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PREFACE

. ) —t_*-—-

j At the start of 1974, “the European Commission auﬂea a group of experts

i{A §ifferent 301ent1¢1c f&@&ﬂﬁﬁ;@%bpﬁhﬁﬁfsss;aﬂg@r@%Ogb%i&id@is&B@Wﬁ@U&raw up
‘a study on economlc and ‘monétary union (EMU)e The group of exper%s,

called the’ "Study Group on Economlc “and Honetary Uhlon 1980" has meb
under. the’ ohalrmanshlp of* Mro MARJOLEN former Vloe~pres1dent of the
Commlqs1on, in charge of economic and monetary affalrsa (The names of

the group members flgure on a list herew1th attached)

-

Another member of the group, Monsieur CLAPPIER, was calied”ﬁpohﬁte

assume other responsibilities which prevenied him from cOntinuiﬁg to

participate in the work of the group. The group sincerely thanks hlm

“for the 1mporfant contrlbuﬁlon which he made to 1ts worka ,'4

CIn conform1+y ‘with theé mandate of the Comm1ss1on, and in ordér to con-

tinme in greater depth the examination .of the . development of economLc

and monetary union within the framework of the estblishment of a Buropean
Union, the object of the study has been to undertake an analysis of +the
problems raised by the achievement of EMU taking into account the major
changes to be expected by 1980,

In view of the originality of the problems posed by the formlation of
this policy, the group was given a very high degree of freedom, both
in the choice of problems to be tackled and in the methods 1o be con-

sidered for their solution.

The group has approved its report as a whole, although it does not re-
flect each member's opinions in every nuance, The coherense of the whole

programme is more important than each proposal taken alonea
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The report is divided into. f.our ohé‘,p'{:éi‘s"; The first draws. up .a balance
, sheet of past events and an ana,lysis of the movement towards economic
a,nd moneta.ry union. The second deals with the urgent problems which en-
dangexr . the existence of . the European Comrmm:xty. This chapter is followed
‘by a short—'berm programme (cha.pter III),whlch ‘given the evolution which
the Community has undergone in recent years, is stilh largely devoted
1o monefary policye In general, however, this programme can be consi-~
dered as a test 'of the political will of +the member states! governmentse
Finélly, chapter IV examines in greater detail the first steps. iowards
v.ecqnomi;c and monei;a,ry unione A

Two .annexes are added to the repoﬁ;. : annex I contains details of the
Group's. proposal relating to a Community unemployment benefit szheme
“and which has the agreement of all the members of the:Group. Ammex I
brings togethef sorﬁe 'iaérsonal contributions.

[
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T, THE HOVEMENT TOWARDS FCONOMIC /ND MONETARY UNION - BALANCE SHERT AND
PROSPECTS ‘

"1, Whare have we got o 7

- I+ became clear 1o the Group that in order to. be able 10 say anJﬁhlng
useful about the future it was essential fo draw up first of all a
balance sheet for the past and in particular of the results of the
efLorbs made since the Hague Summit of 1969 towards the creation of

a European Economlc and Ionetary Un on (1)0

To av01d any misunderstanding, the Group w1shes to emphasize that it
remains deeply committed to the idea of Furopean unity and that this
appears to it more necessary than ever if the States'of Wemtern Turope
are going to be able 1o contimue to play a r8le in world. affairs and
protect themselves against the dangers which threaten them foom all sides.
.Alone, their impotence becomes ‘every day more obvicusy only unity can

. pestore to them the influence which they have loste

" But without denying certain progress of a technical nature, notably
a8 regards cooperation between the central banks, the Group is of the
opinion that the efforts undertaken gsince 1969 add up to a fallure.
The "snoke" has exploded and the “"narrowing of the marglns of fluc-
tuation" no longer exists except between those currencies which are
more or less closely linked with the Deutsche Markj the Monetary

Cooperation Fund only plays a, minor r%le in Furopean monetary affairs.

Furope is no nearer to Bel.U. then in 19569, In fact if there has been
any movement it has been backwards The Burops of the Sixties repre-
sented a relatively harmonious economic and monetary entiry whlch was
‘undone in the course of recent years; national economic end monetary
policies have never in 25 years been more dlscordant, more divergent,

than they are todays.

The only thing to be said is that each national policy is secking to
golve problems and to overcome diffiéulties which érisé‘in'each indi-
vidual country, without reference 1o Furope as an entitys The diagnosis
is at national level: eZforts are made at national levels The coordi-
nation of national policies is adous wish which is hardly ever

achieved in practice.

(1) Designated hereafter by the symbol EsM.U.



The result is that when ore speaks of Europe one is taliting bagically about
a geographical entity situated between the UsS.de and the U.3.8.R.; composed
of States which trade intensively among themselves. but which in mast'other
respects behaw in their national affairs and in world affairs according to

the trends and the particular interests of each..

Thié situation is felt more or less clearly by the inhabitants of this area.
The idea of a united Europe, while cnjoying the passive sympathy nf the
majority of the population in most Community countries, is not one which
carries force. The goodwill with which it is generally received is usually
accompanicd by scepticism, because of the lack of a clear political commite

ment by political leaders.

The European institutions carry out the rBle assigned to them by the treaties
of Paris and Rome and watch over as efficiently as possible the cxecution of
these treaties and the administrative decisions which have been taken gince
their entry into force. The lack of any discernible progress for several
years towards the wnification of Europe means however that their authority
is weakened and that they have ceaséd $0 be considered as the preocursors

of institutions which will watch over the destiny of a united Burope.

The Heads of State or of Govermment have decided to meet rogularly three
times a year at the Council of the Communities. It is still too soon to form

any iudgement on the scope of such an inmovation.

" The centrifugal movement which charactorizes national policies has deeply

dffécted Comrmnity achievemeonts.

The Common Agricultural Policy is in a state of crisis. The monetary problems
which have arisen since 1969, and the frequent refusal of govefnmcnts to
permit the price adjustments in national ocurrencies, which would normally
have resulted therefrom, have led to the creation of a system of compensatory

payments of such complexity that it is incomprehensible to the uninitiated.
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The unity-of agricultural prices in the Community is damaged‘: and the singld
market split imto several fragments which, given the attitudes of certain

of them, it is hard to see being "stuck together again" in thé foreseeable

riptare,

The extent of liberalisation of capital movements within the Commurity is
.less than it was at the begimning of the Sixties, Following the more or less
unilateral decisions taken by a certain number of govermments, the situation
in different countries varies considerably; while certain bountries ‘have
maintained the degree of liberalisation previously attained, others have

reimposed restrictions. Mo common strategy with regard to external ‘capital
has in fact come ab-wut nor does one seem capable of reaglisation in the neaz
future, ' ' ‘ "

The customs union for industrial and allied products is the’ true living
element in the Community, The considerable balance of payments deficits
which several member countries have to face cons‘bitufe mea,nwhilé a menace
- for the free circulation of goods. IT the situation is not dealt with ade-
_quately, as it can only be by a coherent body of appropriate national po-
Ycies, Community actions and coopérative measures throughout the western
world (including Japan), there is a serious danger of seeing one country
or another mstore import restricttons or have recourse to 'oth;f measures »

borrowed. from-the prdtectionist armoury.

2e The reasons for the failure

The Grbup considers that the causes of this f'xilure can be traced back to
three principal ones: unfavourable events, a lack of polz.tlcal will, and
insufficient understandlng in ‘hhe past of the meaning of an E.M,U. and the
conditions which must be fqlfllled if it is to see the light of day and be-

come operational,

The unfavourable events“are the international monetary crisis which has shaken
the westerm world since the end of the Sixties, together with the financial
crisis brought about by the sharp rise in oil prices in 1973, These profound
disturbances had not been foreseen when the decision to create a FEuropean
EM,Us was takens 'i‘hey m;ere not foreseeable, ot least as regards the form

which they took and the moment at which they occurred.
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Like all crises, they could have been the occasion of progress, by provo-
king & crystallization of latent wills. Great things are almost always done
in crises. Those of recent years could have been the occasion for a leap
forward, ‘

Why did they on the contrary cause a step back ? The fact is that at no
time did the governments really try to face together the difficult circum-
stancess Their will did not show itself as a Buropean will, but a series
of national wills more or less unaware of those of the others, each one
doing its best to find its own way out of trouble. Attempts to face up to

the different crises through communal action have been timid and short-lived,

The condequences of this state of affairs have been aggravated by the fact

of the decision in 1969 to create an E.M,U, in the course of the next ten
years, without any precise idea of what was being undertaken, At government
level, there was no analysis, even approximative,of the conditions to be
fulfilled. It was just as if the governments had undertaken the enterprise in
the naive belief that it was sufficient to decree the formation of an E.M.U.
for this to come about at the end of a few years, without great effort nor

difficult and painful economic and political transformetions,

There was insufficient appreciation of the essential difference between
a customs union, as defined by the Treaty of Rome, and an Ecoriomic and
Monetary Union.

