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Mr Odling-Smee
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ECONOMIC AND MONETARY UNION

The Chancellor was most grateful for Sir Peter Middleton's note of
4 August, and the enclosed paper by Mr Odling-Smee. He found this
a very interesting dossier.

2 On handling, he thinks it would be wholly wrong for the Prime
Minister to open up on this when she sees President Mitterrand on
1 September. She should confine herself to setting out the
difficulties we see with Delors (Annex 1 is relevant to this, of
course).

35 On the substance, he thinks that we,too, should concentrate
on setting out the very real problems we see in moving from
stage 1 of Delors to stages 2 and (even more) 3, pointing out that
if stage 1 works - and we believe it will - then that will secure
the economic gains, without the immense political difficulties
inherant in going on (especially to the full Delors package). If
it is desired to go further, however, then we would suggest two
alternative models of EMU, both of which would avoid the pitfalls
of the Delors model. These are:

(1) competing currencies (official version) - which is very
much in the spirit of the single market philosophy;
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(ii) A gold (or commodity) standard.

We should not put forward any other options, but at the end of the
day could be persuaded to accept the fall back referred to at the
end of paragraph 128 (greater monetary co-ordination with some
institutional change).

4. The Chancellor thinks, therefore, that further work from now
on should be confined to these two main alternative models, plus

(to a lesser extent) the fall back.

Sis He will hold a meeting on this on his return from leave.

~¥

"

J M G TAYLOR
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MR C MELLISS (IF2) cc PS/Financial Secretary
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Mr Wicks
Mr Evans
Mr A Allan o/a
Mr R I G Allen
Mr Peretz
Mr Riley
Mr Sedgwick
Mrs Brown (EC1)

Mr S Davis (MP1)
Mr O'Donnell (IDT)
Miss O'Mara (MG1)
Mr Edmonds

Mr Hanks

Mr Tyrie

THE FRENCH ECONOMY: RECENT DEVELOPMENTS AND POLICY
The Chancellor was grateful for your note of 3 August, and
Mr Hanks' interesting paper on the macro-economic performance and

structural adjustment of France.

2. He has noted that the French themselves see the 1linkage of
the franc to the deutschemark as the key to the credibility of

%(‘

their monetary policy.

J M G TAYLOR
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MODELS OF EMU

The Chancellor's reported reaction to John Odling-Smee's paper on
models of EMU is that further work should be confined to competing
currencies (official version) and to a gold (or commodity)
standard "plus (to a lesser extent) the fall back of greater

. monetary co-ordination with some institutional change”. It is in
this latter context that I thought it might be worth offering a
variant of the arrangements contemplated in paragraphs 32-38 of
the Odling-Smee paper, which you may wish to discuss.

The objective, as we see it, is an outcome which avoids the core
EC members launching off on monetary union on their own but which
preserves national freedom of fiscal and monetary policy action
beyond the constraint implicit in aiming at exchange rate
stability within the ERM. We agree with the Treasury paper that
Delors Stage 1, which may be the Government's preferred outcome,
will not be enough but will need in addition "some institutional

change”.
Two kinds of institution have so far been discussed -
(a) the ESCB, whose essential raison d'etre is the formulation

‘ and execution of a common monetary policy in support of a
common currency, so that it is anathema to HMG;

a®
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t (b) the European Reserve Fund, which might in the end evolve to

the same thing, but where the initial emphasis is on exchange
market operations in EC, but more particularly third country,
currencies. This too would require oversight of ERM members'
policies, because of their effect on the exchange rates for
the dollar and yen.

Another institutional approach might be modelled on the Bretton
Woods arrangements, with the emphasis on exchange rate stability
among EC member countries and on the provision of conditional
balance of payments financing to support that aim. Member
countries would fix (ECU) parities/margins in agreement with the
"Fund" and change them only with its agreement; and the Fund
would provide conditional partner-country finance. At a minimum
this would amount to no more than giving institutional form to the
ERM plus the EMCF as they already exist. But the criteria for
parity changes, ie the precise degree of stickiness of exchange
rates or the definition of "fundamental disequilibrium®, would be
for debate and the criteria could be toughened over time. At some
stage, there could, for example, be an expectation that countries
would use the resources of the "Fund", and accept its
conditionality, before having recourse to a parity change. Other
functions could be added, eg a direct role in intra-EC
intervention or third country financing/exchange rate policy and
intervention or Commﬁnity—wide monetary policy, though there need
be no commitment to this from the start.

Of course a proposal for such an institution does nothing to
resolve the hard questions about monetary union - either its
ultimate form or the pace at which it is attained. That indeed is
the possible merit of the approach: it provides a framework
within which those questions can be addressed over time in the
light of circumstance through a series of modest steps rather than
requiring discrete leaps forward.

Even in its initial (minimal) form this approach would impose a
certain monetary discipline in the sense that member countries
would have an incentive to pursue domestic policies consistent
with maintaining the exchange parity; but precisely how they did
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' so would be for national decision. In this respect the

arrangement would have something of a "gold standard"” flavour.
National sovereignty would be more restricted if a country had
recourse to conditional financing, but it would be free to avoid
that, for a time, by market borrowing/use of own reserves
(especially in the case of the larger countries). On this basis
the arrangements could be tolerable to HMG, who might prefer a
"Fund® rather than an ESCB approach to representation and

accountability.

It is hard to tell whether such an approach would be acceptable to
Europe. It would be consistent with Pohl's "soft" approach to MU,
though he would no doubt prefer central bank rather than
governmental control (which he nevertheless lives with in the
IMF). It might just satisfy the French pressure for an
institution - perhaps particularly if it were presented as a
variant on the European Reserve Fund proposed by de Larosiere;
what it would lack for them would be a commitment to evolve to
fixed parities but that is not available from HMG in any solution.

In the absence of others Eddie George and I would be glad to come

across to talk through this suggestion if you thought that would
be worthwhile.

\{Uwv: LV~
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MR TYRTE o.r

cc: PS/Chancellor
Mr Wicks o.r
\ ‘ : Mrs Brown o.r
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\; Miss J Wheldon (T Sol)

MADRID AND AFTER N

Thank you for your minute of 14 July which we discussed briefly
before you went on leave.

2. We agreed that item (ii) on your list - that the Commission's
competence in monetary policy be "clarified" - is, I think, very
relevant to the discussion we shall be having in the Wicks' group
after the summer break on democratic accountability and all that.
So we could ask for your question to be examined in that context.

i On your other two items - (i) that the Treaty be amended to
enable the Council to make amendments to Commission legislation; and
(iii) that the principle of subsidiarity be written into Treaty law
and weigh in Court judgements in Community competence - I would
suggest that we move ahead at a slightly slower speed, perhaps
addressing the questions later in the autumn when we are clearer
about where we are going on an IGC. But, as an initial step, it
would be most helpful if, on all three questions, I could have some
guidance from Juliet Wheldon on the legal aspects. And I think it
would be helpful, at a later stage, to invite John Kerr's views, on

a personal basis.

A3

R I G ALLEN



AMBASSADE DE FRANCE
LONDRES

26th August, 1989

@ew CZ%L&%’

I have just received the text of a message

addressed to you by Monsieur Pierre BEREGOVOY, Ministre d'Etat,
Ministre de 1'Economie, des Finances et du Budget and
Monsieur Roland DUMAS, Ministre d'Etat, Ministre des Affaires

Etrangeres.

I enclose it herewith. The same message is addressed

to the Secretary of State for Foreign and Commonwealth Affairs.

The Presidency intends to hold the first meeting of the
group of the personal representatives on Tuesday the 5th of September

in Brussels.

The Presidency would be very grateful if you could let her

know the names of your personal representatives in advance.

)

Patrick VILLEMUR
Chargé d'Affaires a.i.

“m
The Rt. Hon. Nigel LAWSON, M.P. /-?- %

Chancellor of the Exchequer: =
Her Majesty's Treasury

Parliament Street,

LONDON SW1P 3AG
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MONSIEUR LE MINISTRE,
LORS DES REUNIONS DU CONSEIL DES 10 ET 17 JUILLET, LES

MINISTRES ONT EVOQUE LES SUITES A DONNER AUX CONCLUSIONS DU CONSEIL
EUROPEEN RELATIVES A L’'UNION ECONOMIQUE ET MONETAIRE.

NOUS AVONS DEBATTU, LORS DES DERNIERS CONSEILS ECO-FIN ET
AFFAIRES GENERALES, DE LA METHODE ET DES CALENDRIERS APPROPRIES
POUR PROGRESSER VERS CETTE UNION. LES MINISTRES DES FINANCES SE SONT
DONNE UN PROGRAMME DE TRAVAIL POUR L’ENSEMBLE DU SEMESTRE AFIN
D'ETUDIER LES FROBLEMES (Ui SONi POSES SUK LE ¢LAR FINANCIER ET
MONETAIRE. LE CONSEIL AFFAIRES GENERALES EXERCERA DE SON COTE SA
RESPONSABILITE DE SYNTHESE ET VEILLERA, POUR ASSURER UNE BONNE
PREPARATION DU CONSEIL EUROPEEN, A CE QUE LES TRAVAUX PREPARATOIRE A
LA CONFERENCE INTERGOUVERNEMENTALE DECIDES A MADRID SOIENT MENES DE

LA MANIERE LA PLUS EFFICACE. L'UNITE ET LA GLOBALITE DU PROCESSTS
SERONT AINSI ASSUREES.

DANS CE CADRE, LA PRESIDENCE A DECIDE DE REUNIR UN GROTUPE A
HAUT NIVEAU, RESTREINT (PAR EXEMPLE DEUX MEMBRES PAR DELEGATION),
COMPOSE DE REPRESENTANTS PERSONNELS DES MINISTRES DES AFFAIRES
ETRANGERES ET DES MINISTRES DES FINANCES ET DE LA COMMISSION. CE
GROUPE -QUI NE SE SUBSTITUERA PAS AUX COMITES CONSULTATIFS ET AUX
INSTANCES NORMALES DU CONSEIL POUR LA PREPARATION DES DECISIONS DANS
LE DOMAINE ECONOMIQUE ET MONETAIRE- AURA POUR MISSION PRINCIPALE
D’ IDENTIFIER, D’ANALYSER ET D’AGENCER LES ELEMENTS QUI POURRAIENT
ETRE INCLUS, LE MOMENT VENU, DANS UN TRAITE SUR L’UNION ECONOMIJUE ET

MONETAIRE. IL RENDRA COMPTE AU CONSEIL AFFAIRES GENERALES ET AU
CONSEIL ECO-FIN.

LA PRESIDENCE DE CE GROUPE SERA EXERCEE PAR MME ELISABETH
GUIGOU, CHARGEE DE MISSION AUPRES DU PRESIDENT DE LA REPUBLIQUE.

