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FROM: N I MACPHERSON (EC1)
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MY » AL Sir P Middleton
e s Mr Wicks
«/f Mr H P Evans

Mr Odling~Smee
Mr Gray
Mr RI G Allen
Mrs M E Brown
Mr J Grice
Mr McIntyre

POEHL'S PRESS CONFERENCE ; 19 SEPTEMBER

Karl Otto Poehl has today been quoted as saying that "the result
[of the Informal Ecofin] was to reject the [British] idea. But

unfortunately this was never publicised." See Reuters report
attached,
2, This claim is clearly untrue. I suggest the following line
to take:

No. Considerable interest in UK proposals; for example,
Spain has incorporated hard ecu in their plans for EMU. UK
plan remains very much on the table.

3. I will circulate a copy of the Bundesbank paper, which Poehl
wae launching, tomorrow.

Nicke N-_T_k_»\_—ﬁ

N I MACPHERSON
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Statement by the on the establishment
of an Economic and Monetary Union in Zurcpe

1. The heads of state and government of the EC manber states
nave decidad to egtablish a Burgpean Ecvnomic and Mt oy
union (EMU) 4in a Multi~gtage piccass, Stage zne ! £
started in the middle of this ysar, and the f{urtler sgtages
are to be laid dewn and the hecessary contractual bagiz ie
to be croated at the intergovernrental confersnce whieh is
due ty meot in Cecember.

The Bundesbank considers it to be itg duty to draw attention
tO the consequences associaced with this process, and te
point out which concitions must te met if mcnetary stabiliny
is to be assured in future, too,

[I. The estab!isnment of a Hdonetary Union sicnifies the
izraveocable fixing of exchange rates betwaen rhe currencies
conceraed (wlth the possibility of their Svbseguantly g.ving
way to a single currency), under conditicas of zumpiete, and
furadly guaranteed, freedom of cepltal movements. At the.
same time, thls implies the necessity of relinquishing
autonemous national domestic and external menestary pelicies,
and of tramsferring the responsibility for such policies to
Community instituticns. In this way the participating
economies will be lnextricably linked to each aPNer. fong
what may, in the mornetary field. The implications of
this - especially for the valuye of nensy - will depenc
cxucially on econcmic and financial policy and cn the
behaviour of management and ladour in all member states.
They will have to satisfy in full the requirements of an
Economic and Monetary Unfen. In the final analysts, a
Monetary Unlon is thus an irrevecable sworn zonfraternit
~ "all for one and one for all* - which, if it is to prove
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duradble, requires, ludging from past experierce, sven 2leser
links in the form of comprehensive political unien,

Economic and economic policy trends in the Evropgean
Communit ies are still marked by great differences between
the member states, It is true that among zome membter stateg
= and owing !n part to the European Monetsry System (EMS) »
substantial progress has been made since the teglaning of
the elighties tcwards jreater convergence in the field of
anti-inflation Policy, with the Bundesbank having made a
Major contribution through its pelicy stance, cunsistently
geared as it is to the stability of the Deutsche “ark.
Throughout thé EC, however, deep-seated divergences still
remain, ana in parc are actually widening again -
divergences ~hich are reflected In particular in the
movements of costs and prices, the huge daficits in the
national budgets of individual countries, and massive
exteznal disequilidria. These divergences are especially
Prenounced in the case of the United Kingdom, Portugal and
Greece (which are not as Yet participating in the EMS
exchange vate mechaniam}, and they ars lixewise unmiszakabis
in the case of Italy and Spain. In the majority of

instances, the reasons for this are to be sought not so much
in temporary factors as in the conslderable differences in
inatitutional structures. economic fundamentals and ihe
attitudes of management and laboup.

Siven this sconomlic and ¥conomic poliey situwation in Ul
Community, an early lirrsvocable fixing of exfhiange rates and
the transfer of monetary policy powers to Communizy
institutions would involve considersble risks Lo monetary
stabllity, especially for the Federal Republic of Germany.
Purthermore, widespread additicnal calls for compensatory
public financial adjuactment would be very likely, especially
from the countries of Southern Europe, s$lnge, in a Monetar:
Unien, these countries would be faced with the unavoideble

ala
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consequences of inadequate labouy mobility snd the continuesd
exilstence ot ‘ncome and Proeductiviey differentials. Altliough
the present situation Iln a number of membey States cannot be
Compared to tha conditions in the GOR, developments there s
illustrate ¢pe consequenczes of a Monetary Unica under
cocnditions of markedly differing productivity lovels.

pazclcularly at a time when the Cerman économy {3 being
confronted with substantial transitional problems ags a
tesult of the intra~German unlfication Process, and when
developments in faatern Zurcpe are stil] unclear in many
fespects, there is much to be said for Presezving such voem
for manceuvre and for adiustment as Still exists in Lhe
field of domestic and external nNCnetary pciicy and budyctary
Policy until sych time a8 the economic situaticn in Germany
48 a whole and in the Eurcpean Cemmunities ~an pe regarded
a2 sufficiently consolidated, By then, at all svears, the
risks inevitably assoclated with the transition to an
Economic ang Nonetary Union in the EC will be more readily
aprraisable and presumably also easier te handle, In the
fM®antime, it will be pPosgible to press en rasclutely with
enhanced sfforts to achleve greater convergence in the fialq
of anti-inflation poiicy throughout the Community, which
effortas werg ifitiated UPCA the zommancement 5§ stage cne.

in the concrece design of the further stagas of EMU, and in
determining the institutisnal étructure for the final stage,
the Bundesbenk tegards it asg essentia] that due account
should be taken of antl-i{nflation Policy reguirements. rp
particular, je must ke en
el as has
in the Federal Republic of Germany.

In the view nt the Sundecbhank, therefore, =he eontractual
safeguarding of the follow i i S

design of the {inal stage:
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The basis of the Monetary Union must D€ an agengmls ynion
comprising & common economic ared without (ptecnal
bordexs, which must slso e 3% open 48 poss;bxe rp tiard
countries, &8 well as an adequate degree of lasting
convergence of anti-inflarion gollcy petween the membex
states. AN essential feature of the gingle Market -
pesides the free movement of persons {including work
permits)., 50048, services and capital - aust pe an
efficient, ma:ket—orien:atcd competitive zysten
(anludinq contrel of allowances) at Commurnity tevel.

as far &8 the Single Market progrcmme ie concerned; at
present thexe are still scme p:cnounced deficiencies as
xegards both decison-makinq and lmplementation anc,
unless these deficiencies are QVercome the eliminarion
of border controls, which &8 envisaged gor 1992, will ©
in jeopardy. This applios pa:t&cularly - the
harmonisation of indizect caxes, which is ragarded 22 £
egsential precondition for iifting the porder centrols

another indispensable element of an economic unien is
adeguate commitment on the part of all member states t
gearinrg thelix financial policies vo a lasting anti-
inflacienary stance. In the long run nonetary stabill
can be achieved and maintained only if. in particular
government ¢inancial pelicy in ajl member states &S
likewise orientated rowards fighting inflation. Sinct
§inancial peiicy decisions in EMU will 1argely remal
the hands of the memper atates: con:rac:ual axrangeT
{includ&ng pinding rules and sanctions) t° ensurxe
effective pudgetary discipline in al) member Q1 akes

have tv o€ adoptad st Community love.l.

in the final stage of the Monekady Ynion. menetary
will have to be tormulated uniformiy and pindingly
community level. This can cnly be done py a Commud




cl

SER

-]

leild TREASURY PRESS OFF ICE

o5

monetary suthority in the fozm of a European centrgal Bank
System (ECBS ) wiiich will have o satisfy the following

yequirements:
{a) The SC2S muzy oo 2ble gnd obligeted =2 sive prinrity
in its decisions to puzsuling the objective of

moenAtazy stability.

(o) The ECBS must be endowed with duzably gua:antoed

~ independence in institutional, sunctional and
personal terms. 1ts members, tn the performance of
their duties, may not be subject toO any instructions
or commitments given BY other entities, and may not
pe restricted in cheir freedom to decide by overly
far-reaching reposting requirements either. The
principle of equal voting rights for ali mempers is
acceptable only if independence of this xind if
assured vig-a-vis naticnal influences as weli.

(c) The necéssary uniformity of monetary pclxcy-makan
requires that what have hitherto been national

central banks should largely beccmqtintegzal parts *
the ECBS, aad thus should n@ longer be able to purs:
policies cf their own. This Ls possible oniy if the
natsonal centzal banks have prevlously been given -
game degree ot independence within thelr cespective
member atates as «he EC3S enjoys at Commun:ty leve!
and if the nonetary policy {pstrumenis have been 4
harmonised.

(d) Te guaxantee vhe uniformity of menetary policy on
one hand and 0 take due account cf the federatlive
structure of the Community on the other, the ECBS
should be given a management gtructure comprising
governing bodies: a Council and an Executive Boar

-
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The Geuncil should be composed of the Goevernors ot
the nationsl central banks and the members ot the
Executive Board. A sufficiently long term of office
(without any possibility of dismissal; and an
effectively independent status must be guarantesad for
all membezs of the Council.

The Executive Board should be made up of
seven members, who azs sppeinted by th

Council by virtue of their experiencae an

The duties should be divided up between the Council
and ‘the Exscutive Board in such a way that the =
Councii L8 responsible for sstting moretary policy
targets and the Executive Board for the necessary
decisions of detail and their implementation.

The ECBS must be endowed with all the instruments
necessary for conducting monetary policy.
Administrative controls that distort market
mechanisms should not be pezmissible.

-
The internal monetary policy of the ECBS must not be
hampered by decisions taken {n the field of external

monatary pulity. Hencs the 2C2E muss be siven zalo
responsibility for exchange market interventicn, too.
tn all other decisicng affecting external monetary
policy - and especially in the event of exchange-
rate-policy decisions - the ECBS must be involved in
good time and on a basis of co-raspoasipility.

The ECBS must not be subject to any obligations to
extend credit to public authorities in the Community
or Ln member states.
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3. Because of the tar.reaching political implications, the
by-laws of the ECBS and the rules cn budgetary discigpline
should be gpecified in the Treaty, which ie sublect to
ratification by natlional parliaments and may be amended
only with thelr approval,

In Lhe Bundusheanh’s view, the ssononmle and Logtituticns!
conditions for the commencement of the final stage of the
Monetary Union and thus for the esteblishment cof the ECS8S -
which conditions must be met in all member statas - Zan be
fulfilled only in the course of a lengthy tranpitional
process. Duzring this process, ro imstitutional changes which
result in any curtailment of the freedom of action of

national monetary policy may be made.

At the end of the transiticonal period, the following
prerequisites for the commencement of the final stage must
be satisfied in the Bundesbank's opinion:

1. The convergence of anti-inflation pelicy among all the
member states participating in the Monetary Unicn must

nave progresaed $o far tnat
=

- inflation has been very largely eliminated in al! the
countries, and price differences have been virtually

stamped out,

- the budget deficits in all participating ccuntries have
been reduced %o a level which is tolerable over the
longer term and unproblematic in terms of
ant{~-inflation policy, and

- the durablilivy of the convergence achisved is reflected
in the markets‘ verdict, teco, i.a. in a virtual
harmonisation of capival market cates.

e
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2. All the member states taking part in the Monetary Unien

In

must previously have participated, without any specil
arrangements, in the exchange rate mechanism of The KM§
for a sufficiently long period, and mus% have finally
dismantled all restrictions on capital mcvements,

Pasticulacrly with respect to their commitment %o fight
inflation and their independence, the by-lawe of the
national ¢entral banks must be harmonized to such an
eéxtent that these banks can become¢ an integral part of
the ECBS. Such hsrmonigation alsc includes an adeguate
adjustment of their menetary policy instruments.

The contractual arrangements (including binding rules and
sanctions) for ensuring effgctive budgetary discipline in
all member states must be adopted at ZSommunity level.

The Single Market programme must have been reslised in

full, Including the dismantling of flscal border
controls.

erder to pave the way, as required, for the transiticn to

the finsl stage, the following should be provided for in the
Bundesbank’s view:

l.

The efforts already initiated to promote the
coordination of monetary policy among the member states,
with a view to combating inflation. should e continved
and stepped up. At the same time, the monetary policy
{nstruments should be harmcnisad increasingly. The
Committee of EC Central Bank Governors cculd be
transformed into a Council of Governcre in due course.

In all member states, the by-laws of the centrai banks
should safequard those banks‘’ lndependence of
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instructions from political entities, and ¢f the
influence »f such entities, 4t an 2arly date.

The fiscal pclicy divergences must be cvecssime az soon as
possible by means of a marked reduction in the budget
deficits of a numbser of member states. The EC Commission
and wthe Ecofin Council should step up their efforts 1o
ensure the observance of adequats budgetary discipline in

all member states.

The convergence of antisinflation pelicy within the
Community could also s fostered by a hardening of the
ECU through L(t belng contractually stipulated that the
ECU cannot be devalied against any Community currenéy.
Such 8 herdsning <f the DLV ralls neliha2r for ths

development of a parallel currency nor for the creaticn
vf a new ingtitution.

A particularly important point la the Bundesbank's cyes

is that the transition to ancther stage (ac matter
whethexr this is a txansitjfonal stage or the final stage)
should be made solely daependent on the fulfilment of
previously defined economic and economic=policy
conditions, rather than on specific timetables. Hence tha
transition to another stage must not be linked to
deadlires fixed in advance.

In the Bundesbank's cpinion, the points listed sbove are
indispensakble, and not optional, requirements. The

Syndaebant sonsidars it pecassary foro Whe German delsgatison
to advocate these pointes vigozrously at the intergovernmental
confezence. The viability of the envisaged strategy for the
Economic and Monetary Union must not da endangered in the
abcve-mentioned kay respects by the scceptance of
compromiaes durlng the nagotlations. Otherwise, in view of
the substantial riaks Iinvolved, the favourable expectations

entertained of such & Union might well be disappointed.