The Customs Union merely supposes that governments give up, except in excep-
tional circumstances,.the use, in the pursuit of their national interests,
of the instruments of commercial poiicy, notably customs duties and quanti-
tative restrictions; all the other instruments of economic and meonetary
policy remain at the disposition of each one ©f thems,

In an Economic and Monetary.Union, national governments put at the disposal
of the cbmmon institutions the use of all the instruments of monetary policy
and of economic policy whose action should be exercised for the Community

as a whole, These institutioﬁs moreover must have a discretionary power
similar to that which national governments possess now, in order to be

able to meet unexpected events,
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it ie practiecally impossible to set:ouf in detail whﬁt these institutions
would have to be or their functioning. One can say howeyor that,thsy.would
havé TD inciude 2 ﬁuropoma DOllt]C&L p)mer . ah important Community budget,
and an lntogratOd “Jbtcm of central banks. . They would be called upon to
wo'umﬂmon in the appropriaste fields 1n a comnarwole way ta those of a federal
State.

"What is now being questioned is the -.idea which has been. the basis for the
past 20 years of the views of many Europeans, namely that a Buropean political
unity, particularly in the economic and monetary field, will come abvout in
an almost imnecrceptible way. This was the Furope of small stens. It is clear
that cxperience up $2 now shows nothing thalt supports the validity of this
idea. One may legitimately wonder today if what may be reguired in order 4o
create the conditions for an economic and monetary urion ig not perhaps on
the contpary a radical ani almost ingtontanecus, transformation, coming about
ccertainly after. long discussions, but giving risc at a precise point ih time

to Buropean political-institutions. .

Therefore, il ¥iew of the above analysis and given the geno al oolﬂt1ﬁal and
econoris circumstances which exist 4in Purﬂpe todwy, it 3id not seem ugvfug,u
t9 the froup to draw up a plan for E.M.U. which Would ha"e a sufxlﬁlant

desrec of credihility.

3o The objective

The Group, withous uﬂdérestimatinw the resu‘ 65 ootalpnu from more +h3n tventy
yoors of effart to integrate EuQOpe econon1ca11y, is convinced that further
progress requires the monifestabion of a politieal wil¥, This will is today
unceriain and neceds to show itself and to fortify itself by action. At a tinme
rhen Burope finds itself confrontod with redoutable dangers, under thc nones
of ”irflatiou", massive balance of payments deficits", "unemployment', the
only reasonable and possidle way for the member countries is to face together;
and in cooperation with North America and Jopan, these peorils, without asking

ton many questions anout lonsor tern problems.

If in the presence of these grave dangers a minimum of unity and colesiom

canndt be created it docs not seen very useful to pursuve the discussion on



-6 - 11/615/3/14 - E fin,

EeMoU, or European Union. But if on the other hand a common will emerges in
fhe next year o two, concerning concrete, precise and urgenf problems,
Europe will find itsdf at the.end of this'short'period in a situation

such that the grand designs which have been discussed by the Summits of
recent years might‘once again seem conceivable, New plansqcould then be

drawn up with some chance of realisation,

It is for these reasons that the Group devoted a considerable part of the
time available 40 it to the analysis of the dangers which threaten not
only BEurope but also each of the member countries taken on its own, and
to drawing up a list of actions which should be undertaken to overcome the
dangers and prevent the disappearance of what still remains of Commnity

- achievement.

Moreover it considers that the governments should without delay, during

the coﬁrse of the phase of one or two years mentioned above, take a certain
number of decisions whose effect is in the longer term and which wwuld
rwease the degree of interpenetration d the Community_economies, re~
inforce their unity in face of the dangers which’surround—themvand bring
nearer the time when the creation of an E.MN,Us m;ght be seriously enyisagedo
These decisions concern primarily the abolition of obstacles to the movement
of goods, services and capital; the development of financial solidaritys

and the establishment of a Community budget on such a scale. thét +he impor-
tant transfers which the malntenance of EaMeUs will require can take place

) and be flnanced aquf of Communlty taxatlon. '
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II. TRGENT PROBLEVS

Three sources of difficulties menace the Community: inflation, unemployment
and brlance of payments deficits. These thrests reveal themselves in a crigis
atmosphere in wich averyone wondsrs aboubt the siructural changes required,

the future level 2f growbth and even its nature.
1. Inflation

The rise in prices has not ceased indreasing during the last few years.
Consumer price inflation was about 3 % a year f{rom 1958 %o 1958, on a weighted
Community average; for the years 1969 to 1972 it reached 5.6 % but was

8,2 % 1n 1973 and more than 13 % in 1974 This acceleration is partly %o be
explained by the expansionary measures laken in the industrialised counitries,
which were zimilariy excessive following the minor recession of 19701831, On
the other Land goversmenis and ceutral banks let expansion take a grip in
1972 and 1973 without feking in time the restrictive measures required in the
monetary, as well as in the fiscal and budgetery fields. In par%icular an
increase i:: the volwie of money:in Member staitss of the orler of 9 — 29 % a
year betuecen the end of 1970 and the end of 1574 was evicently incompatible

with the objeciive of price sitabiliiy.

The price cf industrial raw materials during a period of high demand, even of
speoulation, increased very rapidily. The Community was parily spared the

rige in the price of food thanks to ths Common Agriculturel Poiicy, From the
gunmer of 1974 %he effects of vricelmmmssrms in raw materials o1 the general

price level ha?e substantially wesziened.

The rise in *the price of oil, intrulding at the end of 1973, was much mozre bruk:.
y s

1)

the direct increased paice of snergy accounts for a gquarter or even a third of

S

anc i%s oousequences much deepers as a result of i%s mechanical effect alone,

ihe increases obsevved in consumer nrice levels in 1274,

amnteR: S ATy

(1) :u termes of imput — outout analysh:.

.
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At the start of 1975, there was evory reason to believe that the majority of
inflationary factors, as well as the pressures on demand and egogenous

factors such as the increased cost of raw materials and energy, had disappeared
but one should not cverlook the need for sufficient time to clapse Ffor these
eflects to have completely worked through. The pressure of wage costs however
remained sircag aithough the.situation varies greatly from one country to another.
In these circumstsnces one could expect a slowiag of inflation in most of the
countries without being able to hope that it would be very significant. The rate
of inflatiocn established is too strong for behaviour to change from one day to

+the next.

Continuiang to finght’inflation remaing, hewever, essential in the Community.

this fight is sometimes made difficult by tha complexity of those situation in
the Member states and their very different positvions inclusding in industrial
relations. In effect, somc countries such as Qermany which had applied the brakes
sufficiently ecrly during the expansionary phase possess an advantage with respect
‘o the price stability obj2ctive. Nevertheless, it is presently a matter of simu? -
tanecusly fignting iuflationary pressures, through at Jifferent degrees, and
against a tco maried slowing down in the economic activity accompanied by growing

umemploymenta

De Uhemnlog;ent
TR SXRTELE MRS LN

At the erd of 1974; the Community had about three snd a half million unemploysds
when rclzted to the aciive popuiation this ropresents a rate of 3.3 %, a figure
never tufore attained since the creation of the Community. In some countries

the pronortion of unemployed in the working vopulation has at that time exceeded
5 % (in Italy) and even reached 8 % (in Ireland) while other countries experience
a problem on a smuller scale i.e. 3 to 4 % (in Prance, Gormany and the United
Kinglom$.{1) -

In normel times witlhcut doubt such a solution would call for restimulating the
evonomies bty aggregate demand measures. Inm the actual situation this evaluation
must however be tempered. Stimnlation must have more emphasize on investments and
should be more prousunced in the countries with a balance of paymenis surplus.
The defioll countries should take the necessary measures to adapt their production
structure to the now demands of the oil producing countries.

dE ¢ Aeoording to the forecasts made by the services of the Commission for 1975
airmal average), these will be a slow decresse in the total nneRy;sment
rate in relation to th> position in December 1974 (Ireland 7,5%, Y&aly 3,9 %

id the ciher countries around 3%)°
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Otherﬁise, it éhoﬁld bé“emphasized'that at the pfeéeﬁt stége, uneﬁPloyment»

in part can be explained by structural phenorena, Chaﬁges in the production
equipnent have becoma Jnevltaole principally in order to respond t5 the '
naw structure of demend induced by the different ‘hierar chy of prices [pir=-
$icila arly by the inorea ge in petrcleum prices) and by shang@s in thz worid
distribution of wealth. Taking into accéun%vtﬁe frictions, the prbbable result,
during the next few years will be a slower growth and a higher and langér
‘lasting structural unemployment. An active labour market poiicy will thereforé
become that much more sigmificart, including occupational re¢irainirg assistance
{or workers together,- cventually, with appropriate changes in the wuce structure.
Such actions would also tend to increase the flemibility of the ecoucmies with

respact to restructuring requirements.

ts Dpflo s

CHalanee of
3. 10089.08 Pay

Tha reburn to satisfactory equilibrium in the Larrent balance of peyments
and that in an orderly menner, is rightly the vital question for the pre-

ration of t he Community.

The me salve transfer of liquidity to the oil produclng couniries has siak:
i3 fragile sirnciure of the international monetary system and changed the

gueogiurhic distribution of financial resources.