IL LUI A ETE DEMANDE DE PRENDRE TOUTE DISPOSITION NECES-
SATRE FOUR QT'UME PREMIERF REUNTINON ATT LIET DES L¥ DERUT DU MOTS DF
SEPTEMBRE. -

LA PRESIDENCE VOUS SERAIT RECONNAISSANTE DE BIEN VOULOIR LUI
FAIRE CONNAITRE LES NOMS DE VOS REPRESENTANTS PERSONNELS.

POUR CE QUI LA CONCERNE, LA FRANCE SERA REPRESENTEE PAR M.
PIERRE DE BOISSIEU, DIRECTEUR DES AFFAIRES ECONOMIQUES ET FINANCIERES
AU MINISTERE DES AFFAIRES ETRANGERES, ET PAR M. JEAN-CLAUDE TRICHET,

DIRECTEUR DU TRESOR AU MINISTERE DE L*ECONOMIE, DES FINANCES ET DU
BUDGET.

RECEVEZ, MONSIEUR LE MINISTRE, LES ASSURANCES DE NOTRE HAUTE
CONSIDERATION. SIGNE :

PIERRE BEREGOVOY ROLAND DUMAS
MINISTRE D’ETAT, MINISTRE D’ETAT,
MINISTRE DE L’ECONOMIE, MINISTRE DES AFFAIRES ETRAN-

DES FINANCES ET DU BUDGET GERES



’ LE MINISTRE D'ETAT, .
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L M (NTOSM Mon cher Collegue,

Comme je vous en informaijs par lettre du 21 juillet, la séance de travail de
notre prochaine réunion informelle Ecofin se tiendra le samedi 9 septembre. Je vous
propose quelle soit consacrée principalement 3 approfondir la réflexion sur I'Union
économique et monétaire que vous avions engagée a S’Agaro, et que les conclusions du
Conseil européen de Madrid nous font un devoir de poursuivre et de préciser.

Dans cette perspective, et comme elle s’y était engagée lors de la réunion du
Conseil Ecofin du 10 juillet, Ja Commission des Communautés européennss ni'a
communiqué ses récents travaux en ce qui concerne la mise en oeuvre de la premiére
étape de J'Union économique et monétaire. Ils prennent, ainsi que !'avait annoncé
M. Christophersen, la forme d'un avant-projet de modification des textes de 1974 sur la
coordination des politiques écovomiques ; je vous prie donc de trouver icj le résultat de
Ces travaux. Je vous enverrai officiellement, deés que le Président Delors me la transmettra,
la proposition de modification de la décision du 8 mai 1964 sur la coopération entre les
banques centrales des Etats-membres, que le Comité des gouverneurs des banques
centrales a faite a la Commission le 28 juillet, Ces documents constituent, 2 mon sens, la
base qui nous permettra, le 9 septembre & Antibes, d’échanger précisément nos vues sur e
contenu que nous désirons donner a la premiere étape de I’'Union économique et

-monétaire. Ce débat se tiendra, notamment, a Ja lumiére des discussions du Comite

monétaire ; je souhaijte qu’il nous permette d’arriver, entre nous, 3 un accord de principe
sur les divers points qui seront soulevés.

A ces documents sera adjointe une communication du Président de Ia
Commission sur les principaux points soulevés par les deuxiéme et troisieme étapes de la
construction de I"Union économique et monétaire, qui nous permettra de faire progresser
nos débats en parallele sur les différentes étapes prévues par le rapport Delors.

Monsieur Nigel LAWSON
Chancelier de I’'Echiquler

Parliament Street

LONDON SWIP 3 AG

Loy



Par ailleurs, je vous propose que nous échangions nos vues sur les propositions
de la Commission en mati¢re fiscale, qu’il s'agisse de la fiscalité indirecte ou de la lutte
contre I'évasion que pourrait entrainer la libération des mouvements de capitaux. Ce sont
la en effet deux questions qui sont fort importantes pour la mise en place du marché
unique des biens et des services, et sur lesquelles il importe maintenant que nous puissions
arogresser de concert.

Ces différents debats pourraient étre 2 mon sens précédés, comme nous y
‘nvite la proximité des réunions de Washington, d’'un examen rapide de la situation
economique a l'intérieur et A I'extérieur de la Communauté. complétant les commentaires
que nous avons échangés le 10 juillet, Je proposerai alors a votre examen le projet,
préparé par le Comité monétaire, de I'intervention que je ferai en notre nom devant
I'Assemblee annuelle du Fonds Monétaire International et de la Banque Mondiale.

Je vous prie d’agréer, mon cher Collégue, l'expression de mes meilleurs

sentiments,
Cndimﬂtw whe |

Pierre BEREGOVOY
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PARY 1: PROWOTING ECONCMIC CONVERGINCE

THE RATIOMALE FGR A NEX CUDNVERGENCE DECISICN

The Eurcpean Counc!! (n Madrid cacided that tha fir=st stags of the
procosz towards Econemic and Monotary Unlon (EMU) shoutd begin on 1
Juily 18990 ¢ 0 alge. Tigtatead. tRat : aceparatony  “werk ' ftor the

organizzation on the intergovernmental Conferencs (I1GC) to tay down
the subsaquent stagss, should degin Immediataiy.

Frogreaes towards the monatary construction oOf Eurcps requlires a
groatsr c<onverganco of sconcmlec performancs and, ax = mezny to it
strongar pollcy cLordination, However, 2 Qroatar asgras of <oamon
economlc pollecy-maklng I8 not oniy required In view of the future
of Eurcpe, with EMU promlnent in 1t, ! |3 also neceasary in order
to strengthen extating major bultding tlocks of the Community. For
axampile:

~ the Iniarnal markst which, by !Iinking national economliaa more
closc!ly, will reduce ineg rocom rfor tndepandant pollcy;

~ tha EWS which, wilth fresa capital movements and fully integratad
flannclial markeis, wiil! transiste Incompetible nationml policies
Into exchangs r&tz tonslons oven mors qulickly than thus T

, The 1974 Councli Dacimicn en Economic Convaergencs (74/120/E5C) anda

ity as=gctatled Dirsctivo ort Stabtiiity, Growth and Fultl Employmant
(74/121/8EC) have-not worxad satisfacioftly bDecauss of:

— an axces=slive rslilence on A singla s3trand of economic thought
(cycltcai atabllisation via demand managoment);

- | ml:a!ucbd overcantralisation In declalon—maklng (dlsragarding
aven tha mosti elemsnlary foim of subaidlartty):

—.an cvarburaauératlc mochanism of Imclementation (with unreailistic
seqQuencinhg of sconcmic consultztiona).

Furtharmora, thmss two 1974 texts przdats the cresatlon of the EMS,
the Internal market programms and the Single Europsan Act, and
ginca the SaslesNyborg agresmsnt the procacures 1or multlla:ara:
survatiianco have been #trongthened. Rocantly the exsrclises have

‘baen conductad at a Miniatzrial levetl.

imn view of the abave, the Commalzsicn proposas to reptace the two
1974 acts with a new Counci! ODactslon to stirargthen gconomic pollicy
coordginatlon during Stage One of EXU on tha bzats of a surveillancs

process, This naw Declision will:
— teoarn from ths wemknesass of the 1874 lsgal ftexty:

~ bs conststent with ihs Importance now attached to the supply
orfentation of poiicy, and the ongoling Structural adjustiment Of
tha Communlty sgonomy; :

o

St
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(11; Suzxsidlarlity end reciprocsai commltimenta

The princlipte that the Community should only sssk to act whero

natt!onal govarninonts cannot to axpected to EC 30 astisfaclortily, lIs
already wldely reflacted In arsas of I[nterna! market and micro-
Aaconom! <z pollicles. It saculd alzo be appitlied to the macro-economic

arca as the Comvnunity progresses towards Economlc and Monotery
Unlon. This was not the case wilh the 1974 Convergencs Declisicn:
a shartcoming to be redressed,

In futl respact o subsidiaritly, the preéesent proposasl setx up =
procedure of roclproca! commitmernts loacing 2 salf-enforced pollcy
coordination from withln tha Councilt. This Impliiea a new modus
operanc! of the Ecorcmics and Finance Counclii, already successiully
tasted on Jufy 1C and to ba sireangthened. Thus, In addlitlon to the

norma! lagisiative responsibllity dischargsd by the Councit (the
legisiatlys mado), Min!siars will be calied for a puartodie, T
deapth, <oanfidenttatl, common a3seszment of cconomic prospocts -
fnciusive of tns consaquancas of poiflcy and thalr conslistiency
within ang among countries., in this czpaclly (the muitilateral
sUrvat!’ ' ance moda)., the Councii wilt review pollcy behaviours,
examins Indiviqua!l members’ poilcy commitments and agree on
Communiiy-wide reaccmmendations almed al achleving a more affeactive
econsmic convsrgsnce. The Commisston wiil propare ths distusslons

on the bx=mis on analytical work and the necossary contacts with
Mombear States.

(111) Laarning-by-dolng, ,.'.".»a dyngmic procssy

Stage Cne alms &t 'a greater convergsnce of sconomic performanca

through the strengthentng of pollcy c¢oordination within Ihe
axisting Imstltutions. Given ths fact that Institutiona {tho
Trsaty itseif) wi!l have tg bts changad as iho monstary union
procesz goss on, the seif-policing of sconomic poilcy will have to

galn in depth, breadth and 3cope In tho courseo of Stage One.

Thia carrimz two cConsaguancms:

Filrst, *he procsss of survsillanca Itself cannot ts prascribed In
any def!ntte form, test it wiil bs ctther pramature (at flrst) or

obsolate (latar on).

Second, and thls Is the key point, policy coardinaticn will have to
bes Impiicit =t the start cf Stags One. Howevsr, an expor lencn with
tha prccass accumutatss, It wll}] eoventuatly become oxplictt,

rasuiting tn commonly agresd reacommsnhdations and ccmmttments, with
growing Infiuanss on the rormation of natlonal poticles.

Jt |s oo the baszis of hts adsquals appranticoship In pollcy
coordinat tan and sconomlc convargence, that the supaequent stagess

of EMU will be jaunched. .

(h)



- reapond to the growing (ntardependence of pollctes as 2
consequence of tho latsrnal Mackast and of the EMS discipltine;

- foster multilaterat survelllancs, (n the context of the EMS not
onty In monetary pollcy, but alseo In areas of natlional economic
managemant sfrecting sunply condltlons, market reglimoes, aggroegate
demand, budgstary pollcy, prices and costs of production, and the
unerp loyment sltuastion.

There |s alzoc nesd for paraltlel revision of tho texts governing the
cocperaticn btotween contral banks (notadiy Ceouncli Decision
64/300/CEE of 8.%.19684 and othar taxts{!)}., Tha Commiszion, after
cansultat!lons with the Committes of Governcrs ©f Camtral Banks,
wlll soon prosent its proposals on these texta.

