synchronized businese cycles, although facil#ating the.
task of a Buropean monetary policy at the final stage of EMU, would not -
necessarily eliminate all difficdulties. Special meagures, for instance
in “he field of fisecal policy, still largely the responsibility of member
countries, could upset Commmity action. An exaggerated use of policies
beyond the differentiations justified by structural gaps between countries,
would lead to unjustified disadvantages for obedient countries. To avoid
guch conflicts a sufficiently concerted short term policy would be the

appropriate remedy (cf. pert III).
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2) Regional and structural imbalances

Progress towards monetarv un1f1Cat10n w111 put heavler pressure
on economlcallv weak regions in relatlon to the stronger reglons of the Comanlty.
In natlonal states weak economlc reglons, economlc sectors or soclal groups

usually constrict con51dercb1y aat1on available for economlc moasures, when

b

steps ageinst an excessive bqomlln order to stop excessive coste and price
increases are desirable. Tt always appears attractive to remedy regional and
structural unompldyment by means of general demand—managmﬁamt pqlicies; The
limite impdsed on national demand-management policies as due %o the progress

in monetary unification can worsen this particular problem. .

_ 1ﬁ’actor mob111ty can offar o wey out of this- 1mpasse, at Teast to a .
certaln extent. A dlstznction hag to be drawn between moblllfy of labour wnd |
of capital. As regards labour‘mobility, experlnnce bas shown that the movements
of the laboﬁr forcé talzing piace at the present tlme hag given rise to sevore
social difficulties.,Housing; healtﬁ;andAretraln;ng facilities are sgme of the
major.problems which have not yét found a sqtisfacforj solution. Aﬂfurthef ine
¢crease in labour mebhility in order fto reducé regional and structural imbalances
would lead to unacceptable costs, eéonomic:as well as soaial'ana psyéhélogicala

Thercféore this canmot be considered as an acceptable solution.

 Capital mobility will be stimilated as convertibility is introduced -
and.intraqummunity capitél cﬁnfrols are éﬁg}iShed as a'iesult‘bf mdnetary '
wnification. Unfortunate}y,,although capital is in géneral much more mobiie
than labour, its potential for aufoﬁatic adjustmenﬁs is-prbbably aéllimited
as that -of labour migration. There ie even an oéinion that- capital ﬁobiiify
responding to market ircertive; might, on balance, operate in a ﬁerverse ways
This cualification should be born in mind when it is argued that unhampered

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

officiency in the allocation of reaources, and hence would support. an
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acceleration 'of real economic growth in the integrated area as a whole.

It 1s also argued that free capital movement would increase the interaction
of investments between member states and thus favour a swifter diffusion

of technical imnovation. According to this view it is conceivable that
monetary wnification will stimilate entrepreneurs to transfer: dapital

into regions suffering-from unemployment; new industries would replaée

old ones in declins.

These possibly favorable effects have to be balanced against the
negative ones of capitai movements flowing from the weaker underdeveloped
. to strongﬁr industrialised arcas. Acéording to sbme experience, unhampered
mobility of capital will attract invegiments to the regions which offer '
the highest return i.e. the regions of highest productivity and lowest
relative costs. BSavings will thus be drawn away from the weak regions,

thereby widening the overall imbalance.

Summing up,; free factor mobility may intcnsify the %tendency for
agglomeration in the already overcongested highly developed regions of
the Commumnity, even if it may lessen the interregional adjustment probilem.
Regional and structural policy inecluding thoxatidn: policy, public
investments and administrative measures at Community level aiﬁihg at the
creation of jobs in the'depressad or underdeveloped regions should there~

fore support the proééss of monetary wification.
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I1. Monetary Unification and a Commdn Eurcpean Currency

Monntary unlflcatlon in the Communlty has s0 far been pursued malnlv
thrwugh attemwﬁg to reduce the“réom for changes in 1ntramgr0up exchange rates°
It was thought that the progessively Gtrlngent oﬁpllcatlon of this approach
would lead over a decade to the merging of %he exlstlng natlonal currencies,
and thus place mondtary union definitely~beyond the point of no return. Ex-
\perienqe has showm, however, that in conditions of monetary disorder; both -

‘dqmestically ant internationally, the'difficulties involved in froezing ex- .
Ichange rates increase at least as much asg disorderly money and exchange markets
re—mwaken the yearning for stablllty The dlfflcultles are not only ftechnical
in naturc. They have -a deeper SLgnlflo@nce,‘ln so far as they reflect corfllcts

attendant upon the economlc, social. and polltlcal ohwnges which are tak1ng

Dlare within and betweeﬁ countries, ”hen the difficulfies met ?re looked at

in this light, an %Dproaoh vhich attempts at Buppresslng them sic et gimpliciter:

apoear uiteriy 1nuuequateo
- . Bl

o In what follows, an-alternative "pproach ig ‘illustrated, which as
'antlclpated in Part T, hinges upon the eprly 1ntroduc ion of a Common Ruropean ‘
Currency. This approach to monetary union is in & sense more challengmng than

. the obvious ono 6Ff just locking the parities of existing currencies togetherm
But‘ as"i%‘will be shown, the Common Wuropeaﬂ Currency would reuresent'technif‘

.cally and economlcallv a pawerful factor of unification. ThlS would help to

recon911e, with progress towards unlflcatlon, 2 11m1ted measure of exchange
rate flex111v1ty, which durlng the perlod of tran31t10n mlght e found to be
1ndlspf=nss“ble° The lntroductlon of the Commun European Currency and the
exchianhge rate disecipline here suggﬁsued would appear together to represent

the p?th to monetery unification mos t likely to be helpful in overcpmlng

the bw51c underlylnb dlff1uult1es.

A. Monetary Unification unger Different Exchangs Rate Systems

1) Irrevocably fixed'intérnal'exchange rotes

It is usual for a monetary union to have one medium of exchange in
circulation as legal tender, although there are sectors of the economy which
assume and discharge 6bligations alsouby‘ﬁsihg currencies other than the

+ domsetic one, In countries which are integrated in international money and

oS
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capital marxets, transactions in third cunn@m&éas take place also between re-
sidents. Therefore, these countries are no‘lcngér; strictly speacking, on a

mono-~currency standard.

It is also worth noting that in many. countries, in the earlier stages
of their unific;tion-process, there has been more than oné‘type of curréncy
notes in cifculafion. In general, the ﬁlurality of the.banks of issue ig the
feature which has resisted longest the process of unificationg it has survived

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

However, historical experience and the current 'rr\:onsens_u's" of opinion
both suggest that in a fully-fledged monetary union the price of the medin
of exchange, in termg of one another, cannot vary over space and time. This is

a condition which, of course, a mono~currency area meete by definition.

Through tha immutability of pfice of the media of exchange, countries
forming o monetary union reap important benefits. The gains wmay be reaped at
little or no macro~economic cost if the constituent economies are fully inte-
grated and are able to utilize fully their productive potential ﬁnder-roughly 8i-
milar conditions of ménetary stability; If the union's currencies do not, and Ao not
need to depreciate (or appreciaxe)‘ét different rates in terms of the relevant
bag of goods and services, there is no need to change internal exchange rates.

Therefors, there is no cogt in foregoiﬁg those changes.

It_is\very likely that the existing Furopean najional currencies will
remain in circulatipn long =fter the completion‘of the'monetary wnion, although
once the transition was achieved to the final stage, intra-European exchange
rates would have to be locked irrovocably together. The maintenance of a multi-
plicity of monetary symbols meets a deeply rooted European emotiona} need. With
it will survive the multiplicity of issuers, which implies that a minor measure
of contrel over the crestion and regulation of the monetary base will perhaps
remain with the (peripheral) national authorities. Otherwise, the existence of

the various national curremcies will hardly have any econcmic significance.

In order to pay inh a Buropean currency different from ths one held, only.
an arithmetical calculation will.be needed. This might be simplified by fiming -
"rounded™ exchangs rates, such as ;O‘qr 100 units of one currency to 1 unit of

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

aon/-o.
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change The European monetary union woulé be truly multlaourrency as people

end business would receive’ and make ‘payments in-any: of the Eur0pean curren01es.'

The aren of circulation. of thesé WOuld ho-longer 001n01de with the national
boundaries. 4ll member currencies might, in the final.stageg be declarédllégalJ

tender for transactions between residents in any part of the Commtnifyu‘

" In fact, the process -of 1ﬁterpenetratlon of na%zonal currency domaing
should be envouraged alreﬁdy nov. It would put. more bressure on natlonal mong-
tary authorities to harmonize pollcles, and to harmonize them in the dlrectlon
of monetary stabiiity, provided one of two of the major mehber countries weré 7
not infiatingi But the one hundred per cent locking of intra-group exchange

rates will have %o wait for.the final stage of monetary in#ggrdtion.

2) Freely floating exchanse rates

Dufing.the tranqitioﬁal period, fully floatingwexéhangetrates would
be no. less ipapprOpriaté than complete fiiity, If theré,is a cause of dynamic
disequilibfium at work, which at a-given rate of utilization o6f the productive }
poteﬁtigl_fof the whole Community, makes costs apd prices rise at s;ightly .
but pérsistently differeﬁt Speeds in.the different member countries? thefe
is no guaranyes that, under freely floatinn exchange rates, rate 3LjuStménts:

will take place with the graduwlity sufficient 4o &Ffset those dlfferences in
speed. Hven on the more favourable nssumntlon that pTle elastlcltles of demand
for imports and for exports (produced and exported by several cpuntrles), a8
well as the eldsticity of export supplj are high in the short'run, departures
from the equlllbrlum raotes might be more frequent and llrger thﬁn needed, as

" a result of canltal movemnents tending to delay, or to antlrvpaﬁo (hy dlfferent

time lengths) the adgustment The net chwnges in exchonge rates, sufficient %o .

compensate for . re-iterative: dlsorcnmn01es ‘in cost and prlce trends, would be
arrived at through wide gyratlons, Thesa would. in an ar;thmetlcal sense\largely
cnﬁoél themselves. out, but in the process they would upset money aﬁa éxéhange~
m&rkets. They would hamper-payments za well as investment planning by bu51no=s
caterlng for .the ‘needs of the Communlty’s market as a whole. They would lead

to anrovergrowth of the forward exchange_markets and to their instability. At
the same btime, forward cover might not be forthcoming on’ any terms for gqmg‘,

currencies, nor for longer mabturities..

u-u/cco
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The experience ayailable_so far in.the case of countries which

are fleoating individually appears to show that decisioﬁmtakingmbodies and
the social partners are by no neans less sensitive tp exchange-rate changes
than to changes in reserves. However, with unlimited recourse to floating
rates free rein may be given for carrying out adjustments entirely by means
of exchange-rate changes, especially in view in the deterioration in the use
of the more conventicnal instfumeﬂts of ecoﬁomic and social policy. If the
opportunities for integrating the economies, which the trgnsitional period

is suppesed to afford, are not be frittered away, policy harmonisation mush

have a shore in the procegss of adjustment.

If free floating were to be used as a full substitute for policy
harmonization, the ability of member counties correctly to use the more
gonveniional instruments of stabilization and growth policdies would tend
to differ more and more. The pattern and the processes of allocation of
resources in the economies themselves would Arift further apart. Horecver, .
full freedom in exchange rate matters would be inconsistent with the inter-
depénaange which exigte botween éommunity countries as a result of their '
strong trade integration, which it is‘ﬁow hoped to wuttpess through more

pervavive economic integration. From the techmnical viewpoint free floating

would mean the maintenance of separate national curvencies, as in the past
exposed to speculation. Freely floating rates cannot be reconciled with the

process of monetary and eoonbmic_integra‘tion.

3) Adjustzble parities

If during the transitional period, i.e. while conditions of semi-
integration of the sconomies obiainy echange rate changes cannot be wholly
dispenged with, the choice lies in actual fact between large parity changes,
taking piace under (restrictive) supervision by the parfners, but unpredicta—
ble as to their extend end timing, on one side; and gradual changes, they
too 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 E.C. countries and

indeed mogt industrial countries in the vostwar period, Experience has shovm

ceefons

30/73 20/10/2014



(Cvce www.cvCe.eu

-;23 - II/520/1/73—E

that countrles have. 1n fact behuved ag if’ they‘were not‘Uﬂdﬂr a flxed rate
constramnt Being wble to! 1gn0re 1t, wlSO as a_ result of external balanceA
of paymonts aid, they lived as if in a world,of floating rates, whlgh how—/ .
ever werc in fact not fleating. Therefore,. cost and price divergehcies_were:f
allowed to cummlate year‘aftef-year;ltill.theyvmaderthe gxc@ange rate
stfuctuie hopelessly.uh}ealistic, The d-e fact o-permissiveness.of the
system not ohly delayed the adjustment of domestic policiesi but also in- . \
creased resistance to the variation of parities. Devaluutlons have generally

taken place under pressure oom1ng from credltor countrles a.nd/or ma.rke‘bs. The
reluctance of deficit countrles to ad juet ar;tles did in turn inecrease the
disinclination to adjust on the part of surpluélcounfries, on which the dcn—.
-straint to do so is, as a rule, still weaker. This has led on many. an occasion

to stalemate situations; which hiave ‘generated turmoil on exchange markets. ﬁongl
drawm out political and dimplomatic negoéiations have béen necessary %o break

out of the impasse. Often.the solutions adopted have been scarcely‘bfedibler

The leadership which it behoves monétary authorities to exert.in order?toi N ‘ i

' maintain-orderly markets has nol remained unscathed.