Tae deteriobation of the terms of trade to the benefit of the oil producing
comntrias implies that the Comrunity should progressively ralease the internal

ressources required to compensate for this detericration by additiomal expor 4

In fact, the o0il sroducing countries are not in a position to immediately

transiorh all their additional gains into more impourts. For several years they
11 hawve a;nonmabsorbed surplus; part of which»will find its ecwivaiznt in

the present Cdmﬁuuity defieitla. T

12 1974, the external deficit of good and services of the Community readhed about

13,000 millicn to ¥ 34,000 million. If on= can hope for a progressive dimi~

nution it will nob be tefore some years have passed that an equilibrium posidion

will be found. From now umtil 1978 the ancumuleted debd of the Community could

-ee/cao
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clearly excced § 50,000 million and even reach ¥ 100,000 million (1?. This
phenomenon is mors worrying given the very different situations between one
menber country and another, from a considerable surplus for(about 14 million
dellars) Cermany o = very noticesble deficit for Italy (about 11 billion),
the U.K. (about 13 billion) and FTance.(aboﬁt 5 biliion). These countries
alone havs thus registered a deficit in the order of S 29,000 million in

3
1974. 2)

In these circumstonces, there is s danger that countries expepiencing the

H &
greatest difficulty might be tempted to adopt restrictive commercial measurés
or be forsed to competitive depreciations creating a chaotic situation in the

exchange markets and causing a corisis of the customs union.

(ne of ihe problems which BEurope must try to avoid is the creation of
excessing tensicas between countries with surpluses and these with deficits
in their current balance of paymenis. In some cases setting up  Aoherent

and order %inancing schemss would seem inevitable. These problems cannot he
solved within the Community alon=, but in the wid > context including the
strevegy adopted Ly the three groups of countries concerned: the principal

petrcleum producers, industrialised countries and, develping countries,

. {1)_8onwge: . Report- to—the Council and the Commission on the Community s

. ecomnalo situstion and_ medium~Yerm.outlonk, document by the Furopaos
" " Comrmmities (Feoramic Folicy Cemzittee) no T1/562/74 of 18 December 1974, .
p. 36 aud following pages, especislly pp. 50-53, The {igures caloulated
in that source refer io the year 1973, ' ‘

{2) estinates of the services of +the Commission.
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ITI, A SHORT-TERM PROGRAMIE

A number of the formulated recomendstions are still dirécted=to

-national governments. In effect, cxcept for commercizl matters, Furope

has not achieved sufficient integration of economic policies to be able

to talk of a common economic poliay, Nevertheless, the rdle of the

Community and its institutions could be decisive. First of all by assu-

ring the necessary coherence of national policy, followed by the initiation

of various actions, the effectiveness of which requires *that they be condioted
at a Buropean level, To this effect thée group pruposes. the ereation or the-

developnent specifically of Community instruments.

This short tera programmne formsva complete whole: each part only has a real
meaninn in relation to the whole, It would therefore not be sensible to
treat some elements oenwrate1y. The qpplloa:blon of the pronosals can vary from

one country to another.

A The, ﬁenorﬂl lines

......
PO fodh g oot ghie 1 ol SN

It is 1ﬂﬁ3rtont to enecoursge Drodnﬂﬁvve 1nvestmont in sunh a wy as to
" facilitcete industrial restructarlﬁg, to develon new uaurces of energy, and

to increase, in general, productive capacity to meet =n increase in external
demand, '

Fiscal meisureé‘wili.bo necessary in certain ééuntries‘but; ébove'all, it is
important that the rete of profit in real terms ceased o decline and pro-
gressively re—establishes itself at a level adequate tobcover the real rate
of interest and the investment risk. This is the oondition for énternrises
%0.-Dbe able to finance and willing to-undertels the ipvestments which will be

nacessary in the next few years,

Too fast »n increase in weges and sslaries could compromise this objective

and lead inevitably to an imorcase in unemployment. In these conditioﬁs,‘

it is ncedsary that during 1975 real incomes per, head (inoluding soeial
security benefits) increase more slowly than increases in productivity and ever
in eertain cases that they should be kept at their present level, to take
account of the losses in the terms of trade due in particular to the rise

in oil prices.

cosfoos
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This result cannot be obitained unless the governments and the social partuners -
attempt to conduct their disoussions in real terms., One way to resolve this
situation would be to index salaries; legally or in fact, to the cost of living,
Nevertheless, indexation is not in itself a means of combatting inflation.
It must be accompanied by restrictive economic and monetary policies. In any
case the indexation scheme shouid exclude that part of the cost increase which
is caused by the increase in indirect faxes and the rise in import prices. -
If the fight ageinst inflation is suocessful, purchasing power having been
maintained by the indexation cla auses, . the salary and wage earners could be.
content with lower real wage increases. It would no longer be justified to wish
- to anticipate the'inflation rate in wage bargaining., On the other h;nd indexation
could prove to be injurious if it leads to increases.in reél wages 3nd salaries
which exceed the productivity gains. It would result in unemploynent, ag in the
'case where, with collective agreements without 1ndexat10n, the anticipated rate

of inflation exceeds that of the realised rate,

To ensure an equitable division of sacrifices, s modification ‘in the,distriﬁution
of income must be sought through the use of fiscal meagures, except in the countries
where direct faxes are already hlgh or even exce551ve. This division coulB be achie-
ved for example by increa asing the burdens on the 1ncones and capital guino of the

well-off or by taokllnv the problem of tlx eva81on.

The counterpart to this social pact must be an increase in the allowances to
wage~earners in the case of unemvloyment wherevor theso allovancos are fixed
at too Iow a level, and 1n<reased efforts to 1mprove oooupatlonal training and

facilitotbe employment adaptation.

At a moment when inflation.through demand and imported inflation are considerchly
weakened or have disappeared, such a poliey should lead to a reduction in inflation
rates. The restrictive actions of governments and central banks could be gradually
abandoned, thus hastening the revival of economic activity. It would be necessary

however to takg acoount of the fact that in some member states, internal rigiditics

vorfoes
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. could endanger 2 deceleration of pricos and an adjusiment. of behaviour to.a

situation of greater price stability.

92, Promoting Financisl- Savings -

The acceleratian of inflation has caused a continﬁed'deoline'in the capital
markets which hasg, in partlcul ar, been ref]ected in a shortenlng of lending
periods and, after, by negative real interest rates despite the sometimes

considerable increase in nominal rates.

In almost all countries, this development has led o a flight into real

assets, purchases of buildings, gold, etc.

In these conditions it seems appropriate to resort to the experiment of
isshing indexed public loans and to encourage similar action by the private
sector. Such action could Faise problems in many areas includiqg that of

taxation but nevertheless it implies the following advantages:|

- I% wbuld put an end to the uncerfainty which at the moment plagues the na-
tional and 1nturnzt10nal capltal markets, notably through the lengthening
‘ of naturlty dates.

- Provided that an effective stabilisation policy is conducted during the
next few years, the public authoritios could borrow on significantly more

' advantageous terms.

. = The private sector would be protected agzinst a crisis of overindebted-

ness. In-the absence of indexation in as far as commltmants could be under-
taken in a perloi of 1nf1at10n at relatively highg nominal rates of interest,
the progr9551ve reallsatlon of greater stability of prlces would mean an

1ndexat10n clauses

equlvalent rise in real interest rates. Qn the Hople

would stabilize real interest rates by adjusting nominsl rates downwardg.

.'0/."



- 14' - 11/675/3/14~E fin.

Certainly, indexation does not constitute the only way of stimulating long-term
savings of private households. It could bé useful to earmark a part of the
profits for wage and salary earners in the form of distribution of sharéS“
reserved for employees. In certain countries such a policy would help union
understanding of necessary salary adjustments and would constitute the beginning

of wider capital ownership.in countries where it does not yet exist.

3. Regional policy
Actions calculated to reduce inflation and to increase employment cannot ‘
successfully be undertaken. in the absence of adequate regional and structural

measures, -

Regional disparities in the Communityﬁ in effect, have remained significant
even though they have been slightly reduced during recent years in some
Member States. As an indication, the gaps between the richest and poorest
regions in the Community have remained in the order of 1 %o 5 in terms of

per capital income or value added. In some regions it is the rate of unemploy-
ment and under—employment which constitute the main precccupation, the Mezzo-
giorno and Ireland experiencing the most severe problems. Ihese;disparities

constitute a permanent constraint on macro-cconomic regulation policy.

The reasons explaining the growth of industrial concentration are many. Thus,
in the backward regions the factor incomes are too high in relations to the
level of p?oductivity. Consequently, the profitability of investment and therefore,

the attractiveness of these regions for potential investors, suffer.

Other reasons lie in the disadvantages these regions suffer in the field of
infrastructure of inherent agricultural conditions and where there is a need
for substituting new industries for declining industries. Finally, the Member
States where the regional problems are most serious find themselves handicapped
when undertaking actions having regional effects which would contribute to th
reestéblisﬁment of balanced structures. Such is the case for social security

paynents and facilities for occupational training.

coifone
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All these reasons, which are reflected in the actunl regional structure,
have led to a concentration of wealth to the detriment of certain peri-

pheral regions.

The neéa for a large scale regibnal ?olic& at the Community level is; there~
foré, urgent. This policy must be conceived as more than a Regional Develop-
ment Fund, as a package of incentives modulating market mechanisms, parti-
cularly, those in the capital-markets in order to permit desirable capital
moVemeits, For this purpose particular importance would have to be accorded to
the activities of the European Investment Benk. Without going into detail,
the group considers it impontant that this Bank's range of manoeuvre should

be enlarged especially with respect to interest rates assistanoce,

The group takes note of the efforts made to achieve better coordination of

Community instruments ~ (transfers of worientations" funds from FEOGA to the Huropean
Regional Development Fund and the narrower liaison between this latter fund and the
European Investment Bank) - and of the importance that the project to establish

the Fund gives to the creation of regional development programmes. The establish-
ment of these plans must be effected rapidly in order that a list of community

priorities for planned action is guaranteed.

