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CONFERENCE
OF THE REPRESENTATIVES OF THE GOVERNMENTS
OF THE MEMBER STATES
~ ECONOMIC AND MONETARY UNION -
Brussels, 31 January 1991

CONF-UEM 1610/91

R/LIMITE

Subject: Preparation of the Intergovernmental Conference
on EMU

Delegations will find herewith the note from the Spanish
Government dated 25 September 1990 and entitled "EMU: staying the

. course".
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MINISTERIO DE ECONOMIA Y HACIENDA

(A proposal for a succesful InterGoveramental Confaerence)

I. Igtroduction

On Beptember 8, Suring the informal xcorzﬁ in Rome, Bpain
put forward a compromise proposal, aimed at a number of important
goals: the creation during 8tage two of the operational and
institutional framework which will ensura adeaguate economie
gonvergence, a key element i{n the road towards full EMU; the
agreemant on some broad _timatabla which, while allowing for
flexibility and for not unduly short a Stage two, will Xkaep at. all
times the political momentum of this major endeavour and will
facilitate the convergence process; the d&asign of the process
towsrds full EMU as a Joint effort of all twelve mamber states and
the Community as such) the establishment of ghimative copditiong for
the trangition from one Btiqo to the next, as a test of the real
commitment of the memder ocountries snd the Community to make

sonvergence and ecogomic and social gobaglon & reality; and to

incorporate Inte the techanical design of the transitien process
those xscent suggestions on the ECU which can anicely fit into the
original Delors Repert,as endorsed in the European Council of
Madrid, and pave the way for the ECU to become the aingle Community
currency. '

Insofar, ©&Spain‘'s proposal stayed well away from any
suggestion which could be deemed to depart from the original Delors
Raport and from the political understandings already achiaved by the

European Council,
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Horeafter such compromise progonnl is spelled out, =again,
in more detail, 3in the slincere hope that it will contribute to the

guccess of the forthooming InterGovernmental Conference.

II., Departures f£rom the Relors Report

Sinca it was endoraed by the European Council of Madrid ia
June 1989 as the basis for future progress towards the Rconomic and
Monatary Unloa (EMU), the Delors Report has hsen challsnged from
three different perspectives,

First of all, the United Kingdom has presented a well known
altarnative to the Dalors Plan, which has evolved over time and has
racently incorporated some new technical aspects to be referred to
later in this dccumexnt, -

Besides, in a much more uncongpicuous way, Quring the
process of discussion of the Delors Report two additional viaws have
emerged which depart significantly from the balanced approach of the
Report. The firat one can be meen as aa effort to spesd up the
procesa towards full EMU in the wake of the momentous changes which
have taken place in Eastern Europe since the Madrid European Councill
took place. The seacond one may be regarded as a new manifestation of
the unreconstructed resigtance by some to any "institutional"
progress short of full EMU, an attitude which, i{n fact, can hoast of
having succesfully blockad the creation of the European Monatary
Fund envisaged by the European Council in 1978 when the current EMS

was created.
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In order to bring out the differences between these two
relatively recent views and tha Delors Report, it is worth vecalling
some aspacts of the latter,

First of all, paragraph 41, under the hezding “Digcrete
but ovolution@ry steps’, refers to the nged to divide the process
of implementing economic and monetary unit.on into a 1imited aumber of
clearly defined stages, smo that ea;:h atage would ha;n to
ropresent a significant mngo with respect to the preceding ozne".
According to paragraph 55, in the sacond stage “the basic organs
and gtructurs of the economic and mongtary unioa would be set uwp ...
The institutional £ramework would gradually takxe over opsrational