8. MULTILATERAL SURVEILLANMCE WITHIN THE COMMUNITY
Southnes mailn principtes will Asupoort tha procsss of policy
coordlination during the 3tage One of EMU:

=) consenaus on economic pollcy objectivos;

G subsidlarity and raciprocal commltments;

Gty loarning=by-dolng, in a dynamlc process.

(1) Conaensua on econcmic policy objactives

8, Momber Statea agrse oh the objective of job—croating =and non-

tnflatlonary growth with stability; on the rraming ©of pollcy 1o

tha medtum-~term: znd oa ths need to accompany good macrosconomlic

managamont with structural reforms, taking Into conzlideration the
sconomic and soctal cohesion In the Community. This, dn turn,
requires a doubla coharenca in polley:

- within Member Statss, Lax budgetary potllcy, for example, whon
combined with stabililty-ortonted monstary policy, eoventually
undermines stabitlty and/or crowds—out private investment.

- betwssn Msmber States. For monstary policy, In 2n Intsgratsd
financial area, Incohmrence |3 I[mmediately: falt, and sharply.
For btudgotary poflicy interdeapandancas may be stowar acting. Yet,
axpsrlance =hows that major bpudgetary dlvergencas, espocially
within the EMS, have Important negatlve consequsnces.

Conssnsua on eaconomic policy obfactives Is a necsssary - but not a

sufflcient - condition for ng type of enhanced multtlatsral

survs!liancs required under Stage One of EMU.. Other princlpias are
reguirad,
{7y Counci! dectalan ©4/301/EEC of 8.5.1984, councit _ Decli=zlon

Ti/142/EEC of 22.3.197t, and rules of Proceduro of the Committes of
Governors of tho Cantral Banks of the membor 3tatss.



o .c. MAIN FEATURES OF THE PRGPOYED SURVEILLANCE SYSTEM
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The new Daclision would be based on Art. 103 and 145 of thas Treaty.
it would refsar to Art. 102A, (nasrting the survsiflancs grocsss ar
the vary heart of the EM3, the tnternat Marxst and tho progre’y
towards EMU.

Three maln objectives of sconomice policy ccordinaticn are proposed:

1. Achiavemsnt of the Community’s cbjectives, :

2. Improvemant cf Mamoer Statea’ econcmic parformancs and
convargance *

3., batltarment of tha Community‘'s abitlly to influence or withatsnd

world sgonomic devaliopmoents.

Correxpondingly, thras main forms of coordlination are put forward:
multiliataral surveliiance, country—spaclflc consuitations; and
concasrtation !n the case of major outsids dlaturbancos.

Ths taask of acsnomic policy coordinatlion | = ths prlmury
responzlibllity of ihe Concl! of Ecopumic and Finance Ministers
(ECOFIN) tagather with the Commtsalon and saupported by tna rstevant
committens. Due account will bx taxksn of the views of ths

Committos of Govarnors aof Central Banks.

Senmral muitilaterst suryslilances would be zazed on incgicators of
economic parformanca, country reparts on naticrnal poifctas and an
Annua) Ragcrt con the zconomic xituation of ths Community. {t would
provide a comprehensivo [yamewerX for the a#sgesamant oOf the
consecuanhces, and consiszteoncy cof ths cvorall potlcles O Mamber
statex. Spoc!flic natlonal cowitments may reésuit together with
Commun t Ly-wldo recovmandatigns, Ths ECOFIN  may iim at the
axaminatlon of budgstary poticies, ahaad o7 natlonal budgstary
ptannting.

Whara the performanca of Individual Mamber Statas waras colisctlively
judged detrimenta!l o common ob jectivas, ha Conectil may sngzgses In
country-npactfiic poticy consultations,

Joint conceriation to recs outesida digturbances wouid taks place
when the performancs ¢f the Community economy is consicered to ba
threatenad., Such a search for a Comountily respensa may occur, In
particuiar, in the cass of sudden intarnationat financtal tansions,

(

e

)
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PARY 2: DRAFT QUTLINE OF COUMGIL DECISION OR THE

STRENGTHENING OF ECONOMIC POLICY COORD INAT 10N

DURING STAGE GHE OF ECONCMIC AND MONETARY UNION®

Loga! bass: Art, 103 and 145 with res‘erence In the praamblie=s te
ATt 1028,

Justiflcatlions:

- compliotion of tha Intsrnal markel wiil incresse the dagrss of
sconcmlic Intagration and amplify the cross-berder szffacts o7
polfcy.

- the staniilty of thm ENMS requirey more tintansive apnd sffectlive
pollecy coordlination;

— Incompatibls national pollicte= with free capltal movements from 1
July ¥$9C and Integrated filranclal markets would quickly dliatort
flows of asgvings and translato Into exchangs rate tansions.

] }

~ I order to facllitate pregress towards EWU, greoatsr convergencsw
of economic portarmance Is nesded In thas face of peryisting
Internal and eaxternsl dizaqullibrita.

- achisaving the fuil potontial banafits of the Interna! marXst
requiras a atrengthened compatiticn pcllicy and the comnen
policlea glven In the Single Eurcpssn Act.

Ths Objectivas of Economic Pollcy Coordination:

- conirltbuting to tha achievement of Community objsctivas, in
particular convargencs at a high lsval Of sconomic perrormance in
the f{ramswork c¢f meonstary ztabllity and anphancad aconomic
cahegion

— ameilorating Msmber Statas’' sconomic porformancs wlth rasgard to
price atablilty, grewin, smploymant and Intarnal sng arxternat
aquilibriag

— Ineérsasing the social and sconomic cobhzsion In ths Commun(ty;

- contrtbuting to the efficisncy of European financlal! markets,

— !mproving the Community’s ablilty to Infiluencs world sconomic
dave iopments;

Pallay Coordinattion should focus on:

- mulitiliateratl survelilanco Issunms;

(To raplaca the Counct! Decision 74/120/EEC and Dirsctive
74/121/EEC of 18.2.74).
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- gountry-gpacific policy iassues;

- Joint conesrtation to race cutsids disturbancas.

Muitliateral Survetllance should ts malnly concerned wWith:

— the economic situation of the Commurnlity and In Momber Statas;

~ Mmacro-—aconomie, micro~economiec and structural ‘bo!lc!a: and
cond: tlions; :

- ths conaistency of policiss within Msmbsr 5tates ana In the
Community at large;

- ccordingtion of pollcins vig--3-yis the oiterior.

Ths survef{llancs should be the primary respenslbility of the
Councl! of Econcmlc enc Finance Ministers (ECOFIN} togethar wlth
the Conmniaalén ang supported by ths ralavant commlttiess. For thls
ECOFIN weuld most on a ragular bzsis., To snsures the cohdtstoncy
tetwasr menetary and oconomie policias, ths Chairman &of the
Committea of Contral Bank Geovermors would attend thﬁnc meatings.,

Multilaterg!l survat!iance shouid taks piaes on the basis of
Comaissicn analyses having the form of:

- Indtlecators of econemic parformancs conczrhning menatary and
budgetary pollcies, sSupply and damend trends, price and cost
deve lopment, Unemploymant, financlal markets, gtternal and
Internai Imbatances.

- ¢country raports on natlenatl policies and thatr sdaguacy (n Vview
of the completion ef the Intsrpal market and of economie and

aoclal cochesion,

- an amnuz! report on the aconomic sttuation of the Community and
of Msmber States.

In the above context, ths ECOFIN will examine all aspects of
economlc polley. It sheculg atso ccnsizer annuaily reviewing budget
pollclies, zhsad of ratlonal budgatary pignnlng. In due courss, 2as
more oxperlonce I3 gainad in tnis domaln, the coordination
procedure may Inglude the setting of medium—tarm budgstary
ortantatlons as wall as Initjating concortsd bdudgetary actjons by

Meombar Countrlos.

The Annual! Evonomlic Repsri woufd be sgbmilisd to ins Europeoan
Parliament and the Economic and Social Convmitles,

The Councli’s multilaters! survelliszncs should consist of In-cdepth
examination of particular issues of national and Community concsrn.

’,\’
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. It shoul<a Increeningly resull In agreasd pollcy commitmonts by sach

Memoer State and In Community-wide recommendations almed at
achleving a high dogree of oconomic convergence. As 8xpsrisnce
grows this should bocome an effactive way of enauring 3sif-anforcad
coordinat jon.

The Cha'rman of tha ECOFIN and the Commisaion shouid periodically
report o the Europoan Peritament on the rosults of muitltatarat
survollluncs. The Councl! mey 3!so dacide that, whan sultabie, Ity
dallberatlons be summarissed In "surveillancas conciustons™ to be

made pubiic.

Cauntry-spucttlc potlecy consuitation would taks place In the case
of potentlxi or manifeated seconomic condlilons threstaning the
Iintoreaasts or the Community, 2nd Incompatibias with the genecal
paolicy cori=antations adopled by ithe Communlily.

Such conaultation can imply the formufaticn of racommeondstions with
i view toc promoting the nocsasary potlcy carrectiona Inm the
country In question and, !f necem=mary, by other Member States. The
progr=ssivs Implementatiosn of this consuitsttion shoijldichnbans s, the
covpsralliva espproach to national policy-making.

Joint Concertation to facks ocutsaide glaturbancay wculd taks place In
the ECOFIN In the caszs Of:

~ the emergesnce of- lntarnattonal e¢conemlc and financlal tsnalons
l1Re iy to produce negaltive conssgquoncea for the Community

sconomy ;
- other unforasaen avantas threatzaing thoe Community sconomy.

This procsdurs may ba developed to énsurs that the Community
coordinates {ts asconomic poilcy vis-a-via the reast of the world.
in conjunctlon with ths Committses of Govarncrs, éxchango rate
pollcy vis—a-via third curroncles may be coordinatad,

Hon!torlgg

Thare cannot bs mulittlatsral survelilance without approprista
monitoring of tha foilow—up (o agr=ed Upon commitmants. Thisa
applies aqually ta concartsd economic policy sctjons, to ths
country—apecific potley consuttation and to tha joint concartatlion.
As appropriate, the Commission may be aszked 10 kxeep matters under
raview and report back to iho Counctl.
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) 1 M/ STS 573/89

o /ehok f T
‘ Dear Minister . :«l,/ ,(fj OIW/\/“\L m:) ’%’/“{//34_)[‘,,7_%
, i /U)(” = “to (/Jfg:zi)é N "\7 //f ‘/
At the Council meetings on 10 and 17 July, the Mlnlsters} ?é&:qA
touched on the action to be taken following the Europeanwﬁvr wa L
Council’s conclusions on economic and monetary union. /ij /*_
20/

At the last ECOFIN and General Affairs Councils, we
discussed the appropriate method and timetable for progress
towards such union. The Ministers for Finance have drawn
up a working plan for the coming six months to study the
financial and monetary problems arising. The General
Affairs Council will assume responsibility for coordination
and will ensure, in order to guarantee a good run-up to the
European Council, that the preparatory work for the
intergovernmental conference agreed on in Madrid is
conducted as effectively as possible. The cohesion and

comprehensiveness of the process will thus be assured.