It is also clear that certain differences in relative factor incomes will remain
as long as;productivity in backword regions remains below that in the more

favoured oness

In general it should be indicated that the range of recomnended instruments
in Chapter IV is inspited, amongst other things, by the wish that regional

aspects should be taken into consideration.

4. Particination of the Social Partners in the gggéggdg£VCommuQ}ty Policy

Thé.ﬁroposed measurcs require the support of social partners. The essential
part of the dialogue would have to talke place within esch of the member
gountries. Nevertheless, in order to promote convergence of political approaches
and so that social partners better appraciate the partnership characteristic

of the enterprise and learn from the experiences of other countries.

eoefonn
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This consultation should gusrantee in a limited framework a regular exchange

of views on Community economic policy.
Participants in this consultation could be :

~ the Presidents or gensral secretaries of central trade union organisations.

The secretary of the Europemn Trade Union Confederation would be an ex officio

members

~ the présidents of central Employers' Associations of Member States. The
president of UNICE would be of right a member if he is not already qualified

as a president of a national organisation.

Public awthorities would bo represented by the Commission which would keep

national Governments regularly informed.

As regard procedural questions an important task devolves upon the Commission

which could @

~ provide for the organisation of regular meetings - if possible at least once
each quarter of a yeayn \

- provide the secretariat, v _

-~ guide discussions by means of its President or its Member in charge. of

economic affairs.

In order to create a climate of confidence all cumbersome formality should

be avoided, for example, official minutes, press releases, €tCc...

It is essential,. however, to assure rapid and flexible circulation of

information between delegates and their respective organisations.

AR
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Be Pinancial and monetary problems

.

Burcrets fina.ncia,l and monetary problems, caused by the energy crisis,

roguive %0 be cozzidered in the wider context of the changes in tha inter~

1

national fmar_cl 2l system. The member sictes of the Community have identifiiable

1

nteresis in comnon which can only be affectively protected if there is close

cooperation between then.

It is nroposbd that this coonora“tion shouid ‘be based on (i) naa-—-llnes 1“ Sl
Taropean internal and mcternal mo11°+ary pOll"“ es, supporbed by (ii) {:he:
creation of an Exohange Stabilisation Fund (ESF) and (iii) the introduction

of a new Furopean unit of account.

1. A commuz 11+J sys‘!:em for ,.n'bern and ex ternzl monetarv polm vies

It is a well esta,blighed tradition to treat exchange rates and money supply

as separable policy instruments. It is a tradition th-t contributed %o the
creation of the int ra~Buropcan exchange rate systom knowa as the snake, 'ilis

- mechanism for narrower intra-Community margins of exchange-rate variations
was launcied without being supported by a mininum set of commitments for

managenent of money supply and other domestic poligies.

rare has been a isndency 16 undersetimate the effect of excharge rate polioy

on domestic monetary management. If the monetary anthoritics enise the bend
markct to support th: price of government securiti=cg, adiitional mcney is
creatod. The same hoppens if the central bank entars the foreign swchenge

marxat to buy foreign currency to maintain a predetermined level of exchonge
rate. Short of a fully flexible exchange rate sysiem an wnderlying relation-
shin beiveen internal end external national memetsry policies is thus establiched.

This simple fact shonld asd he overlooked in ary prepssah for b

id

o2 stable intra—
European exchange rate relatlonczips. An iutra~Community excharnge rate cooperaiion
reeds 1o be combizned with a program for cooperation ca domestic mouchary DO.:.lC.l,uue
Although changes in the money supply are in p’r:m piple subject to control of
monetary authorities they are of course largely influenced by other economic and

political decisiouns.

onc,/c.a
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A consistent national monetary volicy is cne in which the domestic mone+arJ
operations (open-market operations, rediscounting, or changing reserve re-
quirements) and exfernal monetary operations (buying or selling spot foreign
ﬁxéhange, or taking positions in forward currency markets to influence privaie
capital flows) s support rather than o oppose each other in their effects on the

national monetary base.

This would imply, first?wy, that the interventions in exchange markets of any
one country ought to have a significant impact on that country's monetary base,
Seccndly, symetrical operations by surplus and deficit countries would assure

an sppropriate movement in the monetary base for the Community as a whole (1).

he leng run stabiii sity of exchiance rates would depend mainly on the compa-
tivility of %he rates of expansion of the domestic monetary base and. the inflation

rates between the different counitries.

in evaluating exchange rate policy there is a need for applying the concept of
a medium-tcrm norm for the effective exnhunge rate of member courtries. This .
norm weild, in analogy with the similar concept developed by the International
Monetary Mund,be an estimate of the structure of effective exchangs rates consistent®
with the collectively agreed curreut balances of payments. For this purpese it is
necessary to have periodically a critical review at the Community level of the
balance-of-payments prospects of the member couniries over the medium ternm, e.g.
3 to 5 years, arsuming no major cheanges in exchange raies and levels of demand
corresponding approximately to what individual countries are aiming at over the

ivm term. 14 is important to underllnc that the =zpprosch should be dlsaggfugated

by countries rathzr than aim at some aVcrag@ for the Commu:ity.

R T ORISR

(1) The melium term projesiions of real gross mational product growt* rates together
: with espected or projected inflation rates will approximaie the longe-run target
rate of monetary erpansion 4o be Cho8By
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725'Egierhéi,boirbﬁing‘and an Exchange Stabilization

“Fund for the Commumitye

The- financial counterpart to the very large current
. agcount, irbalances in 1974-75 is rapid growth in the
. ageregate indebledness.of the Community and cf some
© of its members in particuwlar. The "recycling" of the
sﬁrplus»of the oil exporbers has so far proceeded
more smoothly than one could expect, though it has
- tended to take shorter-term form than desirable and

‘%0 bypass some member countries entirely.

?here was however a’ growing recognition in the
Commnity that the situation had become toco riskys
fhis found -expression in the decision of the Coun-
éil of Ministers in October 1974 to aunthorize the
reising of a Joint Loan of up to # 3 billion
(inclﬁding interest charges); the beginnings of a
machinery to mobilize the joint creditworthiness
of the Community are now in place, The lending

- capacity of the IMF Oil Facility is being substan~-
$ially enlarged in 19753 however, many of these

" loans will go to developing countries, Most

: reoevﬁly, a Fund has been.agreed upon in the

 framework of the OECD %o serve as a safety net

for,Qn&ustrialized_countries.(l °

-

(1} When the Group. first consideml the problem

@f recycling. in %le early 1974 it moved in the
@iractidq of proposing a large scale balance

;f pay@gnﬁs support mechanism for the Comm:nity.
®hough. the availability of loans through the
4hree facilities mentioned in the previous paras
tnd the criteria by which they will be given
Zre not yet clear, there is now some hope that
medium-term, i.es 5 to T years, finance can be

made availebls to- member countries.
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From a Commnity viewpoint it is doubtful, however,
whe‘bherl_'!?he_sg initidtives go far enough. The stakes
are partiocularly high for member countries; the
achievements of the past 17 years in creating a

" Common Masket in both industrial and agricultural

" goods are endangered as long as +he present exbreme
“yulnerability of several member economies persists,
The Community has aims more far-reaching than Have the
industrial countries as a whole for coordinating eco~
‘nomic policies; and it cormpdt allow preseﬁt centri-
fugal tendencies in exchange rates to aggravate di-
vergencies in inflation rates. The total available
should be Ver'y la,rge ‘and the Group wishes to underline
“two courses of action to strengthen the Community

element in international financial solidarity.

The first ié an enlargement of the authority to raise

" Joint Loanse The present ceiling should be effectively
doubled in 1975, so that the mechanism'wouid become
an effective second line of defeng: after é, member has
drawn on the 0il Facility, but before it hé,s to address
itself to the lender of last resort in the OECD Fund.
It would also be useful to have authority to raise
" loans prior to the ’fe‘cep'(:ion of a request from a member
countrys This could be achieved by giving the appro-
priate au’thority to the European Monetary Cooperation
Pund (EMCF), Tt should be comsidered %o issue loans in
Europas as defined below,

The second course of action to which the Group attaches
the greatest importance is to enlarge radically the
short-term support facilities among members through

an Exchange Stabilization Funde. One area in which

'bhe Community hes aims more far-reaching and well

" defined than those of the whole group of industrialized

countries is exchange rate policy. It woulc_l be intole~

rable if intra-Commumnity exchange rate relationships
were to be pushed around by massive Tla@is of funds in
and out of individual member countries, (1)

(1) Such flows might arise from shifts in the preferences
of the oil exporters between various Conmmity/ currencies
ef & .
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There are support mechanlsms in place already between the
Central Banks of the Communlty. The very short—term finan-
cing agreement conilnues to operate within the so~-called
"mlnl—snake" Thls arrangement is inadequate in present
c1rcumstances prlmarlly because it leaves out four mem~—
ber currenclesg The short—uerm monetary support agreement
which is managed by the EMCF, has a2 wider range of appli-

cation but its procedures have proved too cumbersome to
ensure :apid"end sﬁeCessful operation. The Group suggesty