functions ... Stage two must be ssen as a perlod of trangition to

the £inal stage and would thus primarily conmstitute a traising
process leading to collesctive decision making™. As to the actual
timetable for the transitien process, the Report mokes no specific
propossl, but in parsgraph 62 it considers, and does not reject, the
possidbility of concluding "a new Treaty for each satage™, something
which, given Parlamentary procedurea for ratification of Treaties
and the need to negotiate a second ozne, would presumadbly require
ftage two to take several years. Furthermore, paragraph 43 attaches
particular welqht.' not to set explicit deadlines for the passage from
S8tage two to the final stage, which will raquire an appraisal "in
the 1light of the experience gqained ia the preceding stage". As
regards tha real c¢ontent of Btage two, paragraph 57 recognizes
candidly that "at this juncture, the commnittoe doas uwot consider it
_possible to propose 3 detailed bluesprint for accomplishing this
transition (of decision making power from natiozal authorities to a
Community institution)”.
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NMow, as stated above, during the preparatory work of the
Ianter Goveramental Coanfersnce the 1dea has Dbeen floated that the
Stage two could be dispensed with altogether or, alteraatively,
compressed iato such a short timespan that it would hardly be more
than the technically mialmum period before G5tage three hecomes
institutionally and legally fully operatiozal. To allay the well
known fears of those concernsd by insufficient coanvergence smong the
twelve member countriaes, this view hni more or less expliocitly
assummed that a two-speed approsch was inevitadle, with several
countries likely to fail to meet an early "convergence-test" baing
unable to graduate into 8tage three. According to this view, thig
division is sean certainly as regrettable, but will 20ed to be
accepted ever if those countries left behind are almoast as numerous
as those moving forward, and, iz some casea, have made romarkable
prograss in their catchiang-up process.

Furthermore, another view has emsrged, probably as a hedge -

against too hasty & BStage two, which argues in favour of a Stage two
not involving any meaanlngful institutional change at all or just a
transformation of the ourrent Committee of Govarnors iato a
so-called "Council of Governors”, with ths future "European Bystem
of Central Banka" being established just before the start of Stage
three,

If we now compare these two theoretical ideas with the
Delors Report, it should be aspparent that the first one is hardly
conaiastent with a gradualist aproach and might :oguito tha divialon
of Europe into different monetary sones, scmething at odda with the
spirit of the Madrid, Strasbourg and Dublia Buropean Councils of all
countries moving forward jointly towarda EMU. And the sgecond one, by
advocating a Btage two which i indistinguishable from Etiage one,
fails to produce real institutionmal «change, will 120t create
institutional pressure for coanvergence during Stage two and violates
the key principle of "discrete but evolutionary steps” agreed by the
Buropean Council in Madrid in June 1989. '
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Epaia firmly belleves that none of these threo approachos
is eonsistent with the basic agreements already recuched by the
European Councll over the 1last two yesrs. Conzoguoatly, 4t £oolg
that the IXanter Goveramgntal Comference wmust gtny thy cangan and
stick to tho substance of the original Dolors koport, shylicy souslly
away from pogtponlng iadefimitoly Stage thros, dispensisg with o
meaningful Stage two or replacing Sgago two by an aeztended Staoge
one. This two latter approachss sacm ﬁafticuiatly fli-adviccd nt a
time when the UK has already acceptod the need for & wonaiagful ~ud
distinct Stage two. The third approach sghould be of sspeeiod
concera, ia 1light of the previous monetary experience da
Cormmunity, 4in which the Jinastitutional mechanisme eavisaged 3w
official tezts either failed to materialise (e.g. the “Burepoan
Moagtary Fund") or remained purely nominal artifacts develd of aany '
proctical weight (e.g. the ourrent system of official ECU deposits
in the FECONM).

IXI. 8pain‘'s proposal.
1. The contents of the Stage two.

Cheptar III of the Delars Report presents & vary compelling
case for a “step-by-step" approach, gquided by the principlas of
“paralleliam® and “discrate but evolutionery steps™. Many of its

argumexts need not be repeated hers. It will suffice to recall that ‘
full econmomic convergeace will not be _achisved overaight:

muleilateral surveillance procedures, including in particular
growingly binding procedures on public aector bulget Aeticita
(something  which, incidantally, will reguire a serious
methodological work to allow meaningfull comparisons among national
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budgetary figures) will t.#ke time and effort to yisld results; and
long ingrained economic and psychological hadits (as regards, for
instance, wage »argalning, 4inflation expectationa or risk premia
- implieit in nominal intereat rates) will change only gradually.
Bosides, the »nged for paralellism Dbetwgen economic and monetary
prograss, including the need for the Community budget to take on
gradually a mor: important role, argues also 1a favour of not too

short a Stage ty/0.