There are several variants 1n Whlch the system can be ooerated
and 1mproved The 11ﬁe so far chosen by the Communlty for. the transltlonal
period aimg at improving it through 2 more effectlve process of pollcy harmo—
nlzﬂtlon, strlcter muatual superv181on of, and ﬂt later sto age Commﬁnlty '
concurrence in thp deC1s1ons to chgnge parltles, and a prompter adgustment

.of the 1atter.

Soeptipism in respect of the present EC policy stance seems to
be justified by the ‘absence of any new clement buil into the system itself,
which might .improve-its operation; r“‘he.imp:r‘oversus:m!: should come from a higher

measure of . polltlcal pressure and solldarlty, as a deud ex machina.. m:'imlt‘cedly,-'w

.*hls has been the naturc of the causative process behind maLy historical
turning points. But assuming that political solidarity ensursd theyimplemep;
.taxion-of;the sygtem in the new way. envisaged, would this lead to stabiiity B

and integration?. ' ' ‘
’ﬁtu 1 superv131on and concurrence in declsnons affecting parltles
1mD11es that changes would be madb less discretionary. In pr1n01ple, this is
~likely to be a contribution o a more: ordbrly and stable system. But, 1f the .
decigions to be taken 1nvo1v= large pafity changes, would it be a sutflclent

vy
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cecisione contingent upon Community agreement or the indication of some

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

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

the change is made according to scme proecdure or not, if the size of the

change can be as unpredictably large as the changes in the objective criteria
themselves? It is the unmeasurable uncertainty which indefinitely large parity
changes generato that has renlly disruntive effectss; gives rise %o 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 movements. Peority adjustments nesd to be regulated so as not to deprive
entrepreneurs of the stable monetary framework for Community-wide, long-temrm
planning decisions based on profitability ealculations with referenée to fundi-
mental economic factors. Failing this, the transitional period will not achieve
the task for which it is conceived, and the opening and integration of the member
countries economies will mnot sdvance. Large parity changes between member-states

ought to be banned. now.

4) Limited internal flexibility and external floating

If there iz 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 aljusting prrities
gradually, just as gradually cost and price discrepancies are likely to arise 7
among economies which are now semi-integrated, though poised to move townrds |
full integration. To keep the ares of monetary uncertainty during the trans-
sitional period within the limits that would make it manageable for business
ihtending 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 then a few percentage points. A "flexibi-
lity schedule™ for parities should be agreed upon at the outset that would
lay down the maximum percentage by which parities would be allowed %o be
changed. It would be expedient to keep those percentages within the current
‘width of the intra-Furopean band. They would be reduced over time in parallsl

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

ceifens
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changes bf'uﬁ t6 2.25-per cent would be allowed in a calendar year; not mere

than. one full change would be ailowed—to take plaée in any six months ﬁeriod.
Howeﬁef, up till‘fhe end of the second stage of EMU, or possibly only midWayir
to it (30 Juae 1975), exceptions to the “flexibility schedule™ might be allowed.
either in the framework of political decisions tc be taken after multilateral
consultations, or by shbrtening-the unit: period for parity changes as foreseen

in the "schedule™ from one vear toy say, gix months. S

Chenges would, as a rule, be shared by the deficit and the sur?lus' - |
countries. This would be in harmony w1ﬁh the ermerging consensus in favour -

oF more symmetry in the adjustment process -for weak and strong—currency countriesn

It would alego reduce for any‘slngle‘currency (deficit or surplus) deviations '
" from the median course. Therefore, it would be less disruptive for capital '
ovements, while obtaining the needed overall adjustment effect. in partlcular,
lt would weaken the pull on the Common Turopean (urrency by thé strongest

CUurrency.

It might he oﬁjected that it-is not realistic to eﬁﬁect membérVCDuntries
to renounce the right to change parities other than ‘within"the.s“e ‘narrow limits.
But the mérging of the national currencies implias such a rehounciation soconer .
or later. The whole process will bhe on much firmer ground if it can be carried : i
zbﬁt ag a gradual exercise, rather than as a dramatic change from a conditioﬁ :
of po’centialiy unlimited parity changes to one where s'uddenly' they ’wouldpnlo,l’ongex'
take place. I Guribg'fheffpahsitional period;-notwithstandihgfthe progressive
' rapprochément‘of-the;economies and their institutions_(incluﬂing the labour
unions), diéequilibfia'shoﬁid‘arise;'which.cduntries not bound by xﬁé'programme
of monetary-unioﬁ would:correct by means of exchange rate changes, the EC countires
would have insiead to resort to these;énly to the>limited exfept allowed by ?he
nflexibi}ity_écheddbﬁ originally agreed upon; They wduld haﬁe‘to complete the

ad justment by using concomitantly the panoply of instruments that,countrieslén

the way to econcmic znd monetary union must have available.

. . H .
. - P Lo
. aenf saw
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To secure a use of thoss instruments coherent with the commitment to
the schedule of flexivility, policy harmenimstion needs o be upgraded into
a discipline for more effective than it obtains in the looser oontext of inter-
national economic cooperation. Institutional arrangements for bringing monetary |

authorities closer together might be envisaged as a means of fostering harmonigation.

The lack of effectiveness in policy harmonimation would everitually cause
the internal exchange rate arrangement to break down. Policy 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 cther words reserve pooling, in order to be crediblé, should not be reversible
and should not be basedlﬁn clauses which would reduce the unsability of the re-
gserves by thg EurOpean'Fuﬂd for Monetary Cooperation. Usability, and therefore
the effectiveness of the Community pool, would be reduced by a clauge which mede
gupport of a currency automatic within the gquota contributed to the pool by the
country issuing it,'unavailggig béyond that quota,'Supporj of currenciss should
not be related to the quotas; but rather to the merits of sach specific case, and

to the appraisal of the Community!s overall monetery and payments situation.

. Pboling the semerves in a meaningful way is necessary becanse 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 %o be total,
not even in the sense that one would have to agrae noy on a schedule for complete
pooling. Moreover, different methods would hgﬁe to be used for eaoh.mnin_category
of reserve assets, Clearly, under the present constellation of econcmic and political
circumstances, only might be applied to gcld 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
dovn in the pre-established schedule, is not conducive to exchange market stability,
nor to economic and financial integration. But, as c¢oncerns 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 o1l of ‘the exchange rate might be needed
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on thé.énnouncement oﬁ‘a-pafiﬁv adjustméni;'dnly the rate’s nosition-iﬂ the
band wbuld shift' Parity changes would not, be larger thzn the movements in
exchange rates mhlch can take placm w1th1n the band, Those movenepts can take
place mulcklj, 2l equally qulckly reverse thensclves, The fact thet in the.
scheme here proposed changesg in ane directicn would be ﬂlloweﬁ to vum.ul-ate

" year affer year, up o the definite achieverent of EMU, would not add to the

disturbances which exchange deslers have to face in their daily routine.
. ' . .

On the other hand, the small parity clanges provided for.under this
scheme would be sufficient to give parltles the medium-term f‘ox1b171ty tnat,
in the case of ecanomles which are cnly sem1»1ntegra+ed, is neeled in order
to lend credibility to the pledge to maintain and €efend an exchange rgte
arrangement . Enir@preﬁeaﬁ;wouldxﬁhus be in @ position o make aseumptions
about exchangs rate ﬁéﬁementé”within a renge of unceriainty and risk thet

would not cripple the development of Community wide operdticns.

'

‘The exchange-fate arrangenent here suggested would not hlnder the
IRty J=yobatets] of s Europesn monetary sysfem, as distinet’ from the“world'monetéry
gysten. Tﬂe erodionh which the econcept and essence of a truly iﬁtefnational
currency has undergone in recent years is ong'more sign that points to the '
formption of regl_.onal monet¥ary arcas. K -meanlng-fml- COmMOn CUTTency Seems
now feasible‘only>for uge within areas poss .531ng higher degree of oOClOw

economic cohesion and politicsl melidarity.

The lack of an international currency haﬁ, a8 a‘corollary, that inter—-
ares pkyments adgustnent% will have %o take place through exchatige rete
chan@ea. Under an 3DR sftendard lﬂrve &eflrlt/surplus posgitions cannot be allowed
to develop lest the SDR iteelf, and therefore the soundness of the stendard,
should come under suspicion. Giver the unwillingness of large countries; or
. groups of countries, to éacrifice domestic policy objectives'to the oxternal
-DEBS, when conflicts arise beswesn the former and the latter} interfarea

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

/

.
veafeas
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flexibility into the joint Turopean float which, as it iz, is too rigid for =
group of countries that do no*-comnwise yet an optinum monetary areaj such
ourren01es can scarcely be- expeotcﬂ to behave as if they were one in substance
as yet Internal flexibility would tend to reduce the strains WhlGh are tound
to develop in the Jclnt float by u large group of countries that are onlj £eMiw
1nteﬁra¢ed Together with the pool1ng of Teserves, it would make the arrangement
erediblesy it would he]p o bremk out of the deadlock ereated in Narch 1973 when

some Community currencies could not join the rigid common float.

In the light of the foreg01n s A 301nt float erge extra cum limited
intra-group fle(lblllty appears to be a desirable and feasible compromise between
the two cxireme p051t10ns now obtglnlng rigid joint floating on one side ard,
on the other, free floating putsideeﬂmfprovision whamoevgﬁfbrCommunity discipline

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

A 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 gince joint floating started have injocted
a de facto flex1b111ty in the arrangement, thus prefigurating its evoluticn towards

A type akin %o that here proposed.
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Creation and Role of A Common Eutopaan Currency

1) The ratlotaln for a anmon Eurogoan Cur*ency

The.exchange'rate'arrangement proposed above would be casier to .
cperate if a Common uaropvun Currency were 'vailable and- could be nsed zg a

cormon 1nterventlon madium. This would be the mOSu efflclent way by which

" coherence, from the point of view of exchsrge rates mlght be’ meintained

in a multi—currency area‘which, for a while, will need to'oombine a limited
degree of internal Flexibility with exterhal floating.

Untill recently the common intervention meaium wes the dollar. Wheréas
the dollier is gradually being phased out of intra-F.C. official transactions,

disappoi nt3n913 small progregs has been mads in- flnﬂlng an adequote substitute

for it., The reascns fcr thlg are Sechnical, -coconomic and political.

. [

From the technical yieWpoiht, itfis important to note that the rise
of the dollar to the position of an international cﬁrrpncy waé assisted by |
a formidable baak;ng and finarecial 1nfras+ructure. It there igs an E. C. curréncy
whlch might olfer compﬂrab'e fa01lttlee, there are 6oubts as to the reailnoss of
other ®.0. countries to held it on a large enougn scale. In fact the E.C. carrenoy
which is now the most Sought after as a reserve asset belongSAto a country whose
money anc capital markets are surely inadequate to play 2 centrai #olé-in the

Community and whose authorities seem not keen t0 see such a role developa

Economlcqll}, the substltutlon of the dollar by a national E.C. currency -

would not qulte ellmlnate the COnfll”tS wntch have arisen under the doll

'stan%ard, but rather t“ans”ase them 1nto a i euroPemn con+oxt Though 1ess shtrply

-perhwp oorfllcts would be bouna to arlse if 2 curren oy llnked to a n@ttonal

economy was 33&9@ to fulfll ths role of the Eurooean currencys as long as

menmber. country economles are not fully 1nteg“ated. I* would be unroallstlc ;

Yo assume that a national currency would be managed in such a way as to glver
prisrity to the Commumity's overall needs. If that could be done, it would

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

it would be a true Communlty currency. It is d1ff1cu1t to see. how tne oountry
concerned would agree to thls sort: of arra ﬂgementp wnlch wculd deprlve it of
autonomy in- managlng ite own unrrency, an autonnny 1ta pﬂrtners would, contlnue ;__

to enjoy, if only to a shrlnklng exbent, ¢ T AT
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Finally, political and prestige considerations make most member countries
digkidokiaeito second the rise of one of the existing national currvencies to a

nasition of primacy within the Community.

It would appear from the foregoing that foi-a currency to be suitable

for the role of Community currency, one would have to create it ex novs.