" that it is an urgent, tack for the Community to explore

. the conditions for éemoving'these inadequacies and fit

. Commnity cooperation in the area of short-term capital
flows and pressures on tne eXchanges into the emerging
iramework of closer medlum-term financial solidarity
1nqlde the Community as well as in broader groupings.
mhe'proposed Fund is deelgne@ to tide members over the
‘irst shocks of financial Cr;'.ses; if the causes of cri-
:ié do not'reverse themgelves within a brief period, the
coutry w111 have to address itself to the medium—term
facllltles. ‘

The Group env1saged thefund to operate in the following
way: resources.would be made available by member countries .
in their own currencies (1). The total available would
be very large, say of the order of # 10 billicn $o start
with; it would need to be increased in the face of growingf
stocks -of potentially volatile claimse Yet the volume of
~money commitied over $ime by the Fund should not be large,
because it would not operate against any longer-term
trends in exchange markets and because it will e

founded within a. short period. /
i ¥ LY 40

Footnote conts : Or between ome or more of these and the dollar; but they
might also, in the present nervous state of exchange mar—
kets, arise from suddén = real or apparent ~ changes in
the policies or political ‘problems of a member countrys
The impact of such flows would be as damaging for the
- stronger Commnity currenéies which might appreciate $o
- levels out of touch with the medium~term outlook for their
‘current (or basic) balance, as for the weaker ones which
would depreciate to an extent that could effectlvely des~
troy their hopes of containing inflation.

(1) In proportion to an agreed pattern such as that used
for dividing the guarantees for the Joint Loan, ils€s
Germany, U.Ke and France 22,02%, Italy 14.68%, BLEU and
the Tetheérlands T,34%, Denmark 3 30% and Ireland 1.28%
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Experiences with interventions in the "snake" suggest
‘that actual amoun'!:s cen be small, even in periods of
) apparen'h cmses (1). The con'bmbutions of members to
- 'the Fund a.nd se‘b‘blemen’bs would be denominated in the
V new EsEoCe unit of accoun'b recentl;y‘ proposed by the
) Commiss:.on a8 descri‘bed in the following sec'bion.

The Fund would in'bervene in Commni'ty currencies and,
presumablyy in aollars 4o coordinate the roles of the
eigh*b Gomnmni'ty central banks. It would arrange swap
fac:.hties with other financ§al centres, primarily

~ New York; such arrangements would also be set up with
other financial centres such as Ziirich and 'i.‘okvo and
possmbly an emerginb Middle East financial centree in
this way the Fund would supplement its s‘bock of ber-
nationallymd agsets, If member countries! contri-
butions were limited, the Fund would need additional

ways of supplemen'bing its resources through shori-

term Borrémng in markets inside or outside the GCom-
munity; otherwise Penbahugoks and other useable inter-
national assels would become soarces This situation could
" be relieved th:cough suthority to the Fund %o issue short—
term papers or by giving it access to draw temporarily
on 'bhé_ proceeds of the Joint Loane

The Fund would be guided in its interventions to stabi-
1ize intra~Community exchanze rates by two cikhteria 4
(1) daily fuctuations would 4in general be limited %o
some low figure; the change in any cross rate would nor-
- mally be constrained to, say, one half per cent from
the closing ra:he on ‘hhe previous business: day. Such

!

L ¥ 2
(1) The very exigtence of the ESF would be a considerable
factor inspiring confidence and stability. It is
therefore suggested that the amounts actually ro-
quired for the Funds's operations would be in in-
verse proporiion to what would be nominally availables
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interventions, underteken in Communiiy currencies
(cr, if ‘more practicel, in doilars) would check short
N Pressurcs on a currency wrising out of a shift

in the roserve preferoncus of large holders, and (2)
“weekly and monthly changes would not be allcwed %o
cumulate in such a way as to distort the pattern of

intra-Community exchange rates.

The day-to-day criterion is ﬁﬁe simplest o aovply,
indced, EC central banks have becn moving fowsrds

the adoptionbof a eimilar; though more flexible, sys-
tem for dollar inmbtervemticn.The usefulness of the
second criterion is more open to question, since it
hinzes on the somewhat imprec’s: corcept of = normal
or desired intra-Community paticin of excharnge rales.
In practice some ruler of thuwd for evaluating maxirmm
divergence need to be developed in zmalogyr to thosge
proposéed in the IMF as the Gridelines for Floating
which forrmed part of the agrecment on interngtional

monetary reform’in 1974, One suclh rule might be that

the difference betwesn inflatisu rates in two memder
eccnomies orar some past period would nurmallr set an
upper limit to the change in the cross raie of the

two currencies.(1).

The pretise procefurss by which 4hs Fund would cperate
should nobrhdemads public: that would make easy goins
for speculators. But to give morve guldance to marikets
the —malysdis cenwdicid: the medium—term norm is bhased add

posaibly the range fpr the norm should te made publics

(1) 8mech a raie wonld tend o underline the role of
exchangs rote changss as a seconi line of delamse
and limit rosently okscrveble tendencies for some
rofes to change by much mere than Gifierences in
inflation would warrent, .



TTine benelTits of selting up the Evchange Stahilization
Tand would be ceveral in addition %o grefer stadbility in
exchange merkets, It wonld fosier a more positive attitude
t0 the liberalization of capital movements, for a long time
sonsidered an essential ingredient of Buropzan integretion.
It would nlso foéter and reinforce closer coordination of
monetary policy along the lines menticned in the previous
sections It is obvious; hcrrever, that the Fund is in no
way intended to diminish the need for member countries to
tak> measures of real adjustment in the medium term. The
short-term nature of the Fundis operations must be under-
lined; the maturities involved in repayment of credit ex—
tended through the Fund's operations would have to be long
encugh to permit fanding through the IMP 0il Faocility, the EF
Joint Loan or, the CECD Fund, if the shori<erm pressures that
made the Exchange Shabilization Fund intervens have no

been reversed in the meantime.

From an institutional viewpoint the two steps proposed -
the extension of the Joint Loan and the establishment of the
Exchange Stabilization Fund - are not radicala. In the first
case a decision by the Council of Ministers, followed by
what has proved to be rather quick ratification by members,
would suffices In the second case, operations may be carried
out by the Faropean Monetary Cooperation Funi which hes ex~
isted for the past two years, though without ang substan~
tive operational Puctions, The rules of operati@ﬁs suggested
for the present Fund are such that they could bg carried out
o en indepeondent agency on the basis of clear guidance from
a committes composcd of national monetary authoritiespulti-
mately the Council, This may imply that the present structure
of the European Monetary Cooperation Pund mey not be ade~
qurte to the Sask (1)

As %o the conditions o be attached o the support gven through
the Tund the necessary discipline largely imposes itself with
maturities as short as those here envisaged, Either the coun~-
try whose currency has besn supporied by the Fund has to repay
in a short time or it has to fund the debt on the conditions
inposed by the medinm~term facility to which it takes raz-
course, Discipline is reinforced by the commitment o com-
mon guidelincs for exchange rates an® fr internal monetary

policys

(1; The Croup did not have time to discuss this question in
depth. One possibility app.ars in the contribution made
by Prof. Foighel in ammex II (UEM - €3°)
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"

The development of a strategy for 1nternc1 and external
monetary pOllOleS and an Exchenge Stablllzatlon Fund would
be greaﬁly facilitated by the emergence of an authorized

European tunit of acoounts

A dGGlSlve factor is the ch01ce among possible types of de-
flnltlons for a Europhan currency unlt. Defining the new unit
in terms of a ‘basket. of Buropaan currencies in some agreed
ratio to one another_offers the best prospects in this
respects &t the initial stage the choice for a European
currency unit defined in ferms of a basket of national
currencies may for technical reasons and simplicity be
) restrlcted to0 the so-called fixed basket formla in order
%o serve the purpose of an oleclal means of settlement,
The fixed basket has already been applied in the net de-
.flnitlon of the SIR after longthy international negociationse
It is also the method chosen for a Buropean Unit of account wh
which the Comm1ss1on has recently proposed for the
operatlons of“the ”uropean Development Fund and the ;
Europewn Investment ank (1). In the opinion of the Group
the creatlon of a Uhlt of acoouni in this form is a con~-
giderable step forwurd from the old practices but the
Group feels that its use should be extended for transac—
tions of the EMCF alsé which ig not foreseen in the Com~

mission's current proposale

Based on the sum of a fixed nurber of units of natiopal
currencies this formula is essémbially en instrument for sp
'spréading excﬁénge risks, In contragt to the present si-
) tuatlon where thé whole of the pxchange risk is carried
'by the debtor ‘country 4its use in the EMCF as a urit of
account and means of official’ settlement would of course

1mp1y the sharlng of exchange rlsks.

The confidence in this unit as segparddtéotinecevnbtitaeht
national currencies as well as visd-vis outside currencies
will of course depend on the relative strength of the
currencies in the basket. With a ocombination of weaker
and stronger currencies, the fixed basket Furopean cur-
rency unit would, however, depreciate over time agalnst

the strongest currencies, while appreciating against the

o/ @

et e e ch

(1) Cfe Tom, TN TR fr0a) Bre o
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. T;neaker ones. Interest ra'be d:.fferences on holdings in
- the Furopean unit as against holdings of national
currencies might help to compensate for the dif ference
in currency value expectations, .