In this connection, the Presidency has decided to convene a
high-level restricted group (eg two members per delegation)
of personal representatives of the Ministers for Foreign
Affairs, the Ministers for Finance and the Commission. The
main task of that group - whiﬁh will not take over from the
advisory committees or the normal Council bodies the role of
drafting decisions on economic and monetary matters - will
be to identify, analyse and organise the elements which
could be included at the appropriate time in a Treaty on
Economic and Monetary Union. It will report to the General
Affairs Council and the ECOFIN Council.

Mrs Elisabeth Guigou, official representative of the
President of the Republic, will be the Chairman of the

group.

She has been asked to take all the necessary measures to
ensure that the first meeting of the group is held at the
beginning of September.
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~ The Chairman would be grateful if you would inform her of
the names of your personal representatives.

France will be represented in this regard by Mr Pierre de
Boissieu, Head of the Department of Economic and Financial
Affairs at the Ministry of Foreign Affairs, and by Mr
Jean-Claude Trichet, Head of the Treasury Department at the
Ministry of the Economy, Finance and the Budget.

[Complimentary close]

[signed] Pierre Beregovoy Roland Dumas
Minister of State Minister of State
for the Economy, for Foreign Affairs

Finance and the Budget
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% I FROM: MRS M E BROWN (EC1)
DATE: 29 AUGUST 1989

CHANCELLOR x 4709

LT T e PS/Financial Secretary
C“/lh«~@¢ content 100 Thé ”ﬁiﬂ ° Sir P Middleton

4 o belex on He lines of i3 Mr Wicks (or)

S A ara vkl ‘ Mr Odling-Smee
dia=t hy“\ ow- (Foteip SCevelatq 13 Mr Evans (or)
: } ..-\7 Mr'R T'G Allen (or)
LA Mr Peretz
,A*h abtor FLal - tE we ¢cen' Mr White
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EMU: HIGH LEVEL GROUP i : i
[N..”Qt 1§ ol home md wobl 4 be

you with — Q4B 3 x\zzw.,]
l. The French Presidency have decided to set up a high level

vels (ueﬂﬂ

group, chaired by Mme. Guigou (Elysee). The terms of reference
are "to identify, analyse and move forward the elements which
could be included, when the time comes, in a treaty on economic
and monetary union". It is to report back to the Foreign Affairs
and Finance Councils. You and the Foreign Secretary (to whom the
letter 1is Jjointly addressed) have been asked to nominate

representatives to attend a meeting of the group on 5 September.

27 This 1is an extremely unwelcome bounce by the French - or, to
be more precise, by the Elysee and Quai d'Orsay. I have discussed
it with Mr Wicks and with Foreign Office officials. We have also
taken some preliminary soundings in capitals. The German Finance
Ministry would prefer to have a Council discussion before any
group is set up, but it is not clear that they will carry the day
with the Foreign Ministry. The Dutch dislike the proposal, and
may be prepared to join the UK in resisting it if we can muster
other support. The Danes, however, have already agreed to attend
on 5 September.

3. If there is any hope of putting off the meeting, you would
need to write very quickly. A draft is attached. It arques that
there should be a Council discussion of the remit of any high
level group before a meeting is arranged, and that the informal
ECOFIN on 8-10 September provides the obvious opportunity for
this. The FCO are putting this draft in parallel to Mr Major.
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4. The Prime Minister meets President Mitterand on Friday
morning, and Mr Major will have a meeting at the same time with M.
Dumas . If you decide to write, the Foreign Office will ask posts

to lobby for any letters of support to reach the French before
Friday, since M. Dumas will no doubt give his reaction to Mr Major
then.

5. 1If we are not successful in stopping the meeting, we suggest
that Mr Wicks and Mr Kerr should be the UK representatives. The
French are fielding Trichet and de Boissieu (roughly Mr Kerr's
equivalent in their Foreign Ministry). There seems no advantage
in the UK not attending.

Kﬂﬂ/vu :

Loy

MRS M E BROWN
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M. Pierre Beregovoy M. Roland Dumas
Ministre d'Etat Ministre d'Etat
Ministre de 1'Economie Ministre des Affaires Etrangeres

des Finances et du Budget

[Dear Colleagues]

1. Thank you for your letter, proposing a meeting of a high level
group on Economic and Monetary Union on 5 September.

2, Wwe were surprised to learn of this proposal. When the
possibility of setting up a high level group was raised at the
Foreign Affairs Council on 17 July, several delegations expressed
reservations. The discussion was inconclusive. You propose that
the group would report back to the Finance and General Affairs
Councils. We strongly believe that the Council should agree the
remit of such a group before it meets. The very short time
available before the date you propose makes this impossible.

3. We suggest that the informal meeting of the ECOFIN Council on
8-10 September would provide an early and convenient opportunity
to discuss the proposal for a new high level group, and that the
meeting on 5 September should therefore be postponed. If further
discussion by the General Affairs Council or by COREPER were
necessary, we would of course see no difficulty with that.

Nigel Lawson John Major

Chancellor of the Exchequer Secretary of State for
Foreign and Commonwealth
Affairs
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FM COPENHAGEN J (M
TO IMMEDIATE FCO 1
TELNO 276

OF 291200Z AUGUST 89

INFO IMMEDIATE UKREP BRUSSELS, PARIS
ROUTINE OTHER EC POSTS

YOUR STELNO 649 T0 PARIS,: EMU : DELORS: REPORT = NEXT STEPS

1. MAILAND-CHRISTENSEN (UNDER-SECRETARY RESPONSIBLE FOR EC AFFAIRS IN
THE MFA), TOLD US THIS MORNING (29 AUGUST) HE HAD JUST LEARNED
THROUGH THE FRENCH EMBASSY HERE THAT THE AD HOC GROUP SUGGESTED BY
DUMAS WOULD MEET FOR THE FIRST TIME ON 5 SEPTEMBER IN BRUSSELS.

2. THE FRENCH NOW PROPOSED THAT THE GROUP CONSIST OF REPRESENTATIVES
OF FOREIGN AND FINANCE MINISTRIES. DENMARK HAD ALREADY DECIDED TO
SEND THOMSEN (PERMANENT SECRETARY, ECONOMIC AFFAIRS MINISTRY) AND
MAILAND-CHRISTENSEN TO THE MEETING.

3. MAILAND-CHRISTENSEN WAS AWARE OF OUR VIEWS ABOUT AN AD HOC GROUP
(PARA 2C OF TUR). HE WONDERED HOW THE UK WOULD BE REPRESENTED ON 5
SEPTEMBER. HOW SHOULD WE REPLY ? “
WILLIAMS
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TO IMMEDIATE PARIS G
TELNO 716 -@Vv*f
OF 301451Z AUGUST 89 *

AND TO IMMEDIATE OTHER EC POSTS

INFO PRIORITY UKREP BRUSSELS

EMU: FRENCH PROPOSAL FOR A HIGH-LEVEL GROUP

1. FCO TELNO 649 TO YOU NOTED FRENCH PROPOSALS FOR A HIGH LEVEL
GROUP TO CARRY FORWARD WORK ON EMU. M BEREGEVOY AND M DUMAS
HAVE NOW WRITTEN JOINTLY TO THE CHANCELLOR AND MYSELF

CREXE L NEeMY ~ RER St DS E T NVET DN G U ST 0 SEND PERSONAL
REPRESENTATIVES TO THE FIRST MEETING OF SUCH A GROUP IN BRUSS:LS
QNS5 =S EERTEMBERS

2. OUR VIEW REMAINS THAT SUCH A MEETING WOULD BE PREMATURE,

AND THAT THE REMIT OF ANY SUCH GROUP SHOULD FIRST BE AGREED

BY: SlHESCOUNCT LS

G & (FOR PARIS) PLEASE DELIVER THE REPLY IN MY SECOND IFT AS
SOON AS POSSIBLE TO DUMAS AND BEREGOVOY, AND REPORT REACTIONS.
IF NECESSARY, I WOULD OF COURSE BE HAPPY TO DISCUSS THE PROPOSAL
FURTHER WITH DUMAS AT CHEQUERS ON 1 SEPTEMBER.

4. (FOR BONN, THE HAGUE, LUXEMBOURG, LISBON, COPENHAGEN) PLEASE
CALL URGENTLY ON APPROPRIATE CONTACTS IN THE FOREIGN AND FINANCE
MINISTRIES AND SEEK SUPPORT FOR OUR SUGGESTION THAT THE MEETING
SHOULD BE POSTPONED AT LEAST UNTIL AFTER THE INFORMAL ECOFIN.
YOU SHOULD DRAW ON THE ARGUMENTS IN MY SECOND IFT AND MAY HAND
OVER THE TEXT. WE HOPE THAT THOSE WITH SIMILAR VIEWS (INFORMAL
CONTACTS ON 29 AUGUST INDICATED RESERVATIONS IN THE DUTCH AND
GERMAN FINANCE MINISTRIES) WILL REPLY ACCORDINGLY TO THE

FRENCH, IF POSSIBLE ON 30 OR 31 AUGUST. PLEASE REPORT REACTIONS
BY IMMEDIATE TELEGRAM.

S (0OTHER POSTS) WE DOUBT WHETHER YOUR HOST GOVERNMENT WILL
HAVE SERIOUS RESERVATIONS ABOUT THIS PROPOSAL, BUT PLEASE INFORM
CONTACTS OF THE UK RESPONSE AND, IF APPROPRIATE, SEEK SUPPORT.

MAJOR

AR
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TO IMMEDIATE PARIS i

TELNO 718 o
L]

OF 301452Z AUGUST 89 ?ﬁw y«)

AND: . TO - IMMEDITATRE SO HER SEC PO STS |
INFO PRIORITY UKREP BRUSSELS

FRAME ECONOMIC

MY TWO IPTS: EMU: FRENCH PROPOSAL FOR A HIGH-LEVEL GROUP

1. TEXT OF UK REPLY TO BEREGOVOY/DUMAS AS FOLLOWS:

BEGINS:

M PIERRE BEREGOVOY M ROLAND DUMAS

M IIN-T'SiR E DN E AT MINISTRE D'ETAT

MINISTRE DE L'ECONOMIE MINTSTRESDES FAREATRESYETRANGERES

DES FTNANCESET DUSBUDGET
DEAR COLLEAGUES

THANK YOU FOR YOUR LETTER, PROPOSING, A MEETING OF A
HIGH-LEVEL GROUP ON ECONOMIC AND MONETARY UNION ON 5 SEPTEMBER.
WE WEREVSURPRISED: TOLEARN “OF = THIS SPROPOSAL .« WHEN THE
POSSTBILTIEY OFESETHING SUP AHTGH=IEEVEL ' GROUR SWAS ERAESEDI AT STHE

FOREIGN AFFAIRS COUNCIL ON 17 JULY, SEVERAL DELEGATIONS
EXPRESSED RESERVATIONS.  THE DISCUSSION WAS TNCONCLUSTVE.