For Spain, the creation of a pew monetary institution fzom
tha very beginning of Stage two will be critical for this enhanced

scononmic éonvorqenco, 38 4od whose difficulty should not be
underestimated., Beaides, the naw {ngtitution will also be extremesly
uwseful for the preparation of the technical groundwork required inm
8tage three to carry out the single monetary policy (whoase techuical
dntricacles and Qifficulties have alrsady become apparent in the
preliminary diacussions held witbin the Comittee of Governors).

The new monestary Jdnstitution ought to be totally
independent from national Goverzments and EEC institutions, and
ought to be daaigned 8¢ as to be transformed easily into the final

"Buropean Central Bank" before Stage two ands,

As stated adove, the Delors Report openly ackaowledged in
paragraph 57 that, in the monatary fleld, it had.noe been nble to
prepare a detailed blueprint for accomplishing the gradual tranafer
of decision-making power from national authorities to the new
Community institution. This statement amounted to a clear iavitation
for further work to f£ill this gap-and define more precisely the role
to be played by the new monetary institution to be created ia Stage .

two(n).,

(Y It should be recalled that paragraph 53 of the Delors Report
itself contains a discussion of a proposad "European Raeserve PFund"
to be created during the first Stage, an 1dea which did not wina the
general aproval of Committee members on lgrounda which applied mainly

to Stage one.
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For Spaim, the recent proposal by the UK Treasury about a
new "European Monetary Fund" (EMF), to be created inmediately after

the start of Stage two and vested with powers to issus "hard ECUs",

ds oot indeed tha only mlternative possidle, but seems & ressonable

and serious attempt to fill the gap mentioned ia the Deloxa Report,

g, and | ] Xs In iact,
this political committment to Stage three is not only necsssary to
be conalastent with the final goal to achieve a real EMY, dut will bo
absolutely necessary for the markst to see the “hard ECU" ar

Y 6 1)

B S

something worthwhile,

A preliminary analysis would suggest that the British
“hard-ECU" plan might have potentlal advaatages over a mera
m” of the ECU as an "adjustable basket": on top of
implying the creation of a new monetary institution with a clearly
dofinad tazk, it would faciligate the growing acceptance by EEC

citisens and firms of the BCU, the development of the ECU market and
the oreation of an efficient ECU-based Community-wide payments
natwork, something important to maximiza the benefits of a single
currency. Furthermore, the determination by the EMP of its interest
rate policy with respect to the "hard-ECU" would need to take lato
account, &8 well as influence, -the policies pursued Dby national

monetary authorities, and would provide a natural training ground -

for monetary policy coordination, something which, far from being a
disturbinq feature of the escheme, is of the very essonce of Stage
two according to the Dalors Repore.
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The "hard~ECU" plan not being a cut and dried omne, it might
allow for a numbar of specifications, additions and changes, Thus,
ag to the name of the new institution, the one proposed by the UK,
"European Monetary Fund", although already used in 1978 to describe
the new institution to be created during the "institutional” phase
of the EMS, might not be now necessarily the most appropriate, if

only because, as currently envisaged, the "EMP" ig not really a-

"fund” but a genuine "bank", Furth¢rmore, additional roles could be
assigned to the EMP other than issuing "hard-ECUs" and regulating
its market (for {nstance, interveaing in foreign exchange markets on
behalf of national authorities, as anvisaged ia the “Buropean
Reserve Fund" proposal mentioned 4n paragraph 53 of tha Delors
Report). '

2. The start of Stage two.

The Delors Report deemed not advisadble to set explicit
Geadlines for the passaga from ons stage to.tho next (paragraph 43),
leaving that decision to the Buropeas Council and, from Stage two to
Stage three, also to the European System of Central Banks,

T i} of
wish that the new Treaty ba ratified by all member countriea by the
and of 1992. And, although no sgreemeat has iatervened yet oan the
actual entry into force of Stage two, it would be inconsistent with
the spirit of ths European Council's decision to envisage too long a
"vacatio legis" between the deadline for complete ratification of
the Traaty and its entry into force.
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In 1light of thia, Bpain is proposing for that “vacatio
legis" to be of enly 1 year, s0 that Stage two formally begins on
Januaxy l1st. 1994, This timetable should provide member countrios
and the Community with & one-ysar exmperiencs wich the full Bipgle
Market, and should offer some leeway in case any of its measures
(for instance, on tax harmonisation) were to be approved with delay.
Furthermore, it should allow member countries to mest by Decambar
1993 the following conditions for passage to Stage two(#):

Although paragraph 52 of the Delors Report deea not

explicitly envisage any exception to this principle, SBpaln, bearing
in .ﬁlind the procedure £ollowed whan the EMS was created, could
accept that & wider fluctuation band be considared for some
currencles at the beginning of Stage two.

14) XNational Zressuries' access to uational Central Bankse
and _any other way of compulsory public deficit f£inancing sre
atrictly forbiddaz. -

(%) No oxplicit refersnce is made to ths total froedom'of capital
movements in so far as it will have to be in force in all countries
by Dacembar 1992, ezcept if Portugal and Greecs were granted the
additional 3 year derogation period envisaged in article 6.2 of the
1088 Dirgctive. -
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114). Ceptral Goveramentas' savings are gpot negative (i.e,

Central budget deficits do not exceed gross investment). " GoQAb~ Ou&'

iv) Xatlional Ceantral Bankm are recognizad full) indspsndencs
Irom Goverpments.

Passage to Stage two should take place at the beginning of
1994, provided these conditions have been mat,

3. The end of Stage two and the passage to the final Btage,

Stage three must be regarded as an absolute certainty to
Zollow after Btagae twg, although passage to Stage thrse should not
take place according to a preestablished shedule.

Furthermore, as explained ahove, the Dslors Report
envisages a substantive Btage two, to tha point that it explicitly
considers tho poasibllity of the Stage two being the only object of
a new Treaty, to be followed by anothar one for the final Stags.

Congsistent with the Delors Report, bearing ia mind that
passage to the Stage three should not be automatiec and will require
sn apprsisal by the European Council and by the Buropean System of
Central Banks in the light of the experience gained in Btage two
(paragraph 43), but in the spirit of helping accelerats the
c;nvorgonco process necessary .for EMU to be a success, Spain
conplders that a 5 or O year ftags two should be reasonably expected
to be long enough for the overvhelming majority of covatries, if not
all, and for the Community as such, to meet the réquired copditionsg
for passaga to Stage three, which could ba expressed as followss
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111) pifferentisls  among (nominal intarest rates

ominal satareat rates: of

Community currencies are consistently withiz s band a3 narrow as

that of the ERM (i.e., 2,25% or aay narrower fluctuatioa baad to ke
established durlag Stage two).,

Under £ree capital movements and barmonised taxation of
interest income, this condition amounts to full market confidence in
the existing parity grid.

iv) The Community as such has already evolved jate a8 true
Economia Union. Specifically, all Community policles comply with the
principle of economic and social cohesion. Furthermore,tbe Community
budget has taken oz any role raquired for the Ecomomic Uniea to
operate smoothly under strict market principles.

According .te this timetable, during 1999 or shorfly
thereafter the European Council should take stock of progress
achleved and asses whether the conditions for passage to Stage thrae
have been met. In assesing progress iz the monetary £ield, the
European Council will specifically seek the advice of the European
gystem of Central Banks. If it were to decide for the Commuaity to
move into full EMU, the Council would Dbe ompoweraé to eatablish a
special transitional arrangemest for any country unable to
participate yet in EMU in its final stage.

Madrid, September 25, 1990
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