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Joae vUial8. 

3 July 1990 

COMMENTS OH THK MOST RKCBNT UK PROPOSAL 

1, The UK proposal for the process of European Monetary 

Integration beyond stage 1 presented by the Chaneeller of the Exchequer 

on 20 June 1990 constitutes a welcome change in th@ British attitude 

towards this process. Indead, if one carefully compai-es this late 

pi:-oposal to the earlier Bdtish proposal it is clear that the British 

authorities now accept the possibility and desirability of going beyond 

Stage 1 to a true monetary union with a conunon curr.'ency -and even a 

single currency- and a supranational monetary authority. Thus there is 

now complete agreement among all Community member states about the final 

goal of EMU, as stated in the Delora Report. 

2. Nevertheless, the new British proposal still argues in

favour of a different transitional pe�lod in going from stage 1 to stage 

3 from that outlined in the Delora Repot"t, IJwnely, this alt.emat.ive 

transition should be: (a) based on market mechanisms; (b) gradual and 

evolutionary; and (c) coneistent with the subsidiarity principle. In 

essence, t.he British pt"oposal is to establish a .. hat"d &:CU-standard .. 

(alike the Gold standard) managed by a European Monetary Fund to insure a 

succesful process of gradual crowding out of the dlffet'ent national 

currencies by the parallel hard ecu currency in a non-inflationary 

conununlty environment. 

3. While I can find some political advantages in the new

proposal, l still fall to see clearly why it should be considered 

superior -or as good as- the plan outlined in the Delors Report, and even 

to other more recent proposals like those of Tygason-Gros and Giovannini. 

In short, my conunents in the rest of the note suggest that the proposal: 

a- Does not facilitate but rather adds complexity to the

monetary coordination p�ocess.

02 

ECB-P
UBLIC



ECB-P
UBLIC



ECB-P
UBLIC



'90 07/03 16:18 � 34 1 5220970 34 1 5220970 

-4-

currencies, it is still not clear that the British proposal guarantees or 

contributes to a non-inflationary environment. While it is true in 

principle that there will not be net money ct"eat:.ion in a KC-wide sense 

derived fl"'orn the tl"'ansformat.ion of national currencies into ecu 

liabilities of the EMF, this in no way prevents a 13th source of money 

cr;-eation coming from EMF sw I 711!1 foreign exchange intervention 

operations vis-a-vis third currencies. Moreover. it is not clear either 

that there will not be net BC-money creation as a result of the operation 

of the EMF even if the repurchase obligation degeribed in the proposal is 

introduced, as long as national central banks can sterilize repurchases
( 
, to maintain monetary targets, In this case there will still be a net 

addition to EC liquidity. 

7. The proposal suggests that the KMF can influence the

liquidity conditions in Eul"ope by rnoving the ecu intet"est rate, and 

thel"efol"e pr;-ovoking a similar movement of the 12 national interest rates. 

However, this means that at beat there will be 13 rather than 12 players 

in t.he monetary coo['dination process, making it therefore more complex. 

On the othel" hanc:t, it 19 not clear that ther-e will be such a complete 

freedom of manouver by the KKF since its lntet"eat rate level will not 

only be affected by intra-EC considerations (le. Ee-wide price stability) 

but also by extra-EC considel"ations (as long as the Community wishee to 

etabillEa lta ecu exchange rate via-�-vis third currencies), 

But, most important of all, the ecu interest rate will moat 

likely be a follower of other national intec-est rates in the Community 

rather than a leadel" (as pressumed in the Bdtieh proposal) aR long as 

ther-e is not a large and stable ec.u demand. The reasoning in aec.tlon 4 

above indicates that the likelihood of a weak ecu demand in the 

foreseable future will not permit the EMF t.n exel"t any significant a.nd 

last.ing influence on the level of national community intet"eet L"'ates. 

Rather the ecu interest rate will largely depend on the national interest 

L"ate in the stl"ongest economy (for instance, nobody believes that 

interest J."'ates in Gel'.'11\any are affected by interest J:"ates ln Greece but 

the other way around). 
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