IN VIEW OF THE PREVIOUS CONSIDERATION OF THIS ISSUE WE BELIEVE
EHAT THESCOUNC TR SHOUEDED TS EHSS T HESPROROSALCAGATNEEFAN DT HE
INFORMAL MEETING OF THE ECOFIN COUNCIL ON 8 SEPTEMBER WOULD
PROVIDE AN EARLY AND CONVENIENT OPPORTUNITY. WE ACCORDINGLY
SUGGEST THAT THE MEETING PROPOSED FOR 5 SEPTEMBER SHOULD NOT
TAKECRISACE tais RESTITIAT S B E LETENE CES SA RYSEE O R HHEING E NERAESABRATRS
COUNGT - ORICOREPERS ALS O "0 DIESIEUSS HRHEFPROPOS AL 2 NOFDOURIT
ARRANGEMENTS COULD BE MADE.

NIGEL LAWSON JOHN MAJOR

GRHANCELEOR ORI EHEVEXCHEQUER ‘SECRETARYFOE “STHATENEORTEORETGN
AND COMMONWEALTH AFFAIRS

EINIDISEE
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FM FCO

70 IMMEDIATE PARIS

TELNOEZAT

OF 301451Z AUGUST 89

AND TO IMMEDIATE OTHER EC POSTS
INFO PRIORITY UKREP BRUSSELS

MIPT: EMU: FRENCH PROPOSAL FOR A HIGH-LEVEL GROUP
1. TEXT OF MESSAGE FROM BEREGOVOY/DUMAS AS FOLLOWS:

BEGINS: AT THE COUNCIL MEETINGS OF 18 AND 17 JULY,
MINISTERS TOUCHED ON THE ACTION TO BE TAKEN FOLLOWING THE
EUROPEAN COUNCIL'S CONCLUSIONS ON ECONOMIC AND MONETARY UNION.

AT THE LAST ECOFIN AND GENERAL AFFAIRS COUNCILS, WE DISCUSSED
THE APPROPRIATE METHOD AND TIMETABLE FOR PROGRESS TOWARDS SUCCH
UNION. THE MINISTERS FOR FINANCE HAVE DRAWN UP A WORKING PLAN
FOR THE COMING SIX MONTHS TO STUDY THE FINANCIAL AND MONETARY
PROBLEMS ARISING. THE GENERAL AFFAIRS COUNCIL WILL ASSUME
RESPONSIBILITY FOR COORDINATION AND WILL ENSURE, IN ORDER TO
GUARANTEE A GOOD RUN-UP TO THE EUROPEAN COUNCIL, THAT THE
PREPARATORY WORK FOR THE INTERGOVERNMENTAL CONFERENCE AGREED CN
IN' MADRID, IS CONDUCTED AS EFFECTIVELY 'AS POSSIBLE. " THE COHESION
AND COMPREHENSIVENESS OF THE PROCESS WILL THUS BE ASSURED.

IN THIS CONNECTION, THE PRESIDENCY HAS DECIDED TO CONVENE A
HIGH-LEVEL RESTRICTED GROUP (EG TWO MEMBERS PER DELEGATION) OF
PERSONAL REPRESENTATIVES OF THE MINISTERS FOR FOREIGN AFFAIRS,
THE MINISTERS FOR FINANCE AND THE COMMISSION. THE MAIN TASK OF
THAT GROUP - WHICH WILL NOT TAKE OVER FROM THE ADVISORY
COMMITTEES OR THE NORMAL COUNCIL BODIES THE ROLE OF DRAFTING
DECISIONS ON ECONOMIC AND MONETARY MATTERS - WILL BE TO
IDENTIFY, ANALYSE AND ORGANISE THE ELEMENTS WHICH COULD BE
INCLUDED AT THE APPROPRIATE TIME IN A TREATY ON ECONOMIC AND
MONETARY UNION. IT WILL REPORT TO THE GENERAL AFFAIRS COUNCIL
AND THE ECOFIN COUNCIL.

MRS ELISABETH GUIGOU, OFFICIAL REPRESENTATIVE OF THE PRESIDENT
OF THESREPURLTC,WI ELIBE - THE CHATRMANGOFSTRESGROUR

SHE HAS BLEN ASKED TO TAKE ALL THE NECESSARY MEASURES 10 ENSURE
THAT THE FIRST MEETING OF THE GROUP IS HELD AT THE BEGINNING OF

PAGE 1
UNCLASSIFIED
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SEPTEMBER

THE CHAIRMAN WOULD BE GRATEFUL IF YOU WOULD INFORM HER OF THE
NAMES OF YOUR PERSONAL REPRESENTATIVES.

FRANCE WILL BE REPRESENTED IN THIS REGARD BY MR PIERRE DE
BOISSIEU, HEAD OF THE DEPARTMENT OF ECONOMIC AND FINANCIAL
AFFAIRS AT THE MINISTRY OF FOREIGN AFFAIRS, AND BY

MR JEAN-CLAUDE TRICHET, HEAD OF -THE TREASURY DEPARTMENT AT THE
MINISTRY OF THE ECONOMY, FINANCE AND THE BUDGET.

(COMPLIMENTARY CLOSE) ENDS.
MAJOR
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FROM: MRS M E BROWN (EC1)
DATE: 30 AUGUST 1989
X 4709

MR H EVANS cc PS/Sir P Middleton
Mr Wicks
Mr Odling-Smee
. Mr R I G Allen (or)
,Q\ Mr Riley (or)
; Mr Peretz
: Mr Melliss
1& aw D Mr N Williams
: 5 | Mr W White
Mr McIntosh

Ps/Chancellor - for
information

PREPARATIONS FOR

(i) MR WICKS' EMU GROUP, 4 SEPTEMBER
(ii) MONETARY COMMITTEE, 6 SEPTEMBER

(iii) SIR PETER MIDDLETON'S EMU GROUP, 6 SEPTEMBER
(iv) EPC, 7 SEPTEMBER

(v) ECOFIN, 8-10 SEPTEMBER

1

1. This note sets out what we are preparing - or what needs to be
prepared - for the above meetings. If the French Presidency go
ahead with a high level group on 5 September Mr Wicks will also
need a brief for that - though it is likely to be short and
negative! I understand that informal meetings with the Chancellor
are also planned on Tuesday 5 and Thursday 7 September.

2 You and copy recipients will wish to see the attached letter

from M. Beregevoy on the ECOFIN agenda.
EMU group, Monday 4 September
3. We will aim to circulate on Friday 1 September:

(i) commentary on proposed revision of 1964 Decision on
coordination by Central Bank Governors;
(The text agreed by Central Bank Governors on 28 July will be
circulated for the Antibes discussion);
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(ii) commentary on proposed revision of 1974 Convergence
Decision;
(The text circulated by Trichet on 10 August will be

discussed);

(iii) notes on other stage 1 items: single market programme,
single financial area, capital liberalisation, competition

policy, regional funds;
(iv) note on private use of the ecu;

(v) Mr Kerr's letter of 15 August on democratic

accountability.

4. I do not propose to circulate the various minutes received on
the legal base for stage 1 texts: UKREP and T. Sol can be asked to

summarise if necessary.

e Items (i) - (iv) Qill form the main background briefing for
the Antibes discussion of stage 1. I also propose to prepare a
speaking note for the Chancellor which will: stress UK commitment
to stage l/emphasise that single market programme and associated
measures are the main priority and require much further
work/welcome the "learning by doing" approach to economic
coordination in the revised Convergence Decision/stress the
importance of leaving maximum scope to market forces and national
policies/indicate UK concern about amount of independence
envisaged for Central Bank Governors in revised 1964 text/restate
our position on joining EMS during stage 1. Unless you think
otherwise, I was not proposing to circulate this for discussion at
Mr Wicks' (interdepartmental) meeting. But clearly the overall
objective of that meeting is to identify the main points which the
Chancellor should make at Antibes on stage 1.

Monetary Committee, Wednesday 6 September

6. Agenda attached. Item 6 is "preparation of EMU, particularly
the first stage". The draft ECOFIN briefing on stage 1 will serve
as briefing for this.
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5 This has been called mainly to keep the Bank involved in our
thinking. John Odling-Smee is discussing with Peter Middleton's
Office whether a revised version of the whole or part of his paper
is required: I do not yet know the result. We should probably
also circulate the Deputy Governor's letter of 15 August on a

possible alternative prescription to Delors.

. ot oot ; S ]

8. Mr Odling-Smee, probably with someone from EC, will attend.
The main agenda points are (i) " work in view of EMU and (ii)
possible ways of coordinating budgetary policy. The second item
is Dbeing discussed at a special pre-meeting this Friday which Mr
Odling-Smee will attend. Draft ECOFIN briefing will again, I
hope, serve for this mee?ing also.

\

ECOFIN, 8-10 September ' P
- The final version of the brief will négg to go up on Thursday
7 September: the Chancellor leaves at ‘Eéjnafﬁlm. on : Friday - B.

Ideally, he should see a first draft before his small meeting with
officials on Tuesday 5 September, but that may not be possible.

10. The main elements of the briefing will be:

Stage 1 -

(i) speaking note/overall objectives;

(ii) commentaries on revised 1964 and 1974 legal texts, with
covering note on the main policy issues these give rise
to;

(iii) notes on other stage 1 items (single market, single
financial area, capital movements, competition policy,
regional policies) - again with a summary note of the main
policy points arising;
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(iv) (?) note on private development of ecu;

(v) notes on other Governments' views. [FCO compiling summary
of general positions on stage 1 and later stages; Bank
supplying note on views on revised 1964 Decision];

(vi) note on handling of further work;

(vii) (?) note on legal aspects of revised texts.

