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°°{‘3" QA -IrSHSéON Brusse|s,. 21 .December . 1988........ ...
EUROPEAN COMMUNITIES JDx/cf

OFFICE OF THE PRESIDENT

Dear Gunter and Tommaso,

Please find attached our comments on sactlon 4 of the redraft of part
111, As you will see, we have written our comments In the margin for
section 4, |.e. for the detalls of the two scenarlos.

For presentational reasons It I3 easlier |f these two scenarlos could be
presented side by side Instead of sequentlally. We have done this and
compresged the text, and attach the resulit.

Perhaps sectlong 1 to 3 would be clearer If thelr order was changsd to
put the existing sectlon 2 = "how to proceed" after the other two
gections. There could algo be a clearer coharence between the
princliples and the scenarios. We have tried a radraft, which you wil|

find attached.

The main dlffarences are:-

1. A change In the order. The principles are followed by their
appllcation to the two scenarios: and then the consequences of
thege stepa for the Treaty follow.

2., An attempt to apply the principles more directly to the scenarios,
and to explain the differences betweasn the scenarlos In terms of

the principles.
3. A redraft of the conglderations on the calandar.
4. A further emphasls of the ldea of Instltutional and functional

dynamism within stages. This l& also taken up in some of the
suggested modiflicatlons to sectlion 4,

Best regards.

\ Yours sincerely,

J.P. MINGASSON Joly DIXON

Provisional addreaa: Telephong: Telex: Telagraphic address:
Rue de ia Loi 200 Diract line: 235. ... COMEU B 21877 COMEUR Brusaels
B-1048 Brussals Telapnone sxchange: 235 11 11
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CONCRETE STEPS TOWARDS ECONOMIC AND MONETARY UNION

Principles governing a step-by-step approach

The request made by the European Councl| to the Commlttse to study
"econcrete steps” reflects the awareness that an ecohomic and
monetary unlon, as outllned In Part 1| of thls Report, Is too
profound a change In the economlc and Institutional structure of
the Community to be reallsed at one stroke. Households,
corporations, unlons and public administrations wili need time to
adapt their economic behaviour to a new setting. Simllarly, It wiil
not be posslible to attribute new powers to the Community at once In
all fields. Rather, it wlil be necessary to bulld on success and to
retaln the posslbllity of corrécting the course of actlion In the
llght of new experiences.

The ambltion, but alego the complexity, of the final objective of
economlc and monetary unlon reinforce the need to deflne clearly
the process whilch Is to |ead to European economic and monetary
unificatfon, The present dlversity Iin the situations of the
different European countrles and the varlety of areas Invoived -
which go well beyond the economic and monetary sphere - make [t
necessary to be both c¢lear and preclise concerning the path to be

mapped out.

The Committee Is of the view that In addition to the principle of

subsidliarity explained earller In this Report a number of other
conslderations should be taken Into account In designing a step-by-

-step approach to monetary unlon.

Ne
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1)

D

Discrete but evolutionary steps

The process of implementing economic and monetary union
wlll have to be divided Iinto a !Imlted number of clearly
deflined stages. Each stage will have to represent a
significant change Wlth respect to the preceding one. New
arrangements coming I[nto force at the beginning of each
stage wll| gradually develop thelr effects and bring about
a changs In economic reality so as to pave the way for the
next phase. This evolutionary development within each stage
will apply to both functional and Instltutional

developments.

Paralel!ism

Paralle! advancement In many Interrelated areas Is an
Indispensable prerequesite for the avolidance of imbalances
which could cayse economlc stralns and loss of political
support for the continulng process of developing the
Community Into an economic and monetary union. Perfect
parallel ism, however, at each and svery point of time Is
Imposs|ble and could even be counterproductive. Already In
the past, the advancement of the Community In certaln areas
has been combined with temporary standstill In others, thus
involving a process of only partial paralliellem. A certaln
amount of temporary deviations from paralleilsm |s part of
the dynami¢ evolutlonary process of the Community. However,
paralielism has to be maintained In the medlum term.

ol
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iv)

Calendar

The Committes considers that the conditlons for moving from
stage to stage cannot be deflined in advance. They depend on
too many factors to permit the announcement of oxplicit
deadlines., The timing of eapeclally, the move to
Irrevocably flxed exchange rates wlll have to be Judged In
the light of circumstances by those responsible, Including
the Center for economlc pollcy co-ordination (CEPC) and the
European System of Central Banks (ESCB), which will /have
been created In the second stage.