" For use in the opera;hlons of the Exchange Stabilization
Fund. for 1n'tra—-Gomnmn1ty exchange ra,te stabilization,
each country would dellver a. quantity of f%s own curren~
‘ey in excha.nge for the correspondlng anoun'b of the new
European unlt of accoun'!:o

The introduction of this Eurbpéan ﬁpi'b initially as a
reserve medium and ficial set‘hlemen‘l; currency implies of
course that its international liquidity creating function
should be kept under strict controls It should not become
an instxﬁmeht for uncéntroled inéreases in reserves, Such
. 2 basket of Eﬁrfapean cu'rrenoiés does raise technical dif-
ficultiess These difficulties for the new European unit
of acocount as a mumeraire, however, do not differ from any
other currenoy numersire in a world of generalized flcating,
' On the contrary, as an average of the_basket_’ it will have
a more stable value in terms of most other currencies in

the basket than the individual cross rates,

Over and above thisz the Group has concerned itself with
the possibilities of developing this wnit of acoumhtin
t0o a European parallel currency, ‘the Iuropa, the use of
which would extend progressively in the market, in par-
ticular via denominating loans on the Buropean capital
market. To this end it would be necessary 4o make it at
-least as strong as the strongest currency in the basket
by means of periodic revisions, say owvmnee a year, of
“the weights attached to each national currency in the
;'ba-skgt..
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IV - FIRSI‘ S"‘EPS TOWAR'DS ECOl\TOMLC AND MONETARY UNION

k]

. The short term programme is not m‘hhou’b a,mbltlon, b'u_'t‘. i% should not
.be the only one to require the 'attention of the governnents. Without wai-
ting for the wcamplete fulfilment of -this programme it is essential thé’c its
implemontation be accompanied by -some of :the measures .already being u:cﬂer—
taken; furthermore it will be necessary to consider other measures in the
long terme To- this end, it would be useful to specify the conditions for

an - ecorioric and monetary union. .

1, The conditions for an economic and monetary union

Without being able 1o maeke a comlete desoription, -existing uniong as

mentioned below are chara,cterlzed by most of the follow:.ng feat:*.res H
~ large parts of the population having a feeling of belonging to a union;

“wsion the basis. of thig social consensus; these unions. possess & decision
‘making centre in which the three classic powers are repredented ¢ 1egislative,
executive and judiciary. In addition this decision making centre is able

to react rapidly to changing situations and dis-hingxﬁsh betwzen the interess

of ‘the union and the sum of the component interestsj..

- 'sihglé central bank or centralised federal bank system résponsible for

the management of the sole currency;

-~ free circulation of individuals, gools; services and capital;

- centrsl aithorities with & relatively important budget (Federal Germany ¢
the propertion of "Pund" in‘the GNP, 13%; Canade @ proportion .of,
federal expenditures in the GNP-16-10% of GIP)4

- - the existence of centralised fiscal and social security systems ensuring
a certain degree of redistribution, ingluding a redistribution between

the regionsg

+.

~ a very Ligh degree of opemmess between the regionsy -in other w:;r(i}:jiy for
‘each.region, the share of external trade in its.production is very highj
* _ the ownership of the capital of enterprises is widely distributed $hmsash-

out the Union's territory.

- uoo/nno .
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These criteria have the common cheracteristic of implying a high
degree of pélitical and economi¢é interdependence of the regions snd,
what is important with respect to the-aim of economic and monetary wnion,
is to egtablish automatic rchalancing mechanisms for cases o tootgreat a
differentiation in the. economic' development,

" Nevértheless, it is clear that economic and monetary uniong'can
exist with very differet degrees of imteprationion. The United States,
Canada, Australia @ind the Federal German Republic are examples with
respect to 3 '

-~ taxation systems;

- the budge%ary independence of the administrations of areas below the
nationzl levels

- the access of these authorities to capital markets and national finance;
the numerous differences in the legal framework of society, cultural,
standard norms, medicine, pharmacgliic, etCsea

In these unions however there are important sutomatic mechamisms
which ofitastt fluctuations in economic activity. For example, a fall in
economic activity in a region may be offset by :

- considerdle reductions in the imports of the region concerned;
~ reductions in the payment of dividends ho'ouiside-regions;

~ an-increase in direct investments %o tHe: extent that' a supply of excess

labour proved attractive in this respects

- an increase in transfors stemming directly from the -central budget or

other systems of centralised financing such as 32

« unemployment allowances
s regional poliey transfers
« budgetary assistance compensating. a reduction in regional fiscal reve-

mues and vice versa a decrease in the contributions  to the same systemss.

Tt is obvious that such conditions cannot be established within a
period of five yecarse:In any case it seems clear that economic and mone-

tary union would require :

ovofone-



- conserning the Jic

s a common monetary policys

s @ comiact economic poliys
e & common social policys

- conceraing insviitions

st o o B AT ST

¢ a central community bank or system of central banks respcazible for

+1e management of a monetary wolicys

o a decision making centse responeible for ecoromic and social policies

a~d able to act by means of a budget of significant size;
+ a democratic coutrol by means of an European Parliament elected by

universal saffrage and endowed with real legislabive powers,
However, at this stage it appeared %o the Group impoesible and even
uccless o predict what shculd be the division of powers necessary for

the satisfactory operation of an Economic and monelary unions

2, The Tivzt sbens

In %1e course of comirg years, the member Siates will have to face a
micder of problems which will recvire solvbions in a wider coutext than
+hst of each nation state, The indusirial structure should, for exampls,
te thoroughly adapi-d following the amerzy corizis. THews is moreover the
der:ger of a furer increase in unemployment rates and a progressive se-

gregation of capital marketaa

It is of poramount importance that the Community ccutinues to

develcp the potential of “the large scale market.

ﬁcn/eno
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A priority mist be glven 1o measures for Community industriese. To tuis

end, i% is first necessary 4o continue to tuild a single indusirinl Bwlis

within the Community by 2

-~ elimina‘ing barriers, particulariy legal, fiscal and of standards, to the

free circulation of goods; CN
- progressive and effective dercztriction of public contractss

- br:mging together and establishing co-operation beitween firms at the

Buropean level,

In any case, suich an approach should be accom“')anied by initiatives of
the same orderoi thixishwi¥ah the Commmrily would fird ad.antageous 4o take
at the international lovel, not only with respect to Attt ioos in excise

duty, ut equa“ = for jother barviers which hinder the development of world

trade,

In addition, in the immediate futurve, industrial policy should be
devised as a package of measures which would facilitaite the adjustment
of important industrial sectors, In thisreapeslie, it is 2 question in

particular of promoting invesiments with the 2im of :

- the creation of new sources of energy and the development of more energy

saving mcasuressg

- *he nacmsary restructuring of induotries with respect to the new external

demend stemming from petroleum produsing counbries:

The Group therzfoere suggests that a new programme of industrifa® policy

bet set up which should embody @

~ programmes of energy policy (cfs chap, 'Q-,)Jelow)

- teschnelogical ond scisntific research measures, particularly with

respect to adjustument problems,

The aims of such a programme must serve as a background for the guidance
of the mecsures taksn oy way of the community budgety the activity of the

Regirmal Fund should in pariticular be so influenced,



- 31 - 11/675/3/74 ~ & fin.

&) Bnergy policy

s g 27

Fnergy policy constitulcs ‘one of the mein areas in mu.ch eurcpean vnity
will be tested in the nexi period and where common action is s’r,rongly needed »
Most EEC countries,excep’t France, adhere to +the fnternational Ha ergy Agency
constituted in Paris by the OECDe At any rate, it seems importent thet
here European countriss speak with one voice; 5o that 1% apperrs appro-

riate that activity by EFC members in it should be orgimized at the FEC
level and lirked with that of the EEC pariners not belonging to tha TZhe
Similarly for other cil initiatives where EEC members shculd be invoived,
at the international level, whether for relations amorng consumers or con-
sumers and producerss The FEC should evolve an Europeah energ swbhority
wiich should have tde powers mntil 1 now given to the Burcrcan institubtions
of coal and of atowic energy as well as the adlitional powers to carry

out its task gg outlined below
a) stocky ling of energy resources (crude oil, natural gas, coal, wranivm)

b) reooz«img and survei! lance on ene;g;.;' prices (‘:,o pressrve sultable re-
lations amcng the different forms of energy =nd among tie various pro-

Caots dorived from oil ané to foster a unified Furopsan pricing sys%;em)

e) ¢ ollecting information on imports and exporis of oil and oil prclucis
torouvgh compulsory regisiration of imporis and exporis ag well as

all oil procurement arransements
a9 a: avings of eunergy cgnd on materials wh ca embody much enersy

e) development of rnew coal production, safety devices, improvements

&

cf working corditismms & e ESC

£) supporting exploration of new fields of oil and gas also through

a,ppropz‘late} arrangemants of a Europesn character

£) feetering investmenits in atomic energy plants, in the Yuranimm cycle"
the safety ard curity devices scientific and tcchnical develop-

in
rents related 1;0' thom and promoting Eurcpean cooperation in these areas

also through Ccmmunity projects
n) developing common rules on pollution

13 developlng resc*«roh and erlortrw tion, also through Comemur lz.ty progects

of new eneray @ourr‘es and especlall" of soler energy eand geothermal energy

j) promoting common initiatives of the EEC. membevs vis a vis the oil pro-
ducing countries agd forss of cooperation with cual and uwranium pro-

ducing countries,
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These actions should be implemented by means of various instruments 3
voh ag8 credit facilities, subsidies through the EEC budget, Community

regulations aiming at the harconization of policles, recommerdations %o
(=1 & P $

national governmenis, efcCass

There is a powerful Enropean interest heres wvzst investmenis will e under-
taken in the ensrgy sector and decisions in this field are bound to hive
gmpobiidy political implicaticns which will influcnce the future shape of
the Commrinitys Common policies actively pursued with an eye to the dis-
tinctive Buropean intercsts are rsquired if the welfare of the individual
Europea',n Bommhnibles® countries is not to be relegated to the siatvs of:

a secondary issue in the international barmaining over energy both with

the super-powsrs and with the oil producing nations which lies ahead,.
g :

¢) Capital mrzket volicies

- The group attaches the highest importance to a rapid liberaiisation of
capital movemen‘ﬁs s0 that the Community can profit from the advantages of
being a large market. In any case t!_lié mst not prevent an effort towards
free movemun® of capital between residents of the Community. Recent svents
meke one think thet at present it is a strengthening of conmtrols which
" pressutly occupy the ¥haouzhis of govermments. Suggestions conserning fhe
ESF and the "Furopa" Lave the charasteristic of facilitating new zctions
in this field in attempting to meke regulations currentiy in force un~
necegsarys Ulrect investments of Commnity residents must be oze of the

first categories o experience greater liberty.

d) The Comrinity's budezetary policy

It is oclear that in the final store of unity, the Community mush in its
budget Mm1fil the three treditional functions of every public authority,
namely : ' o

- provisica of public godds (allocation function);
- stabilisation nolicy; and

~ distritution policya

In view of the mimute size of the Community budget (around & per cent 7
the Community's GNP in 1_973), it is pladn thot these functions can only be
taken on progressively over a relativsly long time-scalc. Hence for some
time yet they will fall %o the national budgets
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' A5 regards the stabilisation function in particular; experience shows
" 4he inadequacy of mere voluntary co-ordination of national budgetary po-
licies, Iﬁ order to take the first steps towards & common demand-managemerrt
policy, a stricter discipline of governments in their budgetary decisions
is thus indispensable, In the longer term, this approach must stress the

‘development of the pfoperlstdbilisatidn‘function of- the Community budget.

. On the 6ther hand the distribution function of the Commmnity- budget
could easily be extended from now onwards, For the immediate future it
would be a question therefore of this budget contributing to the diminution
of the economic disparities within the Community, notably structural and
regional $mpibdneess; for it is these.disparities which bring, about migra-
~tion £rom the less<developed regions . to the highlylooncentrated regionsy
resultivig in a less desirable distribution of the factors of pro@uction

‘anéd a’ slowing down in the-improvement of overall Community welfare,

As regards ihcome, the system of own resources consists of fodméct

- taxes (customs,duties, levies in the field of agriculture and a share

Gf VAT )s This current income is of a neutral of even regressive character,
measured in relation: to individual income, One should theréfofe envisage,;
for the next few years, the establishment of taxes of o progfessive nature
and ensure that expenditure is at.least of a neuwtrel characier. The intro-
. duction of'a Gommunity land-tax on in&ustrial siﬁes_in highiy Qoncenﬁrated

areas (congesticn tax) might constitute an important step‘(l). iy

N Furfhefmore,'if‘%hé Gommunity budget is to fulfil progressively the
three functions.of’pdbiic awthorities, it would seem:particularly helpful
to comnléte the Comrunity's taxation' powers forihwith by.a borrowing powers
In this rcepect the Community lean should be developed so as to become a

normal procedure in-budget management, .following the example of the Ecse (2)

(1) Por longer—term measures the group draws attention to the idees de~
veloped in the "Report on economic integration and monetary union",
Brussels, 1973, pe 53 et seq. :

(2) Troaty ésteblishing the Puropemi Cral ard Stesl Commmnity, art. 49 et =~



o1

-3 - 11/675/3/14 - E fine

Such a measure would, moreover, be calculated to ease the process of
industrial restructuring and the promotion of new:sources of energye
Over a longer span it would be unavoidable to bestow on the Commnity
powers of short and long-term gommunity debt management s

Over and above these bhudgetary aspects, the group considers that the
means of redressing imbalances between Community countries should be con-
giderably reinforceds It is of the opinion that the introduction of a
commnity system of unemployment benefit would constitute an effective
approache

e) A pommmity unemployment benefit Fund

A éommunity initiative in the wunemployment field is particularly op=-
poi'tune, for it will ha,ve';beneficial effects on the economy and society as
2 wholes Without waiting for ambitious programmes of generalized harmoni-
sation to become operative, one definite step in this direction might be
40 prove before public opinion that -ommunity so'l'idarity-is a realitys
Moreover the size of the problems posed at present for the member States
by unemploymen’é justify the effort to find appropriate means at gommunity
Jevel 4o enable the Community to provide assistance in this ways

" A eommunity syétem of unemployment benefits could be an effective ing-
trument,. At the present stage, the creation of such a fund seems particu~-
larly opportune for the following reasons $

- the opening of markets and the #ffetds of specialisation and geogra~
" phical relocation this brings, are often manifested by a frictional
unemployment which ought to be the responsibility of the Commumnitys

~ the interdependence ‘of the economies is accofpanied by a rapid trans-—
‘mission of fluctuations in activity, these fluctuations would be
cushioned for the benefit of all by the automatic compensa;hory mo-

vemen‘bs of such a system.

Cer‘ta.:.nly it is not possible to rapidly create a completely integrated fundy
%his would require a harmonisation-of national systemss In any case, taking--
into acoount the scale of the problems posed by unemployment, and which will
continue to be posed for some years for member states, and with a view to
progress towards economic and monetary union, the groupiis of the opinion
that a temporary solution must be put into effect in the near future.
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This temporary sys‘tem (1) would operate in sccordance with the following

principles :

- The Community fund would be an independent administrative body directed
with the participation of the social partners (for example within the
framework of the permanent Committee on Employment); the administration,

control and management of the Fund will have to be simple and efficient.

~ Fach unemployed person, registered at the national employment offices
would receive as a first part of his payment a Commnity allowance which
would be clearly visible as suchs Within an initial period, this al-~
location could be fixed at a set amount, for example two units of ac-

cowtt per day.

1]

On the bagis of this first part, the national governments would be free to
adjust at their discretion contributions and allowances paid under their

national systems,

—~ The FPund would be fed by a contribution from income paid in part by em—
plorees and in port by employers. Those contributions would have to be

clearly designated as being made %o this fund,

In a second stage, one could conceive a system which would constitute a
combination of fixed amount and & percentege of the last wage received in

employement, with all its possible veriants.

In a third stage, in the more distant future, it would be necessary to

establish a standard dommuinity systens

Action im the field of employment evidently cemmot be limited to the un-
employment allowances aspect alone. -An indispensible concomitant consists
in an active employement and occupational training policy. In effect it is
necessary %0 avoid perpetual structural imbalances znd facilitate both
possibilities of adaptation and occupational retranining and also create

employment in backward regions.

This principle would at the Gommunity level guide the actions taken by the

renewed social fund as well those of the regional policye

(1) Ammex I
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ANEX

COMMUNTTY UNEMPLOYMENT BINECTTS SCHEME

The »roblems .
IR o AU TIIIASE TR MM FIIETA

The scale of the unemployment problems curreatly facing the Hember States wazrants
an attempf at Community level 4o find suitable ways of oroviding assistance in
this field, ¥or, by relieving the Member States most seriously affected by,

high unemployment of the buugetﬂry burden such’ unemnloyment implies, further pro-
gress could be made towards placing more equal emphasis on the obgectlvea of

full employment and price stability.

Tu the past, some tnémploymenﬁ couid be attributed directly or indirecily to the
abolition of tariff protection. Certain regions, in gu;tlcular those with decliniud
indaq,rles, have been subscquently affected by the need ‘For economic integration.
In addition, the gradual changeover to floating exchange rates, their implicaticus
for the calculation of costs znd their effects on competitiveness have zlso besan
refleotsd in the employment structure. However; a Conmunlty reanon51b*11ty as
regards unemployment has been ackniwledged only to a limited extent, ma Lﬂlj in the
form cf a831stance _granted by tha Soclal Fund for vocational retraining and re-
de>loyment. The entire cost of unemploymcnt ‘bepefits in fhe strict sense is borne

by employers and employees in each Member State.

~

This 31tuatlcn led the Grcap ~ews to pxswinf oss1b1e majs of 1ntroﬁuci
a Communlty scheme for anem;lhjnent beneflts ‘which would be orgun1zed at Commmity

level, The aim of such a scheme would be:

- to help to reduce structural and regional imbalances through transfers of incorm.
from areas with low structural unemployment to areas with high structural unemple.

nent.
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- to guarantee unemployed persons in the Comrmunity a common nminimum level of

benefitss

~ to indiroduce immediate regioﬁal flexi’-oiiity aaking it possible to cone with

changes in regional develcpments and in the standard of livings
-~ %0 help to give a visible expression to Community solid:ritys

- %0 alloﬁ Member States considerable freedom to retzin their sresent national
schemes, which differ sharply as regards the institutions managing them, ‘the
level of beneflts paid and the way they are flna.nced. - '

In principle, the system should take the form of' s Community fund whlch uould
he an independent administrative unit with funds not channelled through the
Community budget. Labour and management representatives (for example, within
the Standing Committee on Employment) would assist in the administra‘bion‘bf the
scheﬁe. Generally speaking, the adninistration, management and control of the
fund would have to be simple and efficient.

Present situation

At present, the national unemployment benefits schemes are organiged.. on different
lines and, depending on the dountfy, provide for government assistance, cooperation

from labour and management or special ;memployment funds. -

All countries grant, in addition to benefits for the wholly unemployed,benefits
in respect of short-time working reéulting from a reduction in normal working
hours, with the concept of short-time work varying in meaning from one country to

andther,

ll./..'
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Bonefits are only paid when certaian conditicns are met as regards the length
off empioyment or insurzace during a reference period pricr to wrndplropmhala.

The strictuess of these conditions varies from one country %o anothoer. Benefits
are paid after a waiting time of between twe and seven days excep’ in Germany, -
Belgium, the Netherlands and Denmarktand for a limited period of hziween three
and twelve months except in B@lglum, France and Denmark)., Benefits in France
(3331stance) and Italy are paid cn a flat-rate bzzis. In the other counti~es,
they are calculated as a percentags of a reference wege or salary, which is
defined in various ways, with the earnings ceilings dilfering 2onsiderably.

The percentage in question ranges fram 35 % t» 80 9

In all the vountries, unemployed persons remain entitled to family allowances
and o sickness insurance benefits in kind (see the comparative tables concerning;
4o sozial security schemes applicable in the Member States of the Communlity, at
the end of this anner/ .

T.ach ch01ce of =i cheme

Given the situation described above it is €bvious that there are considerable

obstacles to the gradual achievement of a compiete harmonizaiion of both nnemploy -

ment heénefits and the way +they are financed. The numerous diffwrences between
the finuncing arrangements and benefits in the mrious Member (tates may be

gummarized as follows:
-~ the consicersble gap bstween the highest and lcwest awerage benefit:

-~ the amounts spent by the Member States to help finance umemplrymeni bonefitss

- the shar ring of the financial burden between works sre, employers and the govornm: .~

As a first step, a comparisop should be made of the wigiy in which unem royments
4
enefits are financed in the various Member 3tates ani also of the vordition
governing the grenting of such benefits, evon though this will be a rather

long and exacting t=sk.

A transitional solution must, however, be found which could be implemented
reWat"V°1y cuickly, which will not come up z;z,ﬂs* any appreciable economic
or nolicizl oppositiocn, which will not compromise tre effori made elseuiere

or the potential fur mrogress in the future and which will not result in

t'a/oao
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an intolerable budgetary burden. A

In an initial stage, it would seem more expedisnt to set up a Community fvnd
‘for umemployment benefits financed by a Community conbribution from new
ressourcas than to pool, if onily partially, the revenue and expenditurs of

the nsticaal schemes,

In a longer-term context, some harmonizmation of the social security schomsd

and benefiis could be envisaged, at least as regards their main features.
Very briefly, two 'bypes‘ of schume could he distinguished:

(a.‘: a proporvional scheme guaranteeing unemployed persons a certain income,

expressed as a percentage of thz2ir last earningss

(v) a flat-rate scheme guaranteeing all wnenployed persons a minimum level of

benefit,

‘Bonefits (for example, two units of account each day for 30C days = 600 u.a.

a year)would be granted 4o all registered unemployed persons in the Community.

This Community benefit would have to be seen as an absolute minimum guaranteeing

to all unemplcyed persons the same level of assistance,such assistance constituting.
a first tranche of welfare benefits. Countries which presently grant more generouw: ©
unemployment benefits wetld wdo tho mafibied budgel, o Sovehibo Comumidy beasdi’

a supplementary amount bringing overall compensation to the desired level.

Under the proposed scheme bernefits paid ought clsarly not to exceed a person's

last sarnings.

corfons
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In a second stage, the scheme could Be exnanded bJ comblnlng the flat—rate
" scheme with the proportloual schemes For examole, 3 ".3. per d@ plus 10 %

of last emrnings.

" In a; mwore distant thlrd stage, a unlform Communlty scheme w111 have to be
establlshed

" Finan clng .
As regards the financing of benefits by a spécial Community fund, the Gsewp- .
v .. considers that a levy on emplcyees! wages and salaries is preferable,

_ for example, to the allocation of receipts- from VAT,

- A direct tax on wages. and salaries which is borns partly by employees and

partly by employers and which appears om the wege or salary sﬁ§ as a direct
contribution to the Community unemployment benefits fund will be proof of

. Commumity solidarity and demonstrate that financial help is given to the un~

employed.

The Working ‘Group favours a flat-rate scheme on grounds of administrative
‘convenience, and because, in the ourrént situation and for an initial period,

it appears to be the most realistic and progressive as well as the most operational
solution (1) '

‘ (l) Oon the bagis of tne various 1rovosals concernlng the mechanlsm and amount
of CommunltJ'beneflts, a programme has been drawn up whioh glves the
results contained in the tables I, II and III, o
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Although all the Gommuniﬁy-countries,have statistics on employment’anq,unemﬁloya
ment, 1% has rarely proved possible to compare national statistical series -

at Community level since they do not have any common methodological basis and
are built up using prinipleé; definitions aﬁd referenbé dates which vary from

one country to another. Differing bodies of legislation prevfent aﬁy compaiiéon
of unsmployment levels. Furthermore, certain phenomena cannot be analysed beéause

~there are no data for some gountries.

The figures given in Table I~unemployed A~are annual estimates prepared by the
statistical awthorities in the Member States. In most countries, these estimates
are drawn up by the national statistics institutess in Belgium they are the
responsibility of the Ministry of Labour and in the United Xingdom of the Depart-
ment of Employment.

The conicept of unemployment has been defined as follows: a person who,during

‘$he reference period, was jobless or secking employment is considered to be
unemployed. This group includes not only persons who are unemployed following
the loss of their previous job but also persons seeking a job for the first time,

A second source of uncmployment data is the monthly statistics on the number of
unemployed registered at the national employment exchanges. The usefulness of

these statistiocs depends on the network of employment exchanges and the attitude

of workers to registration and on whether it is in their interests to be registered.
Since the zct1v1t1es of the emnloyment exchanges are governed by admlnlstratlvp
rules and statutery provisons. which differ from one country to another, these
statistics cannot be used for a comparison of wnemployment levels between countries

but solely as an indicator of changes within a country over a given period of time.
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Any person without employment secking employment and registered at-an
emoWOymeat cychange is con31dnred to be unnmvTQJed. The relevant figures

are glvel in Table I—unbnployed -B.

A third source of informaticn, which was createn in oxey to £ill +the gaps
mentloned above, is the Community, sample surveys on the work labour force
(including the unemployed) carried out by the Statistical Office of the

Ruropean Communities (since October 1950).
In short, the doncept of ™uemployed™ is considered to include any person:

- who is without employment but has worked previously and who, at the time

of the survey, is seecking paid employments
- who has never been employed and is seeking a job for the first times

- who is not employed atkfhe time of the survey, but who has already made

the necessary arrangements to take up employment at a later dates

~ who has been dismissed temporarily or for an indefinite pericd, without

remunerations

The latest figures probably provide the best picture of the true unemployment

situations however, the results of the 1973 survsy are not yet known.

Clearly, in any of the Solewmts propesed, there will =always be, the problem
of finding a consistent definition of an unemploycd person which can be

applied, without distinction, in all Member States,
(v) Benefits

Asiregards unemployment benefits, the Statistical Office of the Huropean
Comminities has at its disposal the functionzl brealdowm of welfare benefits
as used in the social accounts. The data ére Arawm from the accounts of the
nationz2l bodies authorized to noy benefits to beneficiaries, tWhere these
bodies are also responsible for covering risks other than unemployment, the
information is therefore on the financing of total expenditurc. For, where
contributions are designed to cover several risks without distinction and
where public subsidies supplement these contributions up to the amount of
benefits paid, each of the two main types of revenue is rarely allocated,

in whole or in part, to a specific risk, This makes it impossible to determine
which type of revenue and what proportion of it has gone into %inancing un--

emﬁloyment benefits,
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Three noints can‘be mades

- There is no problem in countries where 'bhe ingtitutions concnrned are in

any way specialized. This is particularly the case in France.

- The same can be said toa poly to Italy, Belgiim and Luxembourg, given the
relatively low volume of benefits which distert the oicture.v

~ The situation is quite different in a few member s‘t;::tes a.nd esueclally
in the three acoeedmg countries., In the case of the latter, in partlcula:r',
social insurance covers, for example, not only unemployment affecting
employees, but also pért of the sickness and old-age risks of the entire
populations it goes without saying, therefore, that it would be risky to
put forward estimates and to allocate a priori fo unemnloyment a proportion
of the contributions from both employers and employees and of certain

finance from the government.

It must alsc be pointed out that the heading "unemployment™ in social accounts
includes, in addition to unemployment bencfits, other benefits such as compensatory
allowances, supplementary benefits and even vQcational training benefits for

persons without work.
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