Later stages

[Until we have seen the promised paper from Delors, it is
difficult to prepare briefing for this part of the
discussion. Mr Odling-Smee will probably circulate some
thoughts tomorrow - Thursday. Possible items might be as
follows]

v

(a) objectives/speaking note: general comments on our
_problems with the Delors approach; questions for further
work; possible alternatives to the Delors prescription which

should be included in this work;

(b) more detailed critique of Delors, especially fiscal and
regional policy (covered by Mr Davies' note of 22 August),

and the ESCB;

(c) notes on competing currencies and gold/commodities
standard (relevant extracts from Mr Odling-Smee's paper -

revised as necessary?);

(d) comments on Delors' "six questions": assuming these are
the basié of the Commission paper. (Mr Kerr's material on
democratic¢ accountability will come in here);

(e) note on handling follow-up work, including the question

of the high level group.
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Other agenda items 5

(1) tax (indirect and fiscal fraud - see Beregevoy letter):
Customs, Revenue and FIM are briefing for this -
unexpected - ECOFIN discussion, and also for the Chancellor's

breakfast meeting with Mme. Scrivener;

(2) economic overview (see Beregovoy letter - another

unexpected item): Mr Melliss is briefing.
We are also preparing short briefs for use as necessary on:

(3) Community loan to Greece (Mr Wicks' minute of 28 July to
Chancellor warned that he might be nobbled on this at
ECOFIN): Mr Melliss is briefing;

(4) Poland/Hungary (see Mr Taylor's minute of 7 August to
Mr Mountfield - Chancellor may wish to raise this in

margins): AEF briefing if still thought necessary;

. (5) Agrimonetary reform (Chancellor may wish to raise in
margins): IAE briefing.

11. You and Mr Wicks may like to have a word with me about all
this. Briefing for the ECOFIN discussion on stages 2-3 is the
area in which we are at present least advanced.

Mong Stnwan

MRS M E BROWN
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Mon cher Collegue,

Comme je vous en informajs par lettre du 21 juillet, la séance de travail de
notre prochaine réunjon informelle Ecofin se tiendra le samedj 9 septembre. Je vous
propose qu’elle soit consacrée principalement i approfondir la réflexion sur I'Union
économique et monétaire que vous avions engagée a S’Agaro, et que les conclusions du
Conseil européen de Madrid nous font un devoir de poursuivre et de préciser.

Dans cette petspective, et comme elle s’y était engagée lors de Ia réunion du
Conseil Ecofin du 10 juillet, Ja Commission des Communautés européennes m’a
communiqué ses récents travaux en ¢e qui concerne la mise en oeuvre de la premiére
étape de 1'Union économjque et o aétaire. Iis prennent, ainsi que !'avait annoncé
M. Christophersen, la forme d'un 3 a..-projet de modification des textes de 1974 sur ia
coordination des politiques économiques ; je vous prie donc de trouver ici le résultat de
¢es travaux. Je vous enverrai off icieliement, dés que le Président Delors me la transmettra,
la proposition de modification de la décision du 8 mai 1964 sur la coopération entre Jes
banques centrales des Etats-membres, que le Comité des gouverpeurs des banques
centrales a faite 4 la Commission le 28 juillet. Ces documents constituent, 3 mon sens, la
base qui nous permettra, le 9 septembre 3 Antibes, d’échanger précisément nos vues sur fe
contenu que nous désirons donner a la premiére étape de I'Unjon économique et

* -monétaire. Ce débat se tiendra, notamment, 3 Jla lumiére des discussions du Comijte

monétaire ; je souhaite qu'il nous permette d’arriver, entre nous, a un accord de principe
sur les divers points qui seront soulevés.

A ces documents sera ad jointe une communijcation du Président de |a
Commission sur les princi ints soulevés par les deuxiéme et troisiéme €tapes de Ia
construction de I"Union économique et monétaire, qui nous permettra de faire progresser
nos débats eén paralléle sur les différentes étapes prévues par le rapport Delors.
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Par ailleurs, je vous propose que nous échangions nos vues sur les propositions
de la Commission en matiere fiscale, qu'il s'agisse de la fiscalité indirecte ou de la lutte
contre I'évasion que pourrait entrainer ia libération des mouvements de capitaux. Ce sont
la en effet deux questions qui sont fort importantes pour la mise en place du marché
unique des biens et des services, et sur lesquelles il importe maintenant que nous puissions
arogresser de concert.

Ces différents débats pourraient étre a mon sens précédés, comme nous y
invite la proximité des réunions de Washington, d'un examen rapide de la situation
économique A l'intérieur et a I'extérieur de la Communauté, complétant les commentaires
que nous avons échangés le 10 juillet. Je proposerai alors a votre examen le projet,
préparé par le Comité monétaire, de I'intervention que je ferai en notre nom devant
I'’Assemblée annuelle du Fonds Monétaire International et de la Banque Mouodiale.

Je vous prie d'agréer, moun cher Collegue, l'expression de mes meilleurs

sentiments,
Cocliads ik e ;

Pierre BEREGOVOY

ek
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FROM: D I SPARKES
DATE: 30 AUGUST 1989

MRS BROWN (EC1) cc PS/Financial Secretary
Sir P Middleton
Mr Wicks
Mr 0Odling-Smee
- Mr H P Evans
A5 Mr R I G Allen

| 2 9 I Mr Peretz
3 T Mr White

Mr McIntosh

EMU: HIGH LEVEL GROUP

The Chancellor was grateful for your minute of 29 August
concerning the French proposal to set up a high level group on
economic and monetary union that would met on 5 September. Having
discussed this now with Mr Wicks, the Chancellor is content with
the revised text of the telegram that you supplied for the
Chancellor and Foreign Secretary to send jointly to the French. I

attach a copy of this revised text for the benefit of copy
recipients.

A7

DUNCAN SPARKES

CONFIDENTIAL




ecl.bk/meb/29.8.7

M. Pierre Beregovoy M. Roland Dumas
Ministre d'Etat Ministre d'Etat
Ministre de 1'Economie Ministre des Affaires Etrangeres

des Finances et du Budget

[Dear Colleagues]

1. Thank you for your letter, proposing a meeting of a high level
group on Economic and Monetary Union on 5 September.

2 We were surprised to 1learn of this proposal. When the
possibility of setting up a high level group was raised at the
Foreign Affairs Council on 17 July, several delegations expressed
reservations. The discussion was inconclusive. In view of the
previous consideration of this issue we believe that the Council
should discuss the proposal again, and that the informal meeting
of the ECOFIN Council on 8-10 September will provide an early and
convenient opportunity. We accordingly suggest that the meeting
proposed for 5 September should not take place. If is felt
necessary for the General Affairs Council or COREPER also to
discuss the proposal, no doubt arrangements could be made.

Nigel Lawson John Major

Chancellor of the Exchequer Secretary of State for
Foreign and Commonwealth
Affairs
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D I SPARKES
31 August 1989

MR N L WICKS cc Sir P Middleton
Sir T Burns
Mr H P Evans
Mr Odling-Smee
Mr R I G Allen
Mr Riley
Mr Peretz
Mrs M Brown
Mr Melliss

EMU: PAPER FOR THE PRIME MINISTER

This minute is to confirm arrangements for the preparation of the
note on EMU for which the Prime Minister has asked in advance of
her bilateral with the Chancellor on the morning of Wednesday,
6 September.

2's You have agreed that it will be possible to have a first
draft of the note for the Prime Minister in time for the
Chancellor's box which closes this Friday evening. The note will
set out our proposed line and objectives at ECOFIN on Stage 1 and
later stages of Delors, the work we have done on possible
alternatives to the Delors prescription, and our proposed stance
at the high 1level group if it is successfully convened by the
French for 5 September.

5 We have undertaken to send this note in its final form to
No.10 by late afternoon on Tuesday. The Chancellor may therefore
wish to hold a meeting with officials on his return to London on
Tuesday to discuss the draft note which you put to him by the
weekend. We already have a meeting pencilled in the diary for
2.00pm which Sir P Middleton, Sir T Burns and yourself are due to
attend; I would be grateful if you and copy recipients could keep
your diaries free in the event that this meeting has to be brought
forward to Tuesday morning and the cast list extended.

CONFIDENTIAL
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4. The Chancellor's meeting on EMU at 5.00pm on Thursday,
7 September, which the Governor and his officials will attend,
will still take place.

5 I have consulted the Chancellor and he is content with these
arrangements.

A .

DUNCAN SPARKES

CONFIDENTIAL

2
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FM ROME

TO IMMEDIATE FCO

TELNO 532

OF%3 13152 AUGUST 89

INFO PRIORITY OTHER EC POSTS

YOUR “TELNO= 7167 TO 'PARIS: "EMU: "FRENCH PROPOSAL FOR A HIGH LEVEL
GROUP

1. ACTION TAKEN WITH CAVARAI, HEAD OF EUROPEAN COMMUNITY (INTERNAL)
DIVISION, MFA

2. CAVARAI SAID THAT THEY TOO HAD BEEN SOMEWHAT SURPRISED AT THE
PROPOSAL TO SET UP THE GROUP NOW. THE ITALIAN REACTION WAS LIKELY
TO BE THAT SINCE THIS SEEMED TO BE A MOVE IN THE DESIRED DIRECTION
TOWARDS EMU, THEY WOULD TAKE PART. HOWEVER HE WAS NOT SURE ABOUT A
MEETING ON 5 SEPTEMBER (HE POINTED OUT THAT THE DATE WAS NOT
ACTUALLY MENTIONED IN THE BEREGOVOY/DUMAS MESSAGE) . WE EMPHASISED
THE NEED FOR FURTHER DISCUSSION OF THE ISSUES INVOLVED, AND THAT
THE INFORMAL ECOFIN AT ANTIBES PROVIDED A SUITABLE OPPORTUNITY FOR
THIS. CAVARAI TOOK NOTE.

WOoO0D -
oY
DISTRIBUTION 194

MAIN 1935

.FRAME ECONOMIC MR BAYNE

EE D CTe) MR KERR

ADDITIONAL 1

FRAME

NNNN
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RES.I RECTED

FM LUXEMBOURG

TO IMMEDIATE FCO

TELNO 307

OF 311530Z AUGUST 89

INFO PRIORITY EUROPEAN COMMUNITY POSTS

YOUR TELNO 716 : EMU : FRENCH PROPOSAL FOR A HIGH-LEVEL GROUP

1. ACTION TAKEN WITH PRIME MINISTER'S OFFICE AND FOREIGN MINISTRY.
SANTER AND PO0OS HAVE NOW AGREED TO SEND A MESSAGE TO DUMAS AND
BEREGOVOY ASKING FOR THE MEETING TO BE POSTPONED. THE MESSAGE,
WHICH WILL GO TOMORROW, WILL SAY THAT THE LUXEMBOURGERS ARE NOT, 1IN
PRINCIPLE, JAGATNST SUCH G ASMEETING, "WHTCHS THEY STHENKWILE RE
NECESSARY, BUT THAT FOR PRACTICAL REASONS THEY CANNOT FIELD
REPRESENTATIVES ON 5 SEPTEMBER.

2. AS WE KNOW FROM OUR ENQUIRIES THE OFFICIALS WHO NORMALLY DEAL
WITH THIS DOSSIER ARE STILL AWAY AND MONDAY IS A HOLIDAY HERE. THE
EXCUSE IS THEREFORE QUITE GENUINE.