A clear commltment to the final! stage, as described In Part
Il of this Report I8 however Indispensable. There should
also be & clear Indlecation of the timing of the flrst step.
It =should begin when the Dlirective for the fulli
Ilberallgation of capltal movements comes into force, and
there should be a presumptlon that It wlil not last beyond

the end of 1992,

Indivigibllity and Graduallism

As has been sald above, progress 8hould be both
evolutlonary and step-by-step. Thare has to be a balance
betweon the need to make slignlflcant steps and the need for
gradualism. In achlev ng thls balance, |t should be
recognised that in certaln specliflc areas the ultimate
responsliblilty for glven pollcy declislons, [f not
operational dutles, has to be clear|y deflned. Unless It Is
unmistakable who (l.e. whether national governments or the
Community; which organ or Instltutign} has the "last word",
there Is a risk of policy confllct&parket uncertalnty, and

po Ller—sontiet,

Z5u
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v)

Participatlion

There Iis one Community, but not all the members have
participated fully In all Its aspects from the beginning.
So far this has mainly been the consequence of success|ve
enlargements and, for the EMS, of the decislon of some
countrles not to Joln the exchange rate agreement, A
consensus on the flnal obJectives of the Communlity, as well
as particlpatlion In the same set of Instltutlons, should be
maintained, while allowing for a degree of flexlbi|lty
concerning the date on which some member countries Joln
certaln arrangsments. The management of each set of
arrangements should be the responslibliity of those who
fully particlipate in |t.

Iwo Scenarlos In Three Steps

What follows are two scenarlios based on the above princlples. Each
has three distinct steps towards economic and monstary unlon.

There are many similaritles between the two scenarios. In both

scenarlos:

1

1)

NP

each stage stage represents a significant change with
respect to tha precending one, and allows for functional
and Instltutlionsal developmeqj.wlthln each stage;

there are parallel developments on the economic and

monetary sldes;

no precise calendar ls glven for moving from step to step,
but In both cases stage one would begln with the coming
into force of the Directive for the full !iberalisation of

capltal movements;
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lv) step three would in¢clude the passing of the definitive
“gate" of the "lrrevocable locking of parties", which In
turn Implles the coming Into force of a monatary regime In
which the respongibllity to ensure price stabllity Is
exerted Jointly through the ESCB. @ parallel movement would
have to be made on the aconomic side with an Increased rotle

for the CEPC;

The essential differences betwsen the two scenarlos primarlly
concerns step one, In which they take varying views on the
questions of (a) Indlvigiblilty and graduallsm; and (b)
participation.

a. Indiviglblllty and graduallsm

Scenarlo A unambiguously leaves In national hands the fult
responsibl ity for monetary declislon-making In the first
phase. There would be an upgrading of the procedures for
pollcy co-ordlnation both In the economic and monetary
areas, but the new procedures would not be binding and no
change would have to be made In eljther the Treaty of Rome
or In natlonal leglslation. Changes In secondary Community
legislation would be sufficlent.

In scenarle B on the other hand, although the
responslbllity for pollcy declelons would remaln wholly In
national hands, the flrst stage would Include from the
outset the creation of a European Reserve Fund (ERF). It
would have some monetary pollcy Instruments avallable to
I1t; and would be a training ground for the conduct and
formulation of the unique European monetary polliey.

e
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b. Partlcipation

Whiie shaped for the speciflc needs of(éiﬁi)tha first step
of scenarlo A would be consistent with participation of all

Member States of the Community. In contrast, In scenarlio B
only those countries which fully particlpate ttn the
exchange rate mechanism of the EMS would fully participate
In the ERF,

These differences In the flrast stage of each scenario would entall
some sllight differences In thelr second stages. In particular, the
sscond stage of scenarlo B would Ipclude the unwinding of the ERF
and Its absorption In the E8ER, Lo (Lol o Clie ot

Both scenarios ses acope for Immediate and meaningful measures In
both the economic and monetary areas, An Important question Is
whether these should Involve Immedliately some c¢hanges [n national
legislation. It may be thought that the pollitical and instltutional
debate that would Inevitably accompany any act to be taken by
natlonal parllaments should be reserved for the "blg changse" of a
new Treaty rather than for an Initlal step only. On the other hand,
It may be considered that this Is too c¢onstralnlng and that
Immediate moves to c¢reate an embryo monetary Instltutlion should be
made, even {f these would require changes In national legislation.

Amongst the Justifications for a more substantlial first step are
the following three obsstrvations,

The c¢reation by 1992 of a single European market for capltal
transactions and financlal services ls an Irreversible process In
which European countrles have engaged and which regulres central
" banks of countries participating In the EMS to Improve monetary
policy co-ordination at both Internal and external levels.

CA
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Yhe slzable fluctuations within the Internatlonal monetary system
have led central banks to rely more heavily on intervention in the
forelgn exchange markets on a co-ordinated basls. However such a
policy necessarlly has a direct Infiuence on the Implementation of
domestlc monatary pollcles In these countries. 1t 1s therefore
necessary and urgent that central banks create means for analysing
such Issues on a permanent and common basls. It Is not only a
matter of strengthening the impact of their operatlons, but also of
malntalning the efficlency of thelr monetary management both at

domestic and European levels,

The tendency of the European central banks to conduct thelr
mohetary pollcles on the basls of differentlals vis-d-vis other
countrles I|e not necessarlly conducive to fostering a monetary
pollcy satlsfactory for the Community as a whole. The creatlon of a
common mohetary think-tank for analysls and recommendations would
make |t possible to address this problem better. The dellberations
within this monetary think-tank would In efffect provide all the
central banks with a better basls for setting thelr own national
approaches In a European context while preserving full decislon-

making autonomy.

The Treaty

The Implementation of economic and monetary unlon must, as
specified In Article 102 A of the Treaty, be embodled In a new
Treaty. The first step of both scenarlo A 2and B c¢ould be
Implemented without a new Treaty. This would however be required
for moving from step one to step two.

One procedure would be to conclude a new Treaty each time a
political c¢ongensus to advance from one step to the next Is
reached. The advantage of thls procedure I|s that It clearly lays
open at each step the pollitical commitment. Its dlsadvantage Is
that, as well as belng unwieldy and slow, the overal! conslistency
of the process may not be sufficlently safeguarded and sight may be
lost of the ultimate objective. |t also carriles the risk that (I)
progress In paraltel between the monetary and non-monetary sides

would not be respected.

€L
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The Committee I1s therefore In favour of concluding a single
comprehenslive Treaty which would formuiate clearly the essentlal
features of economlc and monetary unlon and the steps by which It

¢an be achleved.

The Treaty would facllitate the Implementation process through the
provision of "organlc¢c laws" or enablling clauses; and would Indicate
the procedures by which the decision wi|| be taken to move from
stage to stage. Each move would require an appralsal of the
sltuation and Z;hanlmo%ép polltical agremement. lEBould unanimity
bs adopted as a rule for all stages? Who would particlipate In the
declslon? The European Gounci| may have to take the final declslon,
but what say wlll the organs of the economic instltution and the
monetary Institutlon respectively have In proposing, or glving
advice, on the declslonj?

%
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satisfactory For the Community as a wvhole. The crestion of e common

monetary think-tank for analysis and vecommendations weuld make it posaible
€o sddress thls problem better. The deliberations within this wmonetary
think-tank would in effect provide ail the central banks with & better
basis for setting their own national

ICRATIRETTTT

approaches in a Tucopean context while
presecviag full decision-making avtontmy.

4. Scenario &
A{1) Stege one

{to be enacted in conjunction with the comiog into force of the
dirvective on short-term capital wovements.)

In the institutional field: 7

= preparation and ratification of the Trealy on the economic

and monecary uaion, with a procedure similar to the one
folloved for the Single Euvepean Acc,

In the economic Field:

= ctomplete removal of iaternal barriecs andg liberalisation of
exchanges of goods, services and capital within the
Comnunity, according to the single macket programme "adopted
in the Single Act; strengthening of Cowaunity competicion l

policy and of cthe executive and judiciary autherity to

L
identify and senction infringements of Community Llaw; - | #v thavmous a.u.cl-
= full implementation of the “Brussels package” doubling :

the structural funds, desizned to acrengthen asubstantially
the ability of Community policies to promote regional
developnent and to coccect ccopemic imbalaaces;

= replacemenc of the 1974 Council Decision on

= .
economic

convergence by a new procedure for £imdgetary  oolico—— getacy  policy Y aa dwviercofies

to-ordinacion. The thrust of the cevision of the 1974

<

coavergence decision will be o strengthen vonriderstly the
possibilicies for reducing Eiscal imbalances, as well zs¢ for

gHfERvee
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improving the assessment M‘—wl-oma:mu.ot-;he—m
toticy-min-iathe-Gommntty, The asscssment will form the

basis for a more eFFective co-ordi nation of macro-~economic

policies, with co-ordination being based on recommendations

and carried out with due account of the views of che

Compitiee af Governors. In perticular, the cevised 1974

convergence decision will:

- &€l up 4 new ptocedura for budgetary policy

co~ordination, with {quaumtatxve guidelines, where
appropriate; &l aedium-term oriantations; .k o
establich 2 'process of multilsteral surveillance of

economic  perfocmance and

golicies based  onm
Where developments are
judged  Inadequate or detrimental to coemonly  set

macro~aconomic indicators,

cbjectives, these would trigger at the Communicy level
Tecommendations and endorsements o correct national
policies}

provide for the possibility of promating, where felt
approgriate, concerted actions of the member countries;
=—000Laini-peogeanme £or wember countcies concerned Lo
consolidace ctheir bedgecary position [by reducing,
where necessary, the central government deficic to bo

more than XX of C¥P over & period of Y yurs]-

In the monetsry field:

- capital transactions: the coming into force of the June 1988

divective liberalising Boftetary movements in July 1990 will

establish a  regime of complete freedow of capital

transactions. During this Ffirsc stoge adiveotivevouid—be /aCes] .
: 3{-' 'Frd'caL Gotfia, Chmnscel "'1 e @J"
el uwur.w,cubs P dtSev-\aw\a&bj t-l‘q.Su:-c.'

- policy co-ordination: the 1964 Cosncil Pecision éctining che
mandice of che Committee of Central Bank CGovernors would be
tcplaced by e nev decision piving the Cosmictee greatec
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suchovity and visibitity gnd making it the forerunner of the

Council of the European system of central banks -to be

created under the pew Treaty. The thrust of the cevision of

15,12,86_,5:00 No.006 P.13

the 1984 Council Decision will be to ftrongthonfunthes the

to-ordination of monetary policy among all member countries

of the Community, To this end, the Commicree will be invited

to:

- formulate recommendations on the overall ecientation of

monetary sod  exchange cate pelicy, as" well as on

measures taken in these fielda by individual countries.
In particular, the Committee would be consulted in
advance of national decisions on

the course of wonetary

policy, such as the setting of annual domestic monetary

and credit targets;

~ make policy recommendations ta individual 8overnments

and cthe Council of Hinisters on gon-monetary policies

that could affect the internal and external monetary

situstion in the Communicy, especially che functioning
of the ENS. The ouccome of the Committee's

deliberations could be mgde publicy

subnit an  apoual repoct on its activities and the
monetary sicvation of the Community to the Eurcpean
Barliament;

T set up & sub-committee [o start cegular comsultations

concecrning matters of common intevest in the Eield of

banking supecvision.

In order cto emhance its role in the process of monetary

policy co~ordination:

- the Committee's opinions acd recommendations would got
have to ceflect unaniwity, but could be esteblished by
4 quelified majority [determined on the basis of

wveighted vores?]: the Tecomuendations, would not be
binding;

e el e oW e
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- the Committee would be chaired by a Chzirman wheo
be elected)for a pericd of {three] years;
~ the Committee would be supported by a

Secretaciat.

would

pecmanent

e
ENS srrangements: all member countriesLuuuld become parcicipants

in the exchange vate mechanism of che ENS with the

2eme
Floctuation margins; (the very shoct-term and the short~term
financing mechanisms would be strengthened to make the system

better equipped to counter, iIf needed ; destabilising shorc-term

capital movementa;} margina of Floctuation would be narrowed Erom
.25 wo [1]2;

ECO arrangements: removal of cegulatory impediments
prevent merkat particlpants waing the ECU In

that msy
setting prices,
keeping corporate accounts, and concracting and settling any kind
of peconiary obligations. The ECU remaing a basket.

Stage tvo

{to be enacted when the aew ’i‘teaty comes into force.)

In the economic Field:

the Ceatre for economic policy decisions (CEPD} would start
operating with a view to promoting convergence and

co-ardination of economic pelicy in  the  Communicy.
{Following the prograsme ser ogut 4in the aew Treaty,
1eajislat1ve and executive measures would be taken, at che
Coomunity ss well as the nationzl tevel, lesding te the
creation of & European Fiscal Pramework (EFF). Such a Byskem
would cover: esseatial cax harmonisation; the respective
roles of national end Comsunity budgets; "own" cresources of

the Community budget; the size of budger defieite and theic
financing;}

{in accordance vwith the prograsme for the EFF,] this
vould include:

stage

10412:8 N 15:00 NO.VUD P. 14
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~ introduction of frules relating to the size of the
budget deficits and their finaacing;

~ adoption of medium—term guidelines for key Financial
tazgets and economic prograemes in the member staces;

- joint adoprion of budgetary objectives, whan falt
appropriate, as part of g co-ordinared budgetary and
ecanomic poliey;

~ entargement of resources for supporting the strucrucal
policies of the member states and strengthening the
Community investment programmes in the {ields of
ceseerch and infrastructures.

- @

In the monetary Field:

- creation of the foropean system of ceatral banks {Esce)

described in Part II of this Reporr, with ics
decision-making organs (Board and Council}, staff, balance
sheet, and legal underpinnings: mandate to preserve price
stability, independence, accountability, decision-making
procedures. The ESCB would replace the present institutional
monetary arvangements (EMCF, Committee of Covernocs and  its
pecvapent Secretariat). The BSCB  would bekendoued vith a
certain proportion of gold and thiced currencies, previously
held as foreign exchunge resecves by national central banks,

as well as cectain contribocions of mational Conmunity

currencices.

The tasks of che ESCB would be;

- to act a2 a forum for [bmdmg] ex ante co-ordinacion

of natienal monetary policy{ with monetacy poltcytbemg

Comdlncord. exeeutad by nationsl ceatral banks. Yhe co-ordination

* | would take place in the ESCD Couacil, which in
addition, would take over the functions performed in
stage one by the Committee of Covernors. The ESCA
Cauncil would be supparted by a permanent staff {which

—skU
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replaces the pecmanent Secretarial set up in srage
one), and the staff would be supervised by the Board;

~ to conduct [limiced] exchange macket interveations,
both in ¢hird currencies and within the ENS (in
coacertarion with central barnks whose curvenciss were
used? Tn accordance with guidelines astablished by the
Council?);

~ to  vepresent the Commenicy (rogether  witrh

" representatives of national central banks} in
incernational monetary mectings;

~ to manage its holdings of third curvencies und national
Comwunity currencies;

- to adoinistec cthe asbort-term and very  shact-term
financing mechanisms;

= to administer the private ZCU clearing system.

{W.8. Owving to the swall size of ESCB iutecventions and to the
firm control exercised by its Council {or to ‘the provision to
co-ordinacte interventions with the nationsl centval  banks
concerned), the impact of chese operations on domeatic monetary
conditions of weaber countries shouid be negligible. Its main
function would be To provide a signal to the market.)

A(3) Stage three

{The bezinning of chis Einal atage wonld be marked by the
definite locking of parities. This should be decided when the economic
conditions in the participating countries are judged appropriate. This
stage corcesponds to the final stage described in Parc II. It should be
observed that che so-called "finat stage" is not necessarily e stage beyound
vhich the system would not be susceptibls to Further evolution. Rather, it
i3 one ia which the fundamental tequiceoents of an economic and monetycy
union would have been fulfilled » albeit in a serring that wight be subject
to changes and improvements.)

@0 e ean

e m s

12°23d

TT 88«

TT2B9E2—2-2E BETIA TBVEHYD XMyd 82

80°d



In

™
el S1-01=2382Uf 16,12,848, (5:00 No.DO6 P .17

-1 -

the economic field:

———— .

The Ceatre for economic policy decisioas would be given cthe
suthoritvy:

In

L e cubent b

- to impose constvaints on national budgers whew this is
fiecessary to prevent imbalances that wmey threaten monetary
stabilicy;

- to u;akg disccetionary changes (chrough a procedure te be
defined) in Community resoucces to supplemeat structural
transfers to member wstates or to {nfluence the overall
policy stance in the Community;

- t"w discretionary chenges {through a procedure to be
deﬁncé) in the level of harmoaised taxation rates;

~ to apply some form of conditionality co existing Community

and to Community loans {as a svbatirute
for the present medium-term loans £scility),

the sonecary field:

announcement of irrevocable fizing of paritles betueen che
Commynity curcencies;

concurrently the full responsibility for the formulation of
wonetacy policy in the Community would be attributed to the
ESCB Couwacil, replaciag the [binding] ex ante co-ordination
procedure -folloved during the preceding stage;

- decisions on exchange marketr interventions in  thicd
currencies would be made entirely under the tesponaibility
of the ESCB Council; the execution of interventions would be
entrusted co {one ocr 7} national central banks}

the implementacion of the Community's mometary policy would
be cacried out by the Buard of the ESCB in co-opecration with
naiional central banks. In order o be able vo jnfluence
overall monetary developments in accardance wich the
decisions of che £SCB Council, the Board would be empowered

both to impose and vary ginimum reserves [in ECY; nationsl
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correncies, rthird tucrenciea?] o be held by national

central banks and to operate directly in the meney mackets,

AR) Laat stage

- the ECU repleces nationzl curcencies.

5. Scenario 8
2cenario 8§

B{1} Stags one

(to be enscced in conjunction wirh the coming into force of che
directive on short-rerq capital mavemencs.)}

In the institutional field:
2astitutionsl field

° prepacation and catificacion of

the Tl‘&dt}; 0n the economic
and monetary union, with o

procedure similar co Lhe one
followed for the Single European Acc.

In the economic field:

~ complete removal of intecnal barriers

and lideralisation of
exchanges of goods, serviceg

and capital within e
siagle market Programme  adopred
hening of Comaunity comp
policy snd of the executs ve and judiciary aughor
identify and sanction infringements

Community, according to the

in the Single Act; strengt etition
ity o
of Coomunity lav;

Foll implementation of the "Brussels packege" of doubling

the stcuctural fundy, desigaed teo steengthen substantiaily

the ability of Coomunity policies ro promote  regional

development snd to coccect economic iobalances;
replacemeat of the 1974 Council Decision

an  econcmic
coavergence by =& new

procedure for budgetary policy

Oumek b 3eb Leadliny banesd vases
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co-ordinaxion. The thrust of the revision of the 197%

convergence decision will be to strengthen considerably the

possibilicies for reducing fiscal imbalances, as well as for gc¢ ajbove

improving the assesament and implementation of the ovarall l.nll ‘tt’. c{m“‘e; above ave

pelicy mix in the Commuljxr.y. The ;ss?ssment will form che 1 'ru.h.c_“ j &l uul {GC M o
basis for a more effective co-ordimation of mACTO-econémic :

peticies, with co-ordinstion being based on recommendations i ut‘“‘

end carried out ‘with due account of the

views of che
Cosmittes of Govermors. In parcicular, the revised 1974
convergence decision will:

T st uwp a  pew procedure for  budgetacy poticy
co-ordingtion, with quantitative guidelines, where
wppropriate, and medium-term ocientations;

~ establish 4 process of multilsrecal surveillgnce of
econonic  performance snd  policies based
macro-economic indicatocs.

on
Where developmeata gre
judged inadequate or detcimental to commonly  set
objeccives, these would trigger at the Community level

recosmendations and endeorsements ta correet national

policies; 5
= provide for the passibility of promoting, wherea Falt =
appropriate, concerted sctions of the member countries;

contain m programme for member countries concerned o
consolidate Their budgetary position {by reducing,
uhere necessacy, the centesl government deficit to fo
more than XX of CNP over a period of Y years).

L The ?Mw-nu:bnj ‘f‘wcetr shoondl ‘als. tolee a
Vtew aboub erdhange vabes veajia ool

Cuwenc es

In the monetary field:

~ sapitel transactions: the coming into force of tha Jene 1988

direcrive libecalising monetary movements in July 1990 wi])
establish a vegime of complete [Ereedom of capital
transactions. During this ficst stage & directive would be
4dopied to harmonise tax treatment of capital revences to

the excent thet is mecessacy to avold distoctions in capital
flows)
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