2) Pormulas for the Common Buropean furrency

An important cuestion which needs to be answered, when creating a Common
Buropesn Curwcency, is how to relate it to the existing national currencies. There
arc of course a number of ways of doing this, as 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 Turopean Monetery Unit of Account (EMUA). In fect,
the insertion of the word "monetary” secms to point to the likelihood of the EMNUA
being something more ithan an accountizg notion. The EMUA, whicﬁ besically repeats
the formula of thewnit of account used for the purposes of the C.A.P., is réther
restrictive as regards both the cases of avtomatic changes and their scope. Being
too static, and theréby open to the risk of losing contact wifh the national cgfrencies,
ample room has had to be left to the Council of Ministefs'discretionary decisions. This,
in turn, is likely %o add so much uncertainty concerning the possibility of the EMUA
changing, or not changing, that its widespresad usb espécially in the private sector

might be ruled out.

Furthermore, the EMUA_ié.defined in terms of an asset, go%d; concerning which
the Communitj has =& 1imited say, along with a number of other éountries. Recent ex-—
perience Has shown that gold, its use and pricé, can altogetherlbreak away from the
control of monetary authorities. The}efore,'a consensis is now emerging iﬁ official
cireles zbout the unsuitability of gold as numéraire in the international monetary

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

o.o/-e.
O

{1) Thie, however, does not necessarily imply that gold cannot serve any usefnl
purpose in the construction of the European Monetary Union. Because a large
body of opinion still regards gold as a factor of monetary discipline, the
issue of the Common Buropean Currency might be linked to gold. The link
should be fractional and adjustable in order to avoid building into the
mechanism of creation of the Buropean currency o constraint of the gold-
standard type. 48 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 cémsiderations militate in favour of defining the '
Duropean monﬁtary médium in terms of monetary assets, guch as member
countries’ currencies, which aré interhal to the Community. The Commoﬁ
'E\Eopean Currency would be defined az a bag of currencies in which each |
cUrrTency W&uld.cérry a weight according to a chesen parameter, such as the
GNP, the foreign trade, or aﬁccmbinafion of both. The formula might. be s0
conceived as to have the Common Eurdpéan Currency reflect parity changes-
of & national currency, in proportion to its wéight.in the bag. Alternati-
vely, the conteni of the bag might be defined in a way that the desvaiuation
- {revaluation) of a currency would necessarily lead, through arbitrage opera-

tions betwsen the Common European Currency and the natiomal currencies, in

-

the absence of official actlon, to the upward (downward) ad justment .of oné or

more other currencies. In the former case, the externdl value cf. the Jommon

European'currency would change - auiomaxicallyﬁ in the latter it wouid not,

.

since the change in one currency would be offset by a change of opposise .

sign in ong or more {other) currencies (1),

The forme; formula implies that changes in the_Commoﬁ Europeag
Cﬁrrency would . equal the weighted average of changes in-the national curréen-
cies: the Common European Currency would be as stable, or unstable, as that
average., According to some; thie is tﬁe gort of protection agairnzt exchenge
rate changesrwhich is sought by the market, Therefors, a Common European
‘Curréncy so defined would casily spread; it would be used for.a Gommtnitynr
wide open-market policy, as well‘as for issuing leans on the Burcpean fi-

nancial market.

(I) In the former case.ihe Common Buropean Currency is defined asrfqllows\

I CEC = § BF + QSL + QDMDM'+ QFFFF + QLLireE‘+ Y

If the value of one of the uatlonal currencles changes, the valus of
"the CEC changes pari passu with the weinht of this currency in the hage

Ih the latter caze a constraint is added to the DTCV“OQS dﬂflﬂﬂiL . Par

values of the national currencies in terms of CRC's are f*xed 50, tﬂ4t the -

'fullow1ng equality is alwa;s gatisfied
T = Quplye + Q¥ +QDMdm+QFFff+QLI+ ]

_where (1) Vpe is the par valve in terms of CIC's of “the Belgian franc
and similarly for Vgr Vgy etc., and (ii).as e result be = the
par rates of exchange between the pound sterling and V™
the Belgian franc., If the Q's are fixed any change in
one of the V's must be compensated by a changs of at least one of the
other V's in the opposite direction.

~ e
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Concerning the latter formula, it is felt that forcing devaluations
(revaluations) on some. currencies hs a result of the revaluations (devaluations)
of other currencies might not be acceptable to nonetary authorities. On the
othier hand, it should be borne in mirnd that because intra-FC flexibility of
parities would have to be limited and woulé shrink overitiﬁe,.ng large changéiz
might be inflicted on currencies, as a result of the combined applicetion of .
this formula and of the flexibility schedule suggested in. the previous Section.
¥hat this formula would lead to is the automatic-sharing of the adjustment
of parities beiween wesk and strong Gurrencies. This would be in keeping with

the widely felt need for mbre symmetry in the process of adjustment.

Finally, it is workth pointing out_that becausé the curreht inflationary |
ountburst has undermined confidence in most currencies, a guarantee of stabilit&
in terme of currencies, and especially one which only afforded the average
£tability performance of member ccuntries 'currencies, might not be adequate to
make the Common European Currency as much competitive as needed wis-3-vis the

strongest currencies, and non~currency assetis as well.

There are various ways for securing for the £.E.C. a better~than~

average performance. One would be to increase the weight in the baz of the

currencies belonging to mmber countries with a low propensity to inflatian.

Thus, the weight of those currencics would exceed that posited by the application
of the parameter chesen, and do so by the amount needed to moke .the Common
Furongan Currency as hard as necessary. At the limit, of course, the C.E.C.'s

- exchange rate changes would egual thosé of the strongest currency : the fermer
2urrency aznd the latter would_tend to assimilate ezch other. This, however, is.
unlikely to be accepted by member countries, on both technical and political

grounds.

An alternative way of securing for the C.E.C. the stability apt to
make it attracfive would be to link it ¥o o real, rather than monetary, varameter.
In its extreme version, this formula would link inm a 1 : 1 ratio the C.E.C.
value and rises in {some) commodity-price index.gin other words, the Common
Buropean Currency would appreciate in termé of member currencies as an E.E.C.

average price index of goods rose.

¥

It will be argued in what follows, however, that abs%lute stability of the
oo #ymirchasing power is neither feasible, nor desiréble.lInstéaa the zim
' |
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might be'a somewhat better—than-average perfoémance in terms of curreﬂoies ' ‘, ' |
to be attained through the" comblned app11cat10n of the bagnof—currencles and -
commod1ty~1ndex formulae. More Speclflcally, one would start from ths wc1ghteﬁ
average of changes in member counfies! currency parltles, and_then would ‘revalue
it by a fraction of any increase in the commodity-price index. The fraction re- - ‘
levant fbf each given period would be deéided upon by the Coﬁncil.of Ministers.
Thus, the formule for determining parity adjustmenté of the CommoniEuropean' |

Currency would be semi-automatic.

The foregoing discuésion'does"not, of course, do justice to the
maty igsues involved in the choice of one formula, rather than another. On;
the other hand, the fact should not be overlooked thet the schedule of flexi-

bility Suggested'in this report leaves little scope for changes in national

currencies' exchange rates, and ﬁhérefdfe fEstficts the porentiai for'changeé
in the .Common European‘Currencyu What.is éséeﬂtial is to move from the unit
of acééﬁﬁ%Jccheﬁt to the reality of a wait of transaciiod. A mere wnit er

aécouut would be hard put to compete with the dollar (or en E.C. national
Qurrency). Failing positive steps from the official side, the process of
spontaneous evolution of the FMUA into a currency proper would be drawn-out;

- uncertain and liable to setbacks. Thls would be hard to: reconcile with the

urgency whloh is now felt for FurOpe g monetary unificatiocn.

3) The Common Purcpesn Currency as "monnaie cambiairc”

In ordér to serve as an interventicn currency; the Common Furopean
- Currency would not and could not be just an afficial asset. It would need to
be held and ftraded by marketnlnstltutlons, thus allow1rg it to be uoed as an

1nieLvent10n currency and, further, as a transactlon currency. These different .

functions are closely 1nterre1ated. In what foliows, they are included in the

special notion of a "monnwle ca mblalre"

The Community central monetary authorities (including the national
central banks actirg as a Community body) would chart the course of the Common

Furopeass Currency so as to secure for the Community as a whole the sort of

payments éauilibrium with the rest of the wﬂrld, congistent with the balance
of paymentu aimg agreed internatiomnaily by, and for, the Comrunlty as a . . I

rwhole. The Furopean Fund for.Monetary Cooperation would 1nterxene on exch@ngﬂ
- .Bc/ﬂﬁ. ' g

41773 20/10/2014



(Cvce www.cvCe.eu

L S 11/520/1/73-E

markets in dollars and any other ourrency, if necessary, in order to 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) agalnst sales or purchases of C.E. L.

' In orcer $o help the newy uuropewn currcncy to come into 1ts own,
a large demand - for it will need to be created : this, of course, depends on

the uses for which it will be eligible.

A sizeable demend will be generated by the new currency fulfilling

the rdle of 1ntervent10n medium @ partmclpcnts in the exchange market, both

offical and prlvate, wonld need fto hold working balsznces in the C.E.C.
Tronsactions between the COmmunity'institutions and the néﬁional governments
for the purposecs of the Community's budget, of the common agriculitural policy,
etcetera, would of course take place in the Common European Currency. It
would also be usged for pavments befween Community insti@uiions and private

companies, and other bodies, in member countries.

Furthermore the Common Turopean Currency ought o be used for isszues

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 (to the cost of living) might. be attached to them (1) even when
such‘ciauseleOuld net be allowed for issues in national currencies. The Community
financial institutions would issue C.E.C. denominated loans, thereby creating

a link between the mechanism of monetary unification and the process of economic
growth in the Commanity. Also national govermments and logal authorities, desirous
of tapping the Community's capital market might be permitied, as uwnification
proceeds, to issue part of their debt in the Commen Zurapean Currency. They might
also be authorized o issue given amounts of (medium afid) short-term notes in

the Common European Currency for which the Turopean Fund would offe; rediscount

facilities.

The banks participating in the C.E.C.-market would be required, as a
regulatory device, to hold compulsery reserves in the Common European Currency,
in sn appropriate ratio to their ¢.W.C. - liabilities. Those banks would, of
\coudae, also be expected to orgenize a scoondary market for C,E.C, denominated

assets, as well as to cooperate with offical bodies in order to create adequate

Oin/uoa

fi} Any such clause would, of course, be superfluous if the C.E.C. Tormula already
took into account losses in purchasing power by all currencies, ag suggested

oorld awn

clearing facilities.
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) ‘;1rally, to promots the Common Furnpemn Currﬂncy on 1tﬁ way
towards hn1ﬂ~ a trgﬂse"tJon ﬂvrrnqdi the 5ovcrnm:hs might accept t;e new currency
(in a kaec-or r1 1n5 ra th te their own national cur;ency) for pagmen ts of
tares by at ‘eaft some cavegLries of TaXpayers, 0uch as °$Illlat°s of compﬁnlos
with thn head of ¢ce, or tho main centre of opor"t;ons, in anothcr mnmbmr

country (or in a third courtly\ . ' -

Thus, by replacing the dcllar, and more specifically its euro-variant,

and oy ta‘«:inrw over. sunﬁleﬂentany functions of a iranssction currency, the

'CammJn mu¢gpew3 CleLqu wo;ld ueve‘op in the markets as & monnaie :_CAMDIAire,
Palt1c1padts in the C.0,C.~ng rkeu would be the bunks, partlcularly those
wiich now'engage in Euromcurrency operaticns. . They would deal 1n-the-00mmon
EuropeanfCurrenc&iwith dne another, with" the céntral banks interveﬂing in

the marketg for SUe"rlLLg the exchange rate of their own currercv, -and w1th

the Durcpesa Pund for Monetary Cocperaticn. Also the participation in The
C.E.C.~markel of the -large indusirial and comwercial coimpanies, whose ope“atlons

retech oeyondftﬂe.natlonal borders, inicht be envisazed aib -xn.oarly”amage.

“h mff ferent aﬁproanh would Gﬁﬂ".a.ﬁ;/cilgblaﬁ“ gthe new Buropean: currency
legal tanae“ a lezst for some categories of iransactions; defined.omn the vasis
-‘of thelrJ(mnxtiﬁnatlénal European ) hature, or of th61r.5120.'But=this.ﬁould-
‘meet with resistence from even those who believe. in fhe.ﬁeéd of introduéing;

a Europeén currency at an early staw Wr it is felt that to promote that

cu¢rency threugh CO“TG’OH would cetract from its 1nt“1nulc 051rab111tv° The
p“occdure -ought rathe oc o declare the new currency legal tender, alongulde

he exlstlng'natlonal currencles, after lt had proved its 1ntr11%1c deslrablllty
1n a restrlcte& groun of proLe551onml 1arge_size users and 1% had subsequently
qahned acoeptabllltJ nuarly all the way Aown o wage earnors and retail’ shoppers,
Afﬁef'aii,%ir &évelﬂped countries the bulk-Of'payments is done’ by bank chegiles

whereas onlg central bank notes: kand treasury  coing) are Tegzl tender. .

- F

”) Tbg manazement of the’ Connon Furopcan Currenoy

. In this age of unrclontless inflation. and monatary disorcer, the
Common T “opean Curronov woqu stand a good chance of becomlng acceptable on
its own merlts, if it could be regarded as a relatively stable gitandard of A
cvalue, A choice will hava fto be mde, for at least as longz as the Common Buropean

Currency wiil not be aale xtsclf tolexert a declslva influence on. economic

\

ono/ooo .
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trends in the Communlty, between absolute stability and the average instabi-
lity of member countrleﬂ curren01es. Ph0551ng the former, however deslrable
in 1tself, would very lzkely pat a heavy straln on the hew Currency. It would
put it on a course not representatlve of memhor countries' curren01es, It _
might hamper its dlffuﬁxon in so far as debto“s would be unwmlllng to express
their debts in a too rigid standard of value, The interests of credltors, on
,rthe other hand, wou;d go in the opposite direction. fhis conflict would hindefi

the smooth working of'cépitalumarketsﬁin the Community.

L The conflict would be more serious if a gap belween the étability‘
performance of the Common European Currency and a weak national currency formed,
vhich would make the latter suspect for devaluation against the C.%.C. The
demand for the Common EBurcopean Currency might obiain a level which would
make it.possihle'to'maintain the internal limited flexibiliiy-scheduls. All -
tfjs woﬁid“reduce the chances that the Common Buropean Currency might eventually
play an effectlve r8le in the evolution of new monetary arrangements in the
Communlty° If, instead of adopting a formula for absolute stakility for ever,
it was aimed at o measure of stability clearly above the member currencies’
aﬁerage'stability, ag outlined in subseetion 2, the effectiveness of the -
Common European Currency in fosterinhg a better monetary performance all round

would be much enhanced.

The stability performance of the ;Europée.n_ currency cannot be but the

reflection largely of the combined performance of the national currenciés,

unless one wers ready to break the proposed pattern Of 1auerﬁa Tinitbdn S lexibility

and joint floating erga extira. In that case, however, an 1mportant element

of strength of the Buropean currency would be lost,; for the strict del;mltation
and shrinking size of the exchange risk are likely to make the Common Burcpean
Currency more desireble than competing external currencies, which mey bear for

Community residents a potentially unlimited exchange risk.

ceifeen

44173

20/10/2014



(Cvce www.cvCe.eu

I =3 - 11/520/1/72E

The pattern here suggested; with regard to a more stable‘currency,.'
value and, internaL'chhange'ratezflexihility, seems also the‘most‘suitable to
secure the. sort of evolutlon one: would 1like to zee in the relationship between
the .new Eurcpean; currency and thé nabtlonal currencies. During the transitional

pericd. a smocth ‘process of pnification should.avoid sudden eruptions.of currency

speculation cut of, and,poégibly back intoy a Community currency, as.weli as
magsive shifts.inte the Commpn_Européaﬁ‘CurrencyOTShifts into the latter-
WOuld-incrcaéé the amount of it which weuld be in eirculation but,ough? to-
'reduceigzg-tanto‘that of the naticnal currency sold,\$incé such .shifts would
_not re&uoe e overall 1lqu1d1;V of the economJ gcncerned the central bank
1>su1ng the cur Pency exchanged for the Common 1*“uJ_c*pf-:an Currencjrwould not be
alloweﬁ to trJ to offeset ﬂuch. %¢£ﬁg'by means of fuﬂther 1ssue9. Rather, 1% wounld
have to 1ncrea=e the demand of 1ts cwn rurrency for 1nstance by raising 1ntﬂr

rateu on deHOSIth and ou“er monsy and flnanc*al clalms, in unat currency

The scheme here prOposed would be likely to prevent both these in--
0uﬂven1ence" from hJopen ng, althougn COLntrleS would have to sacrlfnce to some

degree thelr autowomv 1n interest rate pollcy, which 1s bound- to happen in any

vase if provress is to be made towards unlflcatlon. But under a rev;sed adauatable

reg system, 1arge waves of opeculatlon would form as pa_u_"uy ",_,umpf‘" became more

and more likely. In that case, it would be true that'thérexisﬁencs of the Common
Buropean Currency alongéide tlie national currencies (and their interconvertibility)

would make & difference from the viewpoint of currency speculation, for it would

be likely to give this latter a new field of opération;

' CleﬂrlJ however, the teohnlcal sultabllltv of ihe exchange rate setﬁup

is not a suf$161ent condltlen for avo;dlng 1nter—currencv "¢11ghts" and . the need X

for lﬂrge support of the "subpected" éurrencleso mffectlve pollcy harmonlzatlon
is needed, and thiz can only be attalned if a concen%us ig reaChed convernlz
71$he.unemployment—1nf1at10n trdde=off at whlch;the Communlty azi & whole_would
éim;'Thé‘Ehanceé'fhat harmonisation would be -accepted, would:of .course incrsase
Y Commun1ty colledtively could: make a positive contribution to 1mprov1ng

: .L-L.a.t ‘tI‘aﬂE—Offo
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As to free intra-group floating, which as it heg been seen on several
grounds is irreconciliable with the proeess . of unification, it woild also be
unacceptable insofar as it would lead to the suldden dersliction of the fast
depreriating currencies, and their substitution by the Common Europeaﬁ'Currency.
The latter would have to be managed so 28 0 keep i close touch with the - -
festest appreciating currencies, lest it be supplanted- by .them. An evolution
of this type would hardly he¢ acceptable, especially because it would maah
that only some of the national curreneies would prematurely disappear from

the Community's monetary scens.

”hese, of course, are the very rcasons why it is likely that the
Common Euvopean Currency being in circulation side by side with the natlonai-
cur“encles, would exert a powerfuld¢hr1H}iﬂgwlnfluence. But d1°01“11ne ca nnot
work satisfactonilyand it is vound to be "conoested", if it is achleved thraugn
the threat of dfastic changés in the predexisting mix of Commuwiity and natlonal

elements., .

In pr1n01nle, it seems safe to assume that the more Fra ua]ly the
use of the Common Eurcpean Currency will snrewd, the more acceptable the

process of ultlmate rcplacement of the mational currencles wlll be.

, The spead at whlch the Comman Burcopean Currency mey be allowed to
spread needs also to be controlled becauqe its unregulated use by the pr1vate
gsector would 1eud, as in the caso of the Euroﬁollar, to an excess creat1on )
of liguidity. Since the need for Euronewn monetary unzflcatlan has been more
strongly felt in order %o rcgaln from U.k. banks and Euroubanﬁs control over
‘domestic monetary conditions, it follows that the procésg of creation of the
Common Eﬁroﬁéan Cﬁfréhby must be fifmly in the hands of Burope's monetary
euthorities. o

Thoso authorltles wou‘d concur in deflnlng and implementing a harmonlzed

Euronban monetary pelicy esnnclally w1th regarf’| to money supply, whlch however

would not imply thet ratec of inerease would be euuated for all menber countrlcs.
One might start by agreeing, in speclal clrcumstances, on a COmmunlty band w1tn1n
wiich rates of increase in national money supply would have to be kept. In lmple—

menting such a Furopean monetary policy the creation of the Common Buropean Currency

p-u/"‘,g-
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kand natlonol mcney cvemtlon by the central banks of m94ber countries wouid héve
to be so regul +ed as to meet the 11qu1a1+; needs of - ﬁne Commun1+y as a whole, .
‘as well os of iis large economic repgions w1+hout aﬁﬂlng to: 1nflat¢ona y pressures..
'Clearly 1t wouald not haip the C.K.0. o come 1nto its owng'lf 1t cou?d he constirued

. a3 one more Qﬂgine of inilation, One of the condltlona‘necessa:y to prevent this —o
ig %o timeland,regu1°te the procoss of'ormquion of the JquC soTthat the la*ter

might grow in imporicose par1 Dpassu with thn merglny of the n:blonal central banklng

1

uystems'lnuo a Community one.- _ - N

Lg to fhe-control of 0.B.C. creation by.the private sector; regul@tiqﬁs
might be of a quantitative 2 nd/or qualitetive nature. Withfut going into tao-
much detail about the differcnt ;nstruments o be apalied; it should be Stre$5ﬂ'
that compulstry rcserves would boe required againgt C.E.C. liabiiitisé, Tpese would .
be higher or lower than reserve retios on liabil*ties in natlon al durrew’iqs;raé

mlght be nee&ed in cach specific situatlion. Also thn usg of the Comman Ea wropeail -

Currancy nghﬁ ‘be restricted to specifisd categories of (intra-Furcpecan) transactions.

The rate at which the Common Buropean Currency would spread (to larger
categories'cf users) might also be regulated by allowing its use only.for deals
;Pyceedin# 2 given (minimum) ameunt . In'fact the Comemon Furownan'Curreﬁcy‘might
flrf*‘ be intr oducec in the private.sector under the form of ]arg‘e-@enomln'lulon

GC.%.0. perti mcabeu in which banks ﬁnu'beasurnrs of. big Luropean com“anles wou1d

-~

daale. Just as within countries some f}rmsof [ONSY are legnl tender only for
onymerﬁsup to a given amount, g0 the Common European Currency would be usahble

for transaotlonshabove a winimuwn amount. . .

Administrative controls, which would restrict thefintercohveffibiiitj
of the Qomm on European Currency and the nhmlona1 eurrenciés, should instead be
kept at 2 minimum - and even that should be quickly discarded. Controls, exchange
or other, which dlscrlmlnate accorting to the residence -of borrower or leﬂﬁer,
or according to the location of thae 1nvestment Hamper the procesms of integration
0f the economles curlng the transitional pG“lOd just when that process ought %o
' be progressing. And they do 80 much more ‘_thanr slomﬁrl;;—moviﬁg curfent:y prices .

‘especially if these make possible the maintensnce of unrestricted convertibility.

cefuin
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. Unresiricted convertibilit& of fhe Enmmpnnﬁurcpean'Curfendy ghould
be aimed at, if it iz to play the role of a common currency, and if it is
to integrabte in depth national money and capital markets, reaching intra-
margiral lenders and borrowers. Those markets have worked so far ag communicating
marizets rather than fully integrated ones. They are at present threatened
with the closure of the pointe of cummunication as a result of the debteriorating

vsabiiity of the doliar.

It is an essential feature of the proposals made in this 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 balanéeaofmpayments provlems will be superseded by regional development
problems as codetermined by regional disequilibria in the availability of finansial
resources, the aim should be an allocation of those resources, both short and

long term, consigtent 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 national aduministrative controls which discriminate as between E.C.
residents. A Community menetary and financial system is needed, which ought to

be able to correct the posmible incorsistencies in respect of an "optimal" poliocy
of growth for the Ceommunity as a whele, that might arise in the allocation of

funds, within a context of full freedom of circulation through the national marxsis.

The proposed Common European Currency might be built as an essential
part of that system. As such; its usefulness would conbtinue also once conditions
were ripe feor definitely locking together infra-Buropean exchange rates and thus

merging national currencies.
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‘FOR_HONFTARY UNIFE_QATION AND BCONCHIYL INTRGRATION

Inhbénqideriﬂg'+hm BCOT d mic “spﬂcts of eoonomlu and monch ry unlon, \
two approauhes are poeqlble. The first is & narrow 1nttvpretaL¢on of the p1ra¢lellsm
discassed ot the beglnnlng of taig reﬂort 5o that only those noh-monetery policie
arc proposed which must accompany monnuary uplflfatlﬂﬁu But the potential gﬂin;
in growth and stablllty of mnmber—statu real nctlan“l ;rocuctg, and 1n the develop—.
ment of Comfmunity 1dbﬂulty and SOlld rlty, fron fur%he; co~crdinated eocncmlc and
social pOllul@S, is verv gredt inteed. Thus,‘over and above the minimal rute af

economic 1ntegrot10n_as monetary unification progresses; vast scope. is offeradrhy

many fur%her economlo and 5001M1 pOllCleSo

) The minimal rate of—advaﬂde congigte in the development of thowe cbmmoh
policies which are inescapable if irtre~Community ezﬂhange rates'are moving fGWards"
being locked. Home policies are clearly in this oz tegory as we hﬂVﬁ soop, e.bu Menns
of desling with resultant hortqran and structﬁrwl 1mbglwnce 1n C’lJHS and 1naus+r"=fa
Other policies, thoueh highly desipable in thomselves are not, .8 env1“onmental

pollcles. The 1line is not alwsys casy to draw. It should rertalﬂly be drawn on the

11bepa1,51deg because ndvance in economic union h9° 1t9 oWt 81gn1ficanpe-ram&
parallelism must net be seen only ag an in=filling of crevices wrownght by Eonotarv
aniong it has 5 great positive role to rlay, probably more than develqpmanvs }n
the monetary field,

A. STABILISATION POLTCY : e S . )

'

1) Three levels of StablllgdLloﬁ Policy

Théﬁe are various levals at which the attempt to achievs a steady rase of

growth of G.0.P. with price stability and full employment nnder a balarce 67 payment

denatraint has to be m de s the Commurltv tyele a8 o whsle, mefbéréiate djvergoncicy.

fﬂom“'taat CVhlE, and rcglonal dymergeno1es from. memb@r~btatc NOrMms..
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The manifestation of the problem veories in each case, somelimes
inflation rates, scmetimes unemployment rates, semetimes outdated infrzstruce
ture or deficient publis services. The cause of the problem varies ni-ilarly,
from short-term demand defidiency to long-run decline of industries due to
secular falls in wofld demand or inefficiency ariesing from cost insreases

outstripping productivity improvementéq

It is customary accordingly to divide conmjunctural from strustural
policy, This is legitimate, and.is largely followed in this part of the
report, insofar es the analyais of the problem is concerneds But it may not
be valid froﬁ the poini of view of the‘insﬁrumenis of policy. If different
instruments can be assigned to conjunctural and structural policy, the
distinction can be maintained, but it becomes confusing if instruments, e.z.
fiscal policy, need to be considered in a consolidated way in dealing with
both types of »problem, conjunctural and structural. Sinece there iz need, '
egpecially from the Tiscal point of view, for a comprehensive approach, this
is why the three levels of stabilisation policyr are dealt with in this sectiomn,

even though regional policy is examived further in the next seetion,

The changirg balance of importance of ths three levels of conjunctural
pelicy is a matter of debate. The question whether the Community cycle is
becoming more firmiy establicked 'y, and member-state divergencies less signi-
ficant, has alrsady been discﬁssed, However far this has developed at preseat,
no !fiou;b'l', EHU will accentuate this trensmission of inflation anc!‘depreselaion.
between membere~states. On the other hand, regional diversgencics (from Conmunity
or nenbar-gtate norms) nay be accentuated by HIU, == it is developing now,.as'

has been nentioned earlier in the report,

0f course, this development of the conjunctural problem upward and
dowrrward, away from the level of the member-state eccnomy, concesls a diffe- .
rence in type of the probliem : the Community cyclical problem is short-term

and is dominated by prices, the regional imbalance is longer-term and dominated by

bon/qod
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; emplcyment? and the dlsulqctlon beuween conﬂunctural and structurml_Ls vw¢¢d. _
There ie also a d1ffevmnce ag to 1nstruments aporoprlate ‘ahd available. Mbné- ‘
fary instrunents, including perity chumges (vzv-awv1s outgide OJuntr1es)
money supply and interest rate policy, remain available to the uonmunlty as -
EMT pr ngres es. These are ihe right instruments for thv right. problem -

iniluencing the Conmunlty cycle.
N : : ,
Thus, monatary unlflcatlon does prov1de the 1nstrwments to the Gommunlty

which are netezsary to deal with the develcpment it brlngs abouts the vonsol1dat10ﬂ ;

of a common cycle among member-states. Thel""' use has already 'buen covered adequate*,,

in the preceding “cnetmry dis 10N

2) Fiscal Trsirunenis -fcf Intra-— Gon“.rml_‘g:i*{:y Stabilisation P_@]:it:f{

Yhat hes not been dlscuﬂseﬂ 8O much are the magor problems of member-—
‘suate st 111aa%10n,-and deallng with the pc351b1y accentuated provlem of
reglcnﬂl dlsparlt;es. Thoubh limifed uV“ll bility of monetary 1nstrumentq w1ll
remain dur;n& T brmn51tlonal period, the emphasie must shift: to budﬂo+ary

- instruments %o deal with these aspectgeol platilisation pollcy ‘and this ig

vy these two aspects of pollcy need. to e looked at together.

Short and mediun—term changes on the expenditure side (of CommunltJ
or member-state) budgets are of limited 91gn1fﬂcaﬁce, as always, in view of

formal commitments to Progranmes .

In the oose of tﬁé Commnnitj budges, scme.flemibiiity may-bé availahle
if a form of Cémmunity‘é%ployment benefit scheme is founded, but most'other
elemer*s of the budget, will not’ be ea511y ad justable for stablllsatlon pUrposes.
-embermo.gte budgets are g01ng to be dlff:cult to control. There is, at present,
rep"wtzng ofgbudget de¢1r1t pOSltlonS by memner—stutes three times a year, some
superV1sloﬁ of these mnd cf their flnanc1ng must be allowed to dsvelop. Bu* the
welgnﬁ iz onfthe figeal 51de, and uﬁiortuneto]y this runs counter to some plaus

for the harmonigation (maanlng alignment of structures aﬂd-rates) of taxas,

On‘/WOD
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srgusd on the grounds of removirg distortions to trade and factor movements.
In particular, the very tax most subject to alignment pressures, the V.A.T,
ig in the very category of general sales texes commondy used for short-run

stabilisation purpeses.

Barnest consideration has o be given to this problem. Even if the
removal of tax distortions to ftrade and productiion by uniformisation of
texation increases total real 1ncome, the gain is much reduced if this
worsens the distritutien of wealth around the Community, and neutralises

the tools ta ecarrect the imbalances

In,the medium term, therefore, the Communltj would okhtain compara*
tively stroné monetary instruments, 28 part of monetary unification, wh1lst
its direct budgetary instruments will remain smellj for the member-states,

_conduoting (with a degree of Community supervision) national and regional
stebilisation policy, monetary instruments will be weak, but as compensatlon,
fiscal flexibility, including V.A.7T. rates, should be aliowed to develop.

As the extrene and economically more relevant version of this proposal cne o
conld envisage the institution of regidnal differentiale (where'the diver—
genca fr om Communlty norms of income and employment may be greatesf) in

Velha@a o other taxes.

3) Prices and Incomes Policy For intra-Community Stabilisation Polioy

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

control prices and monsy incomes has become as important as fisgal 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 efficient
dizlogue between the public authorities and the social partners {uniocns and
firms) at the Ruropean level is neceSsary. In or&er~to be. éomprehensivé
enaugl: it should incorporate the global and structural policy of public
anihorities and boil down to coherent decisions on the development of

average wage- and price increases,

B0 AN ADOOBRCAEERRBACORBOLAPSREDaDTEPeUDRRREUBYPRNADCOOrPORRABESHAINDRATRODTH

% Cf. the chapter "Incomes poljoy" in the Secord Medium Term Economic
Policy Programme and the paragraphs I02 and 133 concerning the "IMalogue
with the Social rvartners' of the Third Medium TPerm Economic Pdlicy Pro-
gramnme, adopted by the Council respectively in 1969 and I9T71 (Official
Journal L 129 of 30 Mey I969 and L 49 of I March I97I).

ceafone
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The bagic issue liéé hetﬁeeh ﬁhe;eccnomio requirement of different
‘real jngome levéls (in a given‘secﬁéf) in differehtfparts'of'the Commanity
to accord with differennes inrpro%uétivity lavels, and the Social o%jeoti— )
ve of greater equalisation of stanJards of livirng in all regiors, Joint
incomes polinies agreed. wlth, possibly Eurwpeanlsedq trade unions, are %%ke-
ly to tend towards tha soc;al obJechlve, and henée worsen the disequili¥ria
tetween reglons of unequal prnduct.l.v;tv° The social obaectlve may natura. Iy
take prenedence, =rd the economic reguirement be met rather by tex and saclal

' securltv adgustments for the wesker regions.

' This b“lef dlscu851on emphasises the need for siwultaneous ard.
cocrd;n ted action to achieve balanced growth wnth minimised -inflation and
relatlvelJ full emplovmenu, in all parts of the Comnunlty - ac+1on in the
Tiglds of‘taxatlon, public ewpendlture, 3001a1 securlty‘ and plices and

"incomes policies.

Ba REJEONAI.AN“ ﬁw?LOYWEN” POLIC

‘ Ebe Commlss1on has recemtly issued a report and has submitted .
several ﬂropo"als to the Council in the field of reglonal policy*. , The
Commun*ty 8 effort itself is to be implemented throubh a Peg¢ona1 Develcp»
ment Fund** whilst a Reg*onal DCVelopmon+)Comm1ttee will make surveys of
and begin fo harnon:se Member States’ regional policiesah Assistance from -

the Pund w111 be .decided on a case~by-case basis for larger . scnemeb***
and in the aggregmte for smaller ones, The Comm1351on Has proposed including
-8 sum of 500 mn U.d, in the Community budget for 1974, Suma in the,area of
750 mn Ush, for I975 end 1,000 mn Uk, for 1976 will be required,  As re—
gards the mdde.of,allccation,this'will‘deﬁen@ on the expénsion pf\pfodﬁction

rather than use for welfare payments.

I} Meaning ‘and Definition of the Regiomal Problem

- 'The feg4on11 problem‘itself is. ambiguous and fluid, Indee&,
some GGOﬂOmlSLS would want either to abandon the conc ept, subsuming +he pro~
blems under 1abcur market and 1ndustr1al policy; other would Te“Cth 1t a8

location polisy, w1th the income distribution content removed to bther polisiet.

‘OQGQQ"Dﬂoﬁ.c‘)oﬂﬂ“OGOHOOOD.QUUGDQDQQIEG'00UEF‘UDD.E‘DBHHDOIﬂDOODOCHC‘QOQODDUODEfAJ )

* Reference to CON(73355O flnal 3 May 73 - COM{73)II70 final 25 JUlJ 1973 -
" com(73)IITT final, 25 Jily 73 - comk73)1218 final, 25 Ju¢y 73 - ccm(73 1751
I0 Cntober T3.

*EAN Fmpldyn@nf Fund is also being established and will have a'connection'-
with revlonol polxcy. : - '

¥ Industr ial and service investnents of an amount of IO mn. U Ao or more, snd
1nfra5urucbure ‘nves-tmen‘ts of an a.mou.nt of 20 mn U.As or more.
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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 mctual situation which policy has to influence is already fasi-
changing, and is likely to be increasifgiy s0. Analytically, the regional
problam is cauvzed by the disparity in troends of facﬁbf and productiﬁity rates,
g0 that "highly"'paid labour can no longzr be employed by arcas of industries
with lagging productivity levels, The prublem posed by B M U is that it is
likely to le=d to a.faster convérgence of factor price lovels (on the capital
gide, by capital market integrations on the labour side, by Community wage—
bargaining and wageuemulaiion) than it is of productivity %rends. It is un-—
certain whether or not produc+1Vlty levelr will converge: geographical polarisation
theories are cpposed by systens lesgenung- Gependence on pr0x111ty to-markeisy new

products lesz:aning dependence on naturcl resources, eic.

Bt this is still to see the “"regional problem™ in fraditicnal terms.
¥a might he an the threshold of a new concept of the "regional problem” (indeed
envisaged i ihe demiésion’s latest re: ort) characterised by congegtlon and
infra~-structure run-down and deca& ind this progress might also be acceleraﬁed

by the indugirial and social changes ¢cf B M U,

Furtharmore it should be recognized that the problem of regional and
structural imbalances hae its particular political and social imﬁact. The.pember
states of the Furopean Comﬁunity have a much more intensiwe national life then
the members of the existing federal states;'é.g. the United States or Aunstralia
have. They are countr:esrwhlcn feel tﬁolr nqtlunal LacntltJ ptrergly and ere
less able to toleretp esononic dlsparlnLes between one encther then they are

within the nation states.

Thus, 1t is- golng to be exceﬂdlngly dlfflcult to def:ne the regional
problem in future Vears. And thls presanis another 1sgae:'as the regional problem

become more heterodox, each memher—staﬁe (or region) can make a claim for itsclf.

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

......

d?*f: d1+ to ﬁellne. ?robably, they sh CEALY be very few and very SlTUle, perhaps

put only in Lerny of 1ncome and unemp’"WMﬂnt Levels. Once rultiple. crlterla

Toas pronoact vaiv the Tofiait in 4T nieapation a?'?ﬂf“““ Topae

spiterine. 0F. OO 3)1;751,?, IO doivher 7736
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are let in, the 51tuat1on could become unmanageable. The situation %o be -
avoided is the p0551b111ty of stmtes and reglons able to propose schemes
and . crlterla wa‘ch net put to their own beneflt Communltv reg1onal and

employment pollcy would then tend to become 1neffnct1ve and Ponfuelng,_

2) Community Regional Polioy,and Member-State Regional Policy.

It has been stated, in connection with the Commiazsion's -report hsk it

BRACESERRE .‘n 4518 TRV s ot ke th Ao Thlifani P '-%E??Ie'pii;z‘;ﬁ"_':I":?t"ﬂ]h?.."fhhtﬂ‘hp&r‘lﬁ‘_l”? ran

mmﬂ@m@mmmmﬂmoalﬁmmhﬂ%

ThlS Seems an unde31rable situation, to be avoided 1f at all p0551ble°

The reascns are two—fold Flrstly, whllst the Regional Comm1+tee iz to oo~0ru1ﬂate

member—state regional aid, it w111 have much mors dlfflculty in apply*ng unlfO“n S

cmtemav than in the e= ase of dircect Communlty aid. Secondly, it is dlfﬁacalt

to see how substantial flhance can become ‘available for the Hegional Fund W1thout
a tranafer of resgources from member-state budgets. Thls does not lnclude use B
of loan flnance through the European Investmert Bank or othor means. If p0551ble
this should not exclude the p0851b111ty 1o add to the amounts enV1Saged by
supplement ary measures. This w111_be taken up again in dlgcu351ng the Community
budget. ' a ' - : . .

3) Mode of Community Regional. Policy

w Earlier, it was suggested that sharp, simple criteria should determine .
é region qualifying for aid. This appears to be in some conflict with the_forée—
ful id@a~that each region in need will have a particular identify and special
,problems, 80 thht anaﬁsor*ment of ald methods mlght have max1mum eFfactlveneos.
' Howaverg there need not be confllct -there is a twonstgge process. A cualifying .
region is determined on 1ncome and employment grounds, Yhen quallfled, 1ts
"pfogramme support” iz decided in the.field according to its special nend3§ and
consists of a sp901al set of grants/loans to new/exlstlng ln&ustrles, retralneng -
grants/lncome support for all/selected workpeople, and- flnmncc for partlcular

public goods and serv1ces.

55/73
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So far, the mode of operation of the Commmi%y Regional Fund has

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

by some unspecified means. But, cf GOHrS?,ithQSe meang thgmselves can be an
instrument of mgional policy. The simplest method would be a tax with regional
dlfferent1als, such as the V.A.Tey or reglona11J differentiated payroll tax,or
co“poratlon tax. All sorts of problems are raised by such a suggestion, In the
case of the V.A.T., it requires origin principle taxation and re-introdunces
fisoal'froniiers, thiz time between regions. To uese the corporation tax invelves
great difficultics over determination of where corporate profits arise, and of
control. Neverthelesé, the method of regionally-differentiated taxation, helps
deal with the rcg;onal problem whilst also prov1d1ng finance for additional

actlmnen the expenditure side,

-
C. SOCIAL POLICY

1} The Social Fund Approach

The original conception of the Social Fund was to deal with unemployment
resultlng from the reorganisation of the cus gemsunion. The problem was conceived
as a minor one - most reallocation would take place by autonomous changes by workers
of 100at10n_or Jjob. Consequently, the size and scope of the Social Fund has always

been very small,

Tt must become more important in the futube. On the one hand, the
Community 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 wag already =& major concern
vhen the customs urion was launchedj with the advent of E M U , the labour consecusnices

of the resultant industrial re-organisation might well attain a new scale.

5 & 8 4 8 B & & 5 & § .4 € A & & ® B B A W B B g = . F B & ®m e & & ¢+ & & s B 8 * & F

* Note that "social union™ was included as an element in the second stage of
economic -and monetary union in the Paris Summit communique - Reference 1o
"uidelines for a Social Action Programme® COM (73) 520, April 1973 also.
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In dealing with this problem alorne. questlans arise as to the re—
quired size of an enlarged Social Fund and its modé:of use, It is ostimated
that thg current anmual rate of redundancy in-the Nine is 3,750,000.” If .
the 6ut1ays per head of iednndant,worker_of the EGSC of 2,000 U.k, were
.applied in the Community,‘tné impliéd size of the Social Fund would be
1mpossib1y 1argeo' Tt can be re&ucéd by aiding onlylsome of those made
redundant and by restrlcting ‘the range of assistance given., It .is gene-
raliy agreed that the Community should concentrate on support for retraining;
g0 28 to give its programme a p051t1ve lOOkn Even 80, a Social Fund9 en—.
visaged but yet to be achieved of 358 mn UsAo for 1973 (1974 47T m U:A-),
looks very small against BOSC- standards. Greater enlargenent than this

- gppears 4 minimum aqcompaniment'of E.M.Uo, unless the burden of labour -

adjustment is going to Ve taken on'régional and industrial policies.

Whether the Social Fund is-éxpanded to give the Community a fuller
-role in émployment pblicy? or because the employment consequences of EM U
are likely to require it, clearly there is no justification for its finance
by a system of Jjuste retour;.those areas with the highest incidence of conse-
quential restructuring need $0 receive most, pay least, the main:gontributors
being those areas on the fortunate gnd of the benefits of E M Yo -

- 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~
rfly’have,direct consequences for .the Community budget, but has major impli-

cations for member-state budgetsg

. Whether alignment is desirable or not can be dealt. with‘fnom.an
coonomic- of social vicwpdinta/ From the economlc -gidey it is neccssary to -
. lock at soclal security contrlbutlons by employers and by employees- separa~
tely. The payment by employers is sometimes argued to be a quasi-wagey
The question arises : do differences in net payméhts by employers and nst
receipts. by employees-in fiember-states interfere wifh'%he_mobilif§ nnd o
location of.capital and enmterprisé on'thé oné hand, and labour on fhe

. other ? . The answer is probably Yes: for capitaly, but is much mdre dubious

- for labour, as such a complex:of socico~economic factors affcots labour
movement. The establishment of a Common Market with unimpeded factor flows

‘therefore demands 1ong-run allgnment of emp10yers payments to skclal .

A
aoa/eolo_
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securlty. And 31nce the sllce of =ocial securlty that is Pinanced through
the budget of the member—state is varlabie and mOdlflGS the amount directly
pald by flrms, 1t 1s dlfflcult to seo how dlfferences in the d1v151on of
socilal securlty flnance between state and the prlvate sector can remain, except
in a sense to be.mentloned later. Whilst economic argumgnts support the alignment
of member-state budgetary participatiqn in.socisal séqurity, and of employers
contributions, it is. rather social forces which willy in the long run, demand
, aligmment of benefits'( and hence of the final residual items in the socia}
security accounts of employee contributions), As social and cultural integfation
‘proceeds, there will be increasing emulation effects ; people with an inferior
social service will view thé best standard of provision in the Community with
envy. Bach s‘hé:be, as now, will be a shining example in one aspéc'b - ﬁheupl-ojment
henefits,rfamily alléwaﬂces, pensions etc. - and form a goai for others. This
"leveilingmup" process is part of social immovation to be discussed leter: it

must be g00d and desirable, only the cost is daunting.

' The sums 1nvolved are Btaggerlng. For example, thc total cost of
unemployment payments throughout the Community if prov1ded at a unlform standabd
would vary from 960 mn U.A. at the lowest (Ttalian) standatd, through 2,880 mn
U.A. at an intermediate level (U.XK.) to 9,480 mn U.A. at the best level (Germany).
Simi}ar results are obtained from "levelling-up" other ébcial services.

of course, aiignment and theestablishment of Community:standards
of rprovision may or may not involve direct administration by the Community -
member—-states conld be left to finance and administer the uniformised schemes.
The key difference is that operation by the Commnnity would tend to involve
a redistributive clement (assuming that the Community budget‘were not deliberately
finanged to ensure jusie retour), with those with currently poorer stapdar@g

of provision being the gainers.

It remalns dlsputable, of course, whether all parts” of the SOClal
securlty system should ba suhgect to the alignment process, even in the Very
long run, when SOme aspects are verv culturally identlfled wlth parﬁlcular
membe“—etates - should not member—states ‘always be able to pIOV1de more health,

’

more eduCatlon, if w1111ng to self—flnance 147 It 15 true that thzs 1s 1n confllct

- T

' .'.‘.'/'.:..:
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- with social 1ntegrat10n 1n the Communlty,bht it has often been asserted that

the wltimate size of & natlon‘ s ™ielfara" budget (financed by nonwbarmonlscd

toxes) WOuld'rcmaiﬁ-ﬁiscretidnary;

T-Ihllst some pa,rts of 'what is norrqally rcgnrded s “4001;1 secum*y
has 11ttle relevance to EWM U ; en issue whlch is not much dlgcuvsed in Turopesn
soecial pollcy, namely h0u81ng pollcy, 15 hlghly relev,nt Loth to efflclency (of
the lubour market) and equlty. Attention should be glven to the harmonlswtlon of

gome aspects of menber—state hou31ng pollcy.

 3) Sccinl Inmnovation

This is the widest, and in many ways, the POﬁt f.501nat1ng'v1€w, of -
whathommunlty 5001a1 policy should aim to do. I% inecludes whau nlght strlct}y
be termed ﬁsbcial", and what is rather "environmental®:
: éocial Z i n-work" polibiés,'é.g. providﬁng Qraihing ana
S | creatlng Johs for mlnorlty and dlsadvcntuged groups
such as yOutn, WOIEeL 1mn1grants, ooloured people, '\
1mprov1ng and changlng condltlons of work partlcularly ) ‘

in the factorys fosterlng effect1VQ worker part1c1pdt¢ﬂ¥

etbo

Environmental ¥~ Moutside-of-work! policizs, z.g. adult educatioxn;
leisure and culturel facilities; community centres;

urbzn and rural protection; ete.

A strong case exists for such an inbarprataticnlof‘thm*g@glg of ‘Comminity

social policy. It assodiates the Communlty w1tﬂ the best af-modern democratic thing
and hws its 1mpact among those where the Communluy at present 1nsp1res adverpo or
'Zero fecllng, Tt could dlsaﬂ5001abe the Communl'by from "old" pollcles, Such as som:
forns of reglonal pollcy, which have not been consplcuously successful when nrmctl.m
by menber-states. |

« © o & ©.8 8 o _o© o o @& © @ © © 4° &6 & 6 @ © 6 © £ @ 0 6 « B o B/ 6 ¢ O @ O G 6. @ O & 5 =

% There arc obvious conmections with'regibﬁal policy, but these policies are )
within the scope of the social policy document .of. the Commission‘réferred-ﬁoa :
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Unfortunately; as the appeal of these policies magnify, so does the
cogt. It is difficult to see how these could be financed directly by the

Community, though perhaps the Community could urge implementation of some of thuem

by member states, though the specific Commnity initiatives might not then be
s0 clear o the pebple. If the Community were to implement gome of them, it
would probalby have to be at the expense of more orth&dox ;pendiﬁg policies.
It really is a crucial quéstioﬁ:>whetherrthe Compunity ié going:ﬁo duplicate

netiber-state policies, or strike new ground in the socio-economic field,

D. TNDUSTRIAL POLICY

1) Minimal Community Programmg

There.is a well-recognized list of policy heads comprising Comrunity
aims in industrial policy. These are {i) removing technical barriers to trede
(}i) open tendering for public contrcets and the development of Community
procuremént p:ocesseé ﬁy Community public bodies in corbain sectors (1ii)
writing of & EurOpean company code and harmonisation of n=tional company
law (iv) promotion of Mergers and other Communlty agsistance to small and
mediumesized firms and proaects (v) gpecial aid to sectors on account of the
need for resconstruction, high R & D costs, need for vast capital investment,
etc. {wvi) development of Community anti~trusf‘policy and its dcﬂorﬁinatibn

with member-state monopoly polibies.

From thls rather immense and costly programme the problem is to
gelect those pollcles which are the most essentlal cccompaniments of E M U ,
or which are'fairly‘easy in terms of cosi.

e

Work on removing technlcal barrlers to trade, whlch lncludes harnonlsL';
standaris, patents, welghts and measures, etc. 1nvolves llttle financial cost,
and certalnly should be at an advancai stage 1f trade is belng oa$r1ed on in

terms of a single Furopoan currenoy.

... Open public proscurepent, involving goods, services and finance, fall
partly qndgr market integration, which economic union eneompasses. Tts
achievement is mainly a matter of overcoming netional protection,—and‘should
got ahead in the 70s, through the establishment of Community public corporation

seems farther off.

cerfenn
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2) Longer-run Programmes e,
The next three dlements of ipdugtrialrpdlicy all invelve actual -

industrial re-structuring, usually into a larger, transnationsi scale.

It is difficult to distinguish that which is & necessary accompaninent

5 E.M.U., since, more than in the case of the removal of tariffs (which, gave
a leadAon those industries to be most affeofed),iit ie very hard to forsec.

whlch industries will be most affected by ‘the progres of L H ﬁ.*'
T general, it will be those with 2 strong geograpb1cal blcS in

certain partﬁ of the Community, but assistance to these is a matter of

regional policy.

It doss seen that, at least in the second stage, 1nduptr1al pollcy

w111 ha ve o be conxlncd to the non»budgctary neagures discussed above, plus

that part of reglonal.pollcytrhlch hac the aim of modérnisation of 1n{1us“gry°

- For a long time,lﬁhere mey be a pressure for industrial poiicy, in
its budgetary aépect, to be one of assisting lame—ducks, rather than:having
the more positivc'role of finencing large semi-public projects of Europeang
interest, a preésure to be strongly resisted. Of,goﬁ:se, in the‘main,-tréns—
Community projects will develop anyway as-private ventures; and some mighf
argue that vast pﬁblic'funds should_hever be 8o used. Vhen they are, such a
project mizht Have speciasl provision, rather than depend on inclugion in the

Community bu&get;

R, THE oowmmr*r BJD(‘ET

1) Congultotive and Regulatory Poli@ies versus Budgetary Policies

_ A number of the policies discussed do not involve budgetarﬁ finance,
 but'c6nsul*dtive procedures, aﬁd the’establishmeht of Pommunity law and’
regulation. mhese policies 1nclude, for gkample, consultation sbout, and‘
co— Grrllng;blon of, *'lem'ber-—sta‘be 'budge‘b deficits, reglonal gid efforts, compa,ny
law, s-homc egchange regulstions,- competrblon policy. In the main, they do not

invelve .conflict with each other, or face financing ob§tacles, and hence

ghould be pushed ahead with, in a compartmentalised way, as fast as pogsible..

DOO/DOG
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Many other policies,and often the most orucial, need financial
regourcas, a grect cbstocle teo their development, and are in conflict one

with ancther, for thal very Teason.

A very good way of confronting the limitation: of finarcial resources
and the decisions required between the policies discussed is o consider the ’
.develOpmént_of the Community budget in tﬁe sccond stage (to 1976) agd in the
stage beyond (say, o 1980).

2) Projection of Community Budget Experditure 1976 and' 1980

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

1976 1980-low  1980-high
U.A, ¢.G,N:P..  U.A. C.0,N.P.  U.h. C.G,F.
i B m o m Y.
¢.A.P.cte, 5,262 0.6 6,156 0.6 6,156 0.¢

~ Social Fund ‘ ) _ ‘ _ . % * >
““Regional Fund ) =~ 3,508 0.4 14,364 1.4 24,624 2.4
Employment Fund) - S : '

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

# Industrial Policy included

.

e basg our projeq?ion‘to 1976 (the second, year of resmources propres for
the Six) ** on the Commission's recent estimate ¥¥* of the tobal size of the vudget
of 1.0 % Community G.N.P. (which terget has not as yet been agreed by member-states: am:
by assuming a growth in C.A.P. a little above proportional-to~G.N.P. growth (C.A.P,
expenditure represcnts 0.46 7 C.0.N.P. in 1973).

4 <L
b,‘l'incﬁoll'n‘,.ll!,i‘ll.l.0.Io.:i'l-oa-.Ol-iui"..o-iil\o

* Figure revised recently to 5,420 mn  U.A. - An increase to 6,080 im  U.A, has
been proposed for 1974‘ B

i Jﬁ géneral the adgeding countries will fully participate in the system from Januriy
1st 1978. ‘ ‘ ' ‘ i

#¥% Referonces to Commission's communication to Council on T H U , April 1973,

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

priority in the second stage.

The tw03problems whlch present themselves are these {1) the' small

- scale of resources available for nonwagrlcultural policies (11) the method of
working tGerd largely similar purposes through ihree administratively separate
funds, '

When we come to 1580, we might postulate that the Community Budget will
', have continued to grow at'the same rate as during 1973-76, or a% an increaséd Tate as

transitional problems of enlargement are over and Community identity is -more establiéhed%

"Simple alternatives for 1980 are presented in the. foregoing table by
budgets totalling 2.0% Community G.N.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  ' Co s

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

This is a rathcr unsgtisfactory wwy,'u51ng mere prOJectlon, of eStnbllShlng
tergcts for the size of budget 1n thes: uture. ﬂore satlsfactory would ke the approaoh
af "costlng" the variocus gomls in regional, ‘social and 1ndustr1 11 pollcy. But here
the problem is that the cost of these many intentions and hopes would yleld a very
much greater figure, which w1ll appear unrealistio vhen the financing side iB
‘considersd. This crucial problem of the "gap® between pollcy aimg in the m&ny fields,
and the apparent budgetary limitations, is one which we draw special attentlon to

in our conclus ons.

1

3) Financing the Community Budget

Reguired finance for. the sbove budgets i€ fairly e'a..sy to e:atimafe-in the
“broad. Revenue.ffom'the two agreed sources of E,L;-mnd.agricultural'levies sam to-
0. 52 % CommunltJ G.l. Pn in 1973 {net, i.e. 90 % of member-state actual: recelpts) It
is not p0581ble $o forecast the trend of this % in view of structural changes to be
expected during 1973 - 80, e.g. changes 1n world food prlces, in the C. AP, 1tse1f,
complntlan of néw trade pacts with third party ‘countries, ete. In general,lt might

" be assumed that these two sources of flnance-w111 not be very @ynamlc, and,so ' ,
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they will only grow in proﬁdf%iona to ¢.¢.N.P. Then, they will provide for
(say) a budget of 0.5 % C.C.N.P. throughout the period. Consequentdy, the
" sxtra? finance which has t0 be found for our 1976 and 1930 budgets ig as
follows: : , o i

1976 an exbtra 6.5 % C.G.N.P.
1980(1ow) an extra 1.5 % C.G.N.P.
1980(high) an extra 2.5 % C.G.T.P.

This "extra" finance can be raised from one. (or more) of several souUrces:

(1) V.AT, |
| (ii) Corporation"tax S
(iii) Sefgnorage ou a European currency issue
(iv) Short - and medium~term borrowing
(v} =~ Difeoct contribution bj-meﬁber—states

The requirements in terms of V.A.T. are easily caloulated in broad
terms. I3 is almost true fhat, with harhonised taxes along the lines of Community
'bDlractlves and Commission plans, a l. 0 % V.A.T, rate in the Community at lwrge
yields 0.5 % of the Community G.I.P. From thig factor, the Community V.A. 7. rate
required to entirely finance the "extra" margin in all our budgots is simply
deduced: *

V.A.7. required, in addition
to C.E.T. and Levies Co

1976 S 1.0 % V.A.T.
1980 (1ow) 3.0 % V.A.T,
1980 (high) 5.0 % V.A.T.

Tf we consider finance by the corporation tax, a useful factor is
that corporation tax yield in the Community is approxlmately equa. to a 3.25 ¢
V.A.T, Its potential as a source of finance can immediately be seen by ‘reforence -

e & u & @ « b 4 # 8 & @ = =3 ¥ 5 ® ¥ " 2 ¢ ¥ & 4 8= 4 % §° =W e mocs oA s 4 L T B I

% A uniform Commmity V.A.T. rate system, for financ1ng purposes, can be gombined
with a flexible member-state rate, for stabilisaltion purposes, as proposed eariicr
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q, o0 - .

to thp V.A.T. rrqulrements to. Fln@nnﬁ onr Comnunltj budgota - 1t would comﬂ‘etely
fJnancb the Mextra™ required for the LOSO (10@} budget. Of course,-it & very S -
dubiovs that the whole =f current OO”purathn tay. proceeds could: -be utlllsed in

this way. Nodlplod proposals con51st 1n the payment of a Ccmpanv'oorporatlon

tax by companies incorporated: unaer tne ney ﬁom&nnity COMparLy ccde.LIts yield;

.by 1580, wonld .of course-only~be‘some{proportiqn‘of-the above, dependéﬂt,on the

-

|
progress of the development of Community conpany law.
' !

Turning to non-fiscal means of finﬂnoing the Cnmmunity<budget, both
|
mathods mentloned 1nvo1ve the  Frogress o;_mcnet Ty union and the development

of the Buropcan cufrency. ‘ }
, i 7
The annual revenus that bouldibe expected from selignorage (or rigﬁt;ofeiSSue)

7

3 ' . i
can be calculated as fallows. If the Turopean currancy becamerlo % of tns,Euerean

moriey supply, and 1nf¢at10n and the rﬂ°1 rate of growth are eauh aasumed to be at 5.0 % a
per smhum, tn re i$ & revenus y"eld to the Community bu&net of o. 4% of C.G.T.P. 7
anmmually, as a “esult of the growth of Community money . 1ncome. ‘This poul& cover
&pprcxg.ma‘tely mjla-srl.;:th.,, of the 1580 :D‘-,l;,-,ncgsu , . | _

. - I . : oo . -

However, the use of this meané.of‘financing.tho budget is a2 much disputed
- .

one. Historically, the method has e1wkys .bsen used in~part and in greatly varying
degree in the flnance of bulgeu a3 pondlturws by WurOpc;n na 1lon-stwteq. But the

transfer of such powers to tﬁe Commuﬂl N wou1d, now, give rise %o ucuje_political

- I
contr0versy. _ ) o
-0 ' " 1

In addi tﬂon, from the @conomlc viewpoint, the method may be vnf‘axlonary _
(dependlng onnumerous cenditions suoh as the degree. of replacement of selgrorage
earnings to American citizsns throuphltne cperation af tle Luro-aolizr markbt) ans
insofar ge it was so, the method tould be. in conflict with the qrtlnlnflgtTOH

policies which the CommudltJ is current’v mich concerned with.

« % 2 & = & & % & " e 4 # ® © 9 % @ 5!' ¢ @ a4 # o ¢ o ° @ g > & e © @ @ = =» ¢ ® ° B 8

* If ¥ is the total Commnity noNnGy C‘um)ly und1f (assamed value 2 5) is the
raticof total Cormunity income to m,'then ¥V = Commmnity- Tncome '
. _ . R W(V}» (0,05 + 0,05) Commurltv Income
With a fracticn of 10 % of the C.2.C. i the Furopean money supply the revenue

potential of the C.E.C. as a'fracfibh‘oﬁ ‘omnunltv ineome 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 Commurity budget tay-revemue deficit by
short- or medium-term loans, does not essentially depend on the existence
of 0CiBsCo(since issues could be floaibed by agreement with member-states
in national currencies) but rather obviocusly tiss in as a joint development
in monetary union. The term~struciure of such loans gives rise to conplex
goonomic ‘and monetary effects, and requires co—ordination with memberwstate

debt peolicies.

The final method of finance that is listed, direct contributions, 1is
a return o the old system, undesirable rince it involves a diminutiorn in
Comaunity identity, and should only be regarded as o last resort if all dher

means fail.

4) The Community Budeet and the Progress of Economic Integration -

_The overall conclusion is that a very lﬂrge gap exists betwsen
ihe mofe exbensive goals of regional, soalal grd 1ndustr1a1 pollcy, and
what appears to be feasible in terms of a Gommunity budget even at the more Co
optimistic level of 1980, It is doubtful if even the minimal prograrme of
regional/employment/social polivies, needed tc meet the dislocation produced .

by monafary and capital market integraiion, can be metb.

The member-siates should be asked to recogniée more fully the need
to mseke available financial fésourees o méef the ecbnﬂmié ana social consequences
of developments in the monetary and cazpital fields. Since the latter is brihging
real income gains, this only represents some transfer of the gains tf T.H.U.
to the public sector. Alternatively, if it is politically impossible for
member-siates to raise gzﬁgg tax revenves for Community purposes, the imperative
need for a growing Commuhity budget must be met by a transfer of some durrent

member—state budgetary ressurces.

Even w1th such transfer, the Communlty budget w111 gontinue to lock
small, when 1ts command of rnSOHTCGS of 3.0 % C.C. N P. ls compared w1th member—
state budgets ‘of 20.0 - 30.0 per cent of their G.N.P,, and when compared with

federal finonce systems in U.S.A., Canads, Australia, etc.

. e
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quuu wcula argue thet it is not only Sﬂail but distorted, 1n %ne .
sense o? r@presenm_ﬂn pOllCleb oi both the revemue r;ﬁ ex$eLdlturo sldes,
which are cx ylng out for rev161on¢ On the expemﬂlTuﬂe side +ne obv1ons

andlad,e for Te—eX amlnatlon is the mode of ag"lculcur@ spend ng « On the
reveruue side, some would wish to see a dpo1ine in the revenue aources of
agrloultura1 levies =nd bommon éxtdrnal taTlTA, in the interests of exten-
ding the freée trade concept,to areas of"the world outside the Commumitsy,
and, in particula¥, incrcasing novi-reciprocal concessions 4o inports from

c‘xev*ihr ing countiies.

Thus, in the loﬁmar—run, the ‘Community bLage‘i’ shoild not- Dﬂl:ly géﬁn
‘ substent;al¢y in SLZe, but vhange S¢gn19103nt1y from it presenﬁ structure,
Dbb lcngﬂrnterr muat see the exercise of Communlty yollcles in
'the thred claseic budwetqry pollcles of the provlqlon of pub1¢c goods, ;uaé
b;llsa 1on policy, and alstrlbutlon pollcy, directly and. explzomtxy, This
will qudlru o Community iax systen, Community expenditures of a short
and leiiget-tern nature; and Cormuniity debt menagement, also short and,lonp»_
tern, It is also incumbernt on the bonmun*ty “to rncognlse that all of these
fizcal and debt policies have an impact on each of the budgetary. functlons,
and partlchL“P pollc1e°_muau be sxarlned fO? thelr det lmegtgl;affgoﬁxonf_

some. grovps, as well as . for the benef*ts to otheasa

-3 A reviéw of C,A;?@ is to be nade. by the Corn1851on by the end of 1973.
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IV. Concluding remarks

l. The development of the.Commoﬁ Yarket, charactierized by the. free movenents

of goods, services and factors of production, into a fully fledged Feonoaic
and Ménetary union markslan important and perhaps decisive turning point

in tﬁe huildiﬁg of the European Community., Syt there should be no delusion :
the tasks and objectiveé st*ll'awaiting their fullfilment are by no means
easier than the already dlf icult auhlevements of the past The trancition
frem the Common Market approach ~ which for sure has not yet oome to .an end -

to tha creation of an economic and monetary union, 1mp11es%a shlft of cmphabls from
g BULIL UL chipliab-

market inhegration. to an inztitutional integration. The former is malnly concerned

with the abslition of barriers to intra-EC trade and factor movements and the im-
plementati¢p of related common‘policies, particularly vis-2-vie the outside world, - |
bound>by ebﬁmon political résponsibility” for effcient decision taking processecs

t3 work toﬁard-fhevcoﬁmon cbjectives and policies whieh form the core of IMMU.

H

A new conoept of parellelism, enlarging the accepted principle of parallel
‘progress between economic inbegration and monetary unification, follows from

- this development. Whereas up to the present most efforts have eoncentrated on

the integration and smooth working of markets, with [ ..Nme has come to match

a further deepening ¢f market integration by action on the instrumental side
aghion on ihe insirumonval 5l

through broad~ranging 1nter&ependend meagures in the fields of sconomic and -

- social policies. Further reliance primarily on liberalisation measures and

p——

up the 1ndependenﬁ use of p&;lcy instruments to further social and esconomic goals

without substituting them by cemmon instruments and policies.

Lgainst this background it has become guestionable whether the old idea,
dear to the founding fathers of Zuropsin Integratisn of using economic ™~
integration as a leverin paove the way for the ultinzte goal of
political'integration st111 offers a valid and reliable operationz] base for
further progress ¢f the movements towards 2 united Europe. The institutional
Efffgfation necessary for a succesful sconomic and monetary union appears to

meke it herdly meaningful to push ahead only in those areas where consengus

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

A
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of the Common Agricultural Policy appears as a Tevealing examplé. Thercfors, .

this aPP”O“Ch no- longeriie’ oknconvineing now thal the-stogs of fnebiiviiowl

integration, implied in the transition towards EMU, is. reached.

This report'has'nbf'deaitfwith'the'aferementioned“ﬁroblem—exnlicitly.
Tt is founded on the widely éﬁfead politial will to achieve prograss towards
economic. integration and monebary unification. S S
| The point to he stressed is that the bulldlng of tne uconomlc and . - ‘

Lonctary Unlon will only succeed 1f s;multanoous progress can oo acnlefnd ovnr

the whele range of issues that have been dlscussed in the preueeding purtu, i.ee

e .

the comprohen81veness of the pollcy Suggestlons which have been put forward is

—_—
e

more important than any of the 1nd1v1dual measures proposod Only such an approz ch
will make it p0851b1e to deal adequatiy w1th the confllctp ¢nd traae—offs lmplLbd

in progress of the ﬁur0pean constnuct1on.

y . L : |
It shou d be reGOHgnwzed more ¥han hag’ best: the- case UP- tlll DPW -t -

__that cvwxy'ﬂommunlty policy has 1ts impact on maltlplo chjectives 5 mﬁnet3VJ,
_}eoonomlc, 5001a1 and even polltlcal In ordem Lo av01d that progress - 1n one field
is followea by even bigger steps baﬂkWﬁrd in other flelds, the cosﬁs and beneflts .
of every pollcy should be evaluated and balunced, It is in this respect tnau the
‘needlfor parallel.progress in the d}fferent figlds of fthe uuropean,enigrprlse gets ‘
~ifs fullest significance. At fhe saﬁe time it should be pointed oub that as far as '
the need for harmonisation policy is concerned whét matters in the first‘piace

is not nccessarily a greater uniformity of instruments bud a better noberence of

R

the effectyg-of different policy»measureso

.-

_7.'. As 5 vidble and credlbleeg; ange rate system for the tzans;_lnn&l_ﬂélEEQ_tOWul

§
I f{ Eill,the report supports the dlssoclatlon of intra-EC exchange rate relationships
i

from those with the rest of the world, At the same time it is recognized that for

the time belng, fixed intra-EC exchange rates are not compatible with the slate of

semi~integrated economies achieved so far. Therefore a system of limiled intra-
N N 1 —T T T ——

" CCEEEEEE{;EE??EE}EEE,°°mbinea with:joint-floating erga extra is prcposed. The

\Qﬂ creation of a Common Buropean Currcnoy, defined in terms of a bag of_faﬁ“OPal
Tﬁf ?Eiigﬁgigf, at an early stage is also advocated. This important step tf;;:géﬁﬁondmu ¥
= unificetion would, among other‘thlngs, facilitate the cperation of the limitied

| . ~ -

- - ! -
RV ERE)

. . . Iy
1 . s

P
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( flexibility schedule.~nd promote the liberalization of capital movements
Yy ofleride en ziegquate instrument for a truly Burobcan unificd noney
. capital marlcet-... ‘ ‘
To fulf111 the functlons onv1saggd for the Common uuropean Currency
it must be morea than just an 1nstrumont for OfflClal settlements. It _should

also become the common intervention currency for- stablllslng the value of the

—_— L T
e

dustion of the Common Wurﬁpean Currency as ‘a medlum 1nb1%;ohapr1vate trans—

-acf;ons can be settled ‘Tor these Tunctions it would suffice 1n1t1a11y to

rest“lct The use of the Gommon Turopean Currency to what is called a "monnale

M e —

cambiaire™. The rlle of the Common Turepean Currency would be comparable to
('_‘_\\-c—\b.

that of the Furo-dollar with possibly supplementary functions.

\;

3
ot

~. -~

/ A new currenoy, of course, needs an 1ssu1ng body and pooling of
] reserves, fiven more important is an aaequate manabement to prevent it from
becoming another engine of inflation. A decision-taking body in monetary affairs a4
the Turopean level iz thus to be crented. concomitently., One of its major tasks
would- consist in 1mplement1ng a Furopean money supply policy, 1nclnd1ng control

over national monegy creatlon.

3.7. The progress thus achieved in monetary unif;ca$iqn can only be successful

| and‘bpgrational if bhacked hy sufficiént_advanQQ in ecénomiclintegration to cope

7 with cdnjunctural and strﬁctural imhalances which monetary unification itself
mlght even enhance. In general, however, economic and sooial integratvion deserves
to be pursued in its owm right. It should nof be constrained to the minimum rate
of advance necessary to accompany monetary unification (and vice versa). Advance
in economic union has'ité'bmn'signifiéance. It is more than just aﬁ infilling of =«

vices wrought be monetary union.

Stabiliszticn polier aiming at a steady rate of gr0wth of GNP with pric:

P e R
LA Nt ]

wader a balance of *os*‘*mﬂ' congtraint basomes more

caniiwecsursl poiicy has to be pursued at vhree differzut levels

Conrmani®y, narhar-sbate, reglonadl. As compored with tho member—state siiuzbtion, i

Cemzunt iy cyvle provlom ls mairly dominated by pricgs wiercas the divergsmoies
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for régions'ﬁith'declining;indyst;iés are deminated,Byﬁa@ditional'émploymenﬁ ‘
01fflcalules. Tor- the Gomﬁmnity cycle progréss tgﬁqrdleMUEﬂénéithéjlines.

advocated 1n this roport offers the right ins truménté (ronefa“ﬁ\ to:deél With .‘f.
the problem i% brlngs about n%molg the conualldatlon of a Communlty cycle,

At any rwte, further progress towards ronetary unlflcptlon through, nerrov1né

marging for emchange-rate fluctuatlons would requlre on 1ncre:51ng synchronlzatlon
of Community cycles. The cmphaszl.s of stablllsa'tlon 8t the memner—states level

must shlft 1o budgetary ingtruments. A suf flClent degree of flex1b111tv w111

have '170 come from the fiscal s:r_de. Howevor, this runs c:oun‘l:er to mome plans for

tax harmonlsqilon argued on the grounds of remov1ng dlstortlons to trade and

factor movements.

Ragional disparit;es_are Qéuééd.ﬁy di%erguﬁt tronds of facler
prices and‘productivity‘rates, éo that/"Highly"rpai&'1abour can<nd'longer be
employed‘by,areas or industrie w1tn l gging pfodﬁcfivi*y-lﬁvelﬁiﬁT{is Iikely thet
| EMO will-léad to o faster cowvergence of fachor prlce levels than of product1v1TJ .
trends. Thls makes the need for o large scale reglonal pOliCy at the Cammunlty
level all the more urgent. However, matiora are COM@llCutGd by thy dlfflcu}tj
inh defining the regiopal'probiem, particularly as'w; a;e‘oh'ﬁhe thresndLdosE s - - .
new‘concept of fhe.reéional problom characterised by congestion and infra<structure
run—down 2nd deca:rn Te uv01d the situation from becoming wnmanageable the list of
Pommunlty crlterlu should be kept very short and gimple and perhezps be put only )

in terms of inccme and unemployment levels,

- The schedule for limited éxchange rate flexibility supported in
this report as part of the transition to TiU would be greatly strenghthened -
if a ﬁetter harmonisation of average wage and price increases. could be brought
about. IT exchange rates arc ultimately 1o be rigidly locked ihcomes-polioy_
congistent with remaining produstivity dlfferenccs becems indispensable. Trade'

”unlon cowopergtlon will have {0 play & tig role in this respect, As regards
5001al policy, questlons arise as to the fequired gize of an enlarged Soéial'
_Fund and its mode of use 61nce,w1th the advent of Eid, the la boar consequences
of the resultant indusirial re~organisation might well attain a new  sd-~1e
Whatever theeﬁartioular policies adopted in the social field; it is clear

that there is no Justification for its flnance by a sysitem of jJuste retour?

4
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In the field of industrial policies the preblem is to seleot those policies
vhich are the most essential sccompanimente of EMU or which are rather in-''

gxpensive in terms ¢f costs.

4.: Most of the afore-mentioned policy proposals, and indeed thejmqst crucial
ones, requi:e substantial financial Tesources exceeding by far the current.
Community budget. Therefore,the Community budgetrshould be expénded to, at
lezsty 3 % of the Commmnity GIP by 1980. Perhaps this is the best way to
illus?rate the great diffioulbies and resistances which havé to Bé ovefCOmg
if thé objective of an econémic 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 intent and the concrete actions undertaken to further progress
on econmic integration and monetary unifiéation. It has greatly weakened.thg.
credibility éf EMJ. It is time t¢ recognize that the proclamation of high
prineiples and objectives is not sufficient to guaraniee their implementation
in économically meaningful and viable schemes, The principles need to be

followed up by common policies.,
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Page 46, footuote : : ' ,5 - R o = _,’%'“'

Page 47, § 2-:

. partly repluce member-stzte reg1! _1 spending. h

(Cvce www.cvCe.eu

CORETIGENDUM ..

¥ The Cbmmissiqn has proposed qung the deflolt in the mlgratlon of labour

force as an additional'criterlnn. Cf. FOL(73)1751 10 October 1973,

'-2) Comﬁumityrﬂegioﬁél Poiicy'an d (Member-State ?eglonﬂl Pol1cy

!
—

It has been stated, in connectlon with the Conm1851on s report dnd

1ts subsaﬂuent proposals that the Hegional Fund will supplewent rather than

b

Eage'ST, delete the'thfeé lagt lines of thg footnote ahd substitute them bj_:;

Yith a fraction of 10 v of the C E,C,_ln the EurOpean money supply the revenue,

potential of the C.ﬁ;C, ag. a fraotloﬂ of Communltv lncore 13 ‘

0,1 A - 0,1 (0,05 +0J05) =-0,004
'Communlty Incomv 2,5 -

Page 60, delete 1 éndishﬁstituﬁe it by . S,

1. The deve 1bpment of the Common | Marikei, characterizLd-bv the free-movemehts

“of gotds, services qna factorp of produotlon, into a fully fledged Econom1o

~and 1 ﬂonetary urlon marks an. 1mportant wnd perhaps d“GISIVQ turnlng p01nt |
in the bulldlng of the uuropeqn Community. But there should be no. delusion :
the tagks and objectiveé-stili awaiting-their f&}lfil@ent are by no meaﬂé. B
eagier than the alfeady'diffi%ult'achieﬁémenﬁs of ﬁhe past.fThe;trghsitignr
fr@ﬁ“the Common‘Hafkef approaéh'é which forréure has not yet come to an end -

to the creation of an econdmig and monetary aplon, 1mylies a shift of emp&a51°

- fram m%rwet 1ntegrat10n to 9n!1qst1tut10nw1 1ntegratlcn, The fovmer is malnly

ccnccrned w*th the abolltlor of barriers to intra-Lc trade dnd factor movemeqt

-and the 1mplewenta¢10n of coonn pollclos, Dartlcul rly v1s-a—v1s the out51de .

world, wnereao the latter. conce&urutes on croatlng the neceSQary set"up bound
- by common pclltlcal r@sp0n51b111tyg for.efflclent_deulslpn takzng processes

to-work toward tha‘common_objeotivesﬂandCpnlicies which-form‘the»core bf EMUF
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