CAMPBELL

RYYY C
DISTRIBUTION 192

MAIN 191

.FRAME ECONOMIC ECDkCT)

ADDITIONAL 1

FRAME
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FM BONN

TO IMMEDIATE FCO

TELNO 831

OF 311330Z AUGUST 89

INFO IMMEDIATE OTHER EC POSTS, UKREP BRUSSELS

FRAME ECONOMIC
FCO TELNO 718: EMU: FRENCH PROPOSAL FOR A HIGH LEVEL GROUP

SUMMARY

1. THE AUSWAERTIGES AMT AND THE FINANCE MINISTRY HAVE NOT FINALLY
AGREED ON A COMMON POSITION ON A HIGH LEVEL GROUP (HLG). THE LIKELY
OUTCOME IS THAT THEY WILL NOT (NOT) GO TO A MEETING ON 5 SEPTEMBER
BUT WILL AGREE TO A HLG. WE SHALL TRY TO DISSUADE THEM FROM GIVING
AGREEMENT BEFORE ANTIBES.

DETAIL

2. ACTION TAKEN WITH SCHOENFELDER AND WINKELMANN, HEADS OF
DEPARTMENT IN THE AUSWAERTIGES AMT AND FINANCE MINISTRY
RESPECTIVEEYY

3. SCHOENFELDER TOOK NOTE OF THE BRITISH REPLY. HE SAID THAT THE
POSITION OF THE AUSWAERTIGES AMT WAS MUCH MORE POSITIVE. THEY
SUPPORTED A HIGH LEVEL GROUP, AND HAD ALREADY DECIDED THAT THEIR
REPRESENTATIVE WOULD BE JELONEK, THEIR ECONOMIC DIRECTOR. THE
AUSWAERTIGES AMT HAD NO PROBLEM WITH THE 5 SEPTEMBER DATE BUT THE
FINANCE MINISTRY HAD QUOTE DIARY PROBLEMS UNQUOTE. THERE WOULD
PROBABLY BE NO FORMAL REPLY TO THE FRENCH. ON THE FUNCTIONS OF THE
GROUP, SCHOENFELDER SAID THAT IT SHOULD COORDINATE AND 'GINGER UP'
THE INSTITUTIONS. THE FOCUS OF WORK WOULD BE PHASE II. SPEED WAS
ESSENTIAL BECAUSE IMPORTANT DECISIONS HAD TO BE PREPARED FOR THE
EUROPEAN COUNCIL. THE FAC IN OCTOBER WOULD BE TOO LATE FOR DECISIONS
ON THE SETTING UP OF A GROUP.

4. WINKELMANN SAID THAT BEREGOVOY HAD GIVEN THE GERMANS ADVANCE
NOTICE OF THIS PROPOSAL AT THE FRANCO-GERMAN BILATERAL ECONOMIC
COUNCIL LAST WEEK. HE SAID THAT TIETMEYER, WHO WOULD BE THE FINANCE
MINISTRY MEMBER OF THE HLG, WOULD TODAY SEEK WAIGEL'S APPROVAL TO
TELL THE FRENCH THAT THE HLG SHOULD NOT MEET BEFORE MID-SEPTEMBER AT
 THE EARLIEST /‘AND. THAT THE INFORMAL ECOFIN SHOULD FIRST:«DISCUSS ITS5
TERMS OF REFERENCE. THE AUSWAERTIGES AMT HAD AGREED THAT JELONEK

PAGE 1
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WOULD NOT ATTEND A MEETING WITHOUT TIETMEYER.

COMMENT

5. THE PICTURE PAINTED HERE IS CLOSE TO THAT REPORTED BY TELEPHONE
TO THE DEPARTMENT ON 29 AUGUST FOLLOWING A CONTACT WITH WINKELMANN.
THE DIFFERENCE IS THAT TIETMEYER'S VIEW THAT 5 SEPTEMBER WAS
PREMATURE HAS NOW FIRMED UP INTO AGREEING THAT A GROUP COULD MEET
FROM MID-SEPTEMBER ONWARDS. WINKELMANN DID NOT KNOW, WHEN HE SPOKE,
THAT TIETMEYER AND WICKS HAD MANAGED TO TALK TO EACH OTHER AND WAS
THEREFORE UNAWARE OF THE MUCH MORE RESERVED POSITION INDICATED BY
TIETMEYER DURING THAT CONVERSATION. I THINK HOWEVER THAT WINKELMANN
ALMOST CERTAINLY IS REFLECTING THE LATEST POSITION ESPECIALLY AS HE
MADE NO SECRET OF HAVING BEEN IN TOUCH WITH THE AUSWAERTIGES AMT.

6. IT WOULD SEEM THAT THE GERMAN LINE WILL BE DECIDED BETWEEN THE
TWO MINISTRIES DIRECT (WITHOUT INVOLVEMENT OF THE CHANCELLERY) QUITE
POSSIBLY BY TONIGHT. IN ORDER TO TRY TO ENSURE THAT THE FINANCE
MINISTRY STICK TO THEIR LINE THAT THERE WOULD BE NO MEETING OF ANY
GROUP BEFORE ECOFIN HAS DISCUSSED THE MATTER AND TO PREVENT THEM
FROM SAYING ANYTHING TO THE FRENCH WHICH ENCOURAGES THE PRESIDENCY
TO SUGGEST A NEW DATE, WE WILL SPEAK AGAIN (MY TELCON WITH
SHEINWALD) TO FINANCE MINISTRY TO UNDERLINE THE IMPORTANCE OF
MINISTERS BEING ALLOWED TO TAKE DECISIONS AT THE ANTIBES MEETING.

NEVILLE-JONES

YR

DISTRIBUTION 192
MAIN 159
.FRAME ECONOMIC ECD:-GE)
ADDITIONAL 1
FRAME
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FM PARIS

TO DESKBY 311300Z FCO

TELNO 1137

OF 311121Z AUGUST 89

INFO PRIORITY UKREP BRUSSELS
INFO ROUTINE OTHER EC POSTS

FRAME ECONOMIC
YOUR- TELNO ¢16:  EMU: FRENCH PROPOSAL FOR A“HIGH LEVEL GROUP

SUMMARY

1. FRENCH MAINTAIN PROPOSAL. SOME ATTEMPT TO DOWNPLAY ITS
SIGNIFICANCE, WITH ASSURANCES THAT THE HIGH LEVEL GROUP CAN ONLY
ANALYSE ISSUES, NOT TAKE DECISIONS. WE SAID THAT IN VIEW OF THIS
REPLY WE EXPECTED THAT YOU WOULD RAISE SUBJECT ON 1 SEPTEMBER.

DETAIL

2. THE MINISTER CALLED ON 30 AUGUST ON DE BOISSIEU (QUAI), WITH THE
TEXT OF OUR MESSAGE FOR DUMAS, AND ON MME GUIGOU (ELYSEE). WE ALSO
TOOK PARALLEL ACTION WITH ANNEZO (BEREGOVOY CABINET). IN EACH CASE
WE UNDERLINED THE PREMATURE NATURE OF A HIGH LEVEL GROUP AND THE
NEED FOR THE COUNCIL TO DISCUSS THE PROPOSAL FURTHER.

3. DE BOISSIEU SAID THAT HE WAS NOT SURPRISED BY OUR REACTION. HE
WOULD PASS OUR MESSAGE ON TO DUMAS. BUT WE SHOULD BE CLEAR THAT THE
GROUP WAS IN ANY CASE GOING TO MEET ON 5 SEPTEMBER. HE HOPED THAT UK
WOULD ATTEND. POSITIVE RESPONSES HAD BEEN RECEIVED FROM SOME OTHERS.
HE COULD UNDERSTAND HOW THE UK FEARED THAT THE FRENCH WANTED TO RUSH
PRECIPITOUSLY INTO AN IGC, BUT IN REALITY THEIR MOTIVES WERE NOT SO
MACHIAVELLIAN. EVERYONE AGREED THERE WERE WEAKNESSES IN THE DELORS
REPORT, PARTICULARLY ON THE INSTITUTIONAL/ORGANISATIONAL FRONT. THE
ROLE "OF "THE SGROUP - WOULD BETTOCEARIFY ' THE- OBSCURECPOLNTS IN DELORS
AND WORK OUT HOW, DRAWING ON THE DELORS REPORT, ONE WOULD BEGIN TO
CONSIDER LEGAL TEXTS. THE GROUP COULD NOT BE A DECISION TAKING BODY.

4. LLEWELLYN SMITH EMPHASISED THAT IT MUST BE FOR THE COUNCIL TO
CONSIDER THESE ISSUES, INCLUDING THE ORGANISATION OF ITS WORK.
PROCEDURE AND SUBSTANCE COULD NOT BE NEATLY SEPARATED. DE BOISSIEU
CLAIMED THAT PREPARATORY WORK FOR AN IGC HAD ALREADY BEGUN, WITH ITS
BASIS IN THE DELORS REPORT. THAT WORK WOULD CONTINUE OVER A LONG
PERIOD. HE DID NOT KNOW HOW MANY MEETINGS THE HIGH LEVEL GROUP WOULD
HAVE. NOR DID HE EXPECT THAT THERE WOULD BE PAPERS BEFORE THE 5

PAGE 1
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SEPTEMBER MEETING, WHICH WOULD HAVE AS ITS TASK SIMPLY THE
DEFINITION OF OBJECTIVES AND WORK METHOD.

5% LLEWELELYN SMITH (SAIDTHAT WE HAD “HOPED TO®RESOLVE -THIS I'SSUE
BEFORE YOU MET DUMAS ON 1 SEPTEMBER. HOWEVER, UNLESS DUMAS REVERTED
QUICKLY WITH A POSTTIVE ‘RESPONSE T0::OUR MESSAGE, WE EXPECTED THAT
YOU WOULD WANT TO RAISE THE SUBJECT WITH HIM. DE BOISSIEU TOOK NOTE.

6. LLEWELLYN SMITH REINFORCED OUR MESSAGE WITH MME GUIGOU. SHE
ATTEMPTED A REASSURING LINE. THE HIGH LEVEL GROUP WAS A PROCEDURAL
DEVICE ONLY AND FLOWED FROM THE MADRID CONCLUSIONS. THE FRENCH
WANTED AN IGC AS SOON AS POSSIBLE AFTER STAGE 1 OF DELORS AND WANTED
TO THINK NOW ABOUTS ITS PREPARATION. A MECHANISM TO ENSURE THE QUOTE
GLOBALITY UNQUOTE OF THAT PREPARATION WAS NEEDED. A MAJOR ROLE MUST
REMAIN FOR ECOFIN. THE GROUP WOULD NOT UNDERMINE ECOFIN BUT SOME
MEANS OF RECONCILING THE RESPECTIVE ROLES OF ECOFIN AND THE FAC WAS
NEEDED, AND CLARIFYING INSTITUTIONAL QUESTIONS WHICH COULD FALL
BETWEEN BOTH. SHE ADDED THAT BOTH DUMAS AND BEREGOVOY HAD THOUGHT
HARD ABOUT WHAT MECHANISM WOULD BEST FILL THE BILL, AND HAD THE
SUPPORT OF MITTERRAND.

7. ASKED ABOUT THE EARLY DATE, MME GUIGOU SAID THAT NOT MUCH TIME
WAS AVAILABLE. THERE WAS NO WISH TO ISOLATE THE UK, OR CREATE
DIFFICULTIES FOR US. SHE HOPED THE UK WOULD ATTEND, ON THE SAME
BASIS AS AT THE SOCIAL AFFAIRS GROUP I.E. WITHOUT PREJUDICE TO VIEWS
ON THE SUBSTANCE.

8. HANNEZO ALSO TOOK PAINS TO TRY TO DOWNPLAY THE SIGNIFICANCE OF
THE GROUP. WHEN WE SAID THAT FINANCE MINISTERS MIGHT BE SURPRISED TO
HAVE THEIR DISCUSSIONS AT ANTIBES PRECOOKED BY OFFICIALS IN ;
BRUSSELS, BE ASSURED US THAT THERE COULD BE NO QUESTION OF USURPING
THE ROLE OF ECOFIN. WE SHOULD NOT OVERDRAMATISE THE GROUP. IT COULD
ONLY LOOK AT TECHNICAL/LEGAL QUESTIONS, LEAVING POLITICAL ISSUES FOR
MINISTERS. AS PRESIDENCY THE FRENCH WERE ONLY FULFILLING THE MADRID
MANDATE OF ENSURING COMPLETE AND ADEQUATE PREPARATION OF AN IGC. HE
WAS NOT SURE HOW MANY MEETINGS THE GROUP WOULD HAVE, BUT IT WOULD
PROBABLY GET OFF TO A SLOW START. THE DATE OF 5 SEPTEMBER HAD BEEN
CHOSEN BECAUSE OF ITS PROXIMITY TO THE MONETARY COMMITTEE, WHEN
EXPERTS WOULD IN ANY CASE BE IN BRUSSELS. THE FRENCH SAW NO NEED TO
CONSULT THE COUNCIL ON SETTING UP THE GROUP, SINCE. ITS FIRST MEETING
WOULD ONLY DEAL WITH WORK METHODS.

9. WE ASKED HANNEZO TO DRAW BEREGOVOY'S ATTENTION TO YOUR VIEWS AND
THOSE OF THE CHANCELLOR. OUR POSITION ON THE GROUP WAS RESERVED.

PAGE 2
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HANNEZO SAID THE WOULD DO THIS AND REEMPHASISED THAT BEREGOVOY
WANTED TO CONTINUE TO WORK WITH THE CHANCELLOR IN ECOFIN, AND THAT
MINISTERS WOULD NOT ALLOW OFFICIALS TO ENCROACH ON THEIR OWN AREAS
OF fRESPONSIBILITY .

FERGUSSON

YRy
DISTRIBUTION 192

MAIN 191

-.FRAME ECONOMIC ECD 2¢1)

ADDITIONAL 1
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FM COPENHAGEN

T.0: DESKBY. 314430Z FCO

TELNO 280

OF 311115Z AUGUST 89

INFO IMMEDIATE EC POSTS, UKREP BRUSSELS

(FRAME ECONOMIC)
FROM HEAD OF CHANCERY IN AMBASSADOR'S ABSENCE IN GREENLAND

YOUR TELNOS 716 - 718 TO PARIS : EMU : FRENCH PROPOSAL FOR A HIGH
LEVEL GROUP

SUMMARY
1. DENMARK WILL PARTICIPATE IN THE GROUP AND IS NOT (NOT) PREPARED
TO SUPPORT OUR SUGGESTION OF A POSTPONEMENT.

DETAIL

2. YOUR TURS WERE RECEIVED THIS MORNING (31 AUGUST). I CALLED
IMMEDIATELY ON DENMARK'S TWO NOMINATED REPRESENTATIVES ON THE GROUP,
THOMSEN (PERMANENT SECRETARY, ECONOMIC AFFAIRS MINISTRY) AND MAILAND
CHRISTENSEN (UNDER SECRETARY, EC AFFAIRS, MFA). I GAVE BOTH A COPY
OF YOUR AND THE CHANCELLOR'S LETTER TO YOUR FRENCH COLLEAGUES. I
ARGUED STRONGLY THAT ALTHOUGH DENMARK HAD ALREADY INDICATED ITS
WILLINGNESS TO PARTICIPATE IN THE GROUP (OUR TELNO 276 TO FCO), THE
FIRST MEETING SHOULD NOT BE HELD UNTIL AT LEAST AFTER NEXT MONTH'S
INFORMAL ECOFIN.

3. THOMSEN'S VIEW WAS THAT DENMARK WAS ALREADY COMMITTED TO
ATTENDING BUT MAILAND CHRISTENSEN SEEMED MORE OPEN TO THE ARGUMENT
THAT AGREEMENT TO PARTICIPATE DID NOT INVOLVE A COMMITMENT TO ATTEND
A MEETING ON A PARTICULAR DATE.

4. MAILAND CHRISTENSEN SUBSEQUENTLY TELEPHONED ME, FOLLOWING
DISCUSSIONS BETWEEN THE MINISTRIES (INCLUDING CONSULTATION WITH THE
RESPECTIVE MINISTERS). HE SAID DENMARK WOULD BE REPRESENTED AT THE 5
SEPTEMBER MEETING. THE CONSIDERED DANISH VIEW WAS THAT, ON
PROCEDURAL GROUNDS, IT WAS THE RIGHT OF THE PRESIDENCY TO CONVENE
MEETINGS, ON WHATEVER TOPIC, AS AND WHEN THEY WANTED. MEMBER STATES
COULD ATTEND OR NOT AS THEY WISHED. BUT DENMARK WOULD, WHEREVER
POSSIBLE, ATTEND SUCH MEETINGS.

PAGE 1
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5. I ARGUED AGAIN THAT SINCE RESERVATIONS ABOUT THE MEETING HAD BEEN
EXPRESSED, NOT JUST BY THE UK, IT SHOULD NOT (NOT) TAKE PLACE BEFORE
FURTHER DISCUSSION IN ECOFIN. MAILAND CHRISTENSEN WAS NOT TO BE
MOVED. HE CONSIDERED THE PROPOSED 5 SEPTEMBER MEETING TO BE MERELY A
PRELIMINARY ONE. IT WOULD NOT LOOK AT MATTERS OF SUBSTANCE BUT WOULD
INSTEAD CONSIDER ONLY ITEMS SUCH AS THE TIMETABLE FOR FUTURE
DISCUSSION. I SAID THAT EVEN THAT SEEMED TO BE GOING FURTHER THAN
SOME MEMBER STATES, INCLUDING THE UK, THOUGHT DESIRABLE. MAILAND
CHRISTENSEN REPLIED SIMPLY THAT DENMARK HAD ALREADY TOLD FRANCE SHE
WOULD PARTICIPATE AND WOULD DO SO. I EXPRESSED DISAPPOINTMENT AT
THIS *RESPONSE .

WILLIAMS
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FM DUBLIN

TO IMMEDIATE FCO

TELNO 349

OF 311045Z AUGUST 89

AND TO IMMEDIATE PARIS

INFO PRIORITY OTHER EC POSTS

(FRAME ECONOMIC)

YOUR TELNO 716 TO PARIS:EMU:FRENCH PROPOSAL FOR HIGH LEVEL GROUP
MEETING.

ACTION TAKEN WITH FLAVIN COUNSELLOR DFA WHO CONFIRMED IRISH WEREYIN
FAVOUR AND WOULD ATTEND THE MEETING.

FENN
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CONFIDENTIAL

FM THE HAGUE

TO DESKBY 311300Z FCO

TELNO 347

OF 310925Z AUGUST 89

INFO IMMEDIATE PARIS

INFO PRIORITY OTHER EC POSTS, UKREP BRUSSELS

YOUR TELNO 716: EMU, FRENCH PROPOSAL FOR A HIGH LEVEL GROUP

1. WE HAVE SPOKEN AS INSTRUCTED TO GOSSES (DEPUTY TO VAN SWINDEREN IN
THE FOREIGN MINISTRY)

AND AGAIN TO STEK (FINANCE MINISTRY) AND HAVE GIVEN THEM COPIES OF
THE TEXT IN YOUR TELEGRAM 718 FOR WHICH THEY WERE GRATEFUL.

2. GOSSES SAID THAT AT THE DISCUSSION IN THE FAC ON 17 JULY THE DUTCH
HAD BEEN AMONG THOSE WHO HAD EXPRESSED RESERVATIONS OVER THE FRENCH
PROPOSAL (THEY HAD BEEN DISAPPOINTED THAT THE GERMANS HAD NOT VOICED
OBJECTIONS AS WELL). THEY STILL BELIEVED THE WHOLE IDEA FOR A HIGH
LEVEL GROUP TO BE PREMATURE, AND THEY WERE OPPOSED TO A MEETING ON 5
SEPTEMBER. VAN DEN BROEK HAD TAKEN THE OCCASION OF A FIRST CALL BY
THE NEW FRENCH AMBASSADOR, BERNARD, TO MAKE THIS CLEAR ALTHOUGH HE
HAD STOPPED SHORT OF OPPOSING THE CONCEPT OF A GROUP IN PRINCIPLE
(SEE ALSO MY TELEGRAM 710). THE DUTCH AMBASSADOR IN PARIS HAD BEEN
INSTRUCTED TO MAKE THE SAME POINTS TO MME GUIGOU. HE HAD ALSO BEEN
ASKED TO PROBE FRENCH INTENTIONS OVER THE.LONGER TERM FUTURE OF THE
GROUP, AND IN PARTICULAR WHETHER IT WAS A DEVICE THEY INTENDED TO
SERVE ONLY THR FRENCH PRESIDENCY OR TO HAVE A MORE PERMANENT STATUS.
3. STEK REPEATED BUT DID NOT ADD TO THE POINTS HE HAD MADE TO ME
PREVIOUSLY (MY TELEGRAM UNDER REFERENCE). NEITHER HE NOR GOSSES WAS
ABLE TO SAY WHAT THE DUTCH POSITION WOULD BE IF THE FRENCH INSISTED
ON HOLDING THE MEEETING ON 5 SEPTEMBER AND ALL OR MOST OTHER MEMBER
STATES DECIDED TO ATTEND.

JENKINS
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OF 010507Z SEPTEMBER 89 dlariwnf ot the back.
INFO IMMEDIATE EUROPEAN COMMUNITY POSTS ; s

MSSREENO B ST EMU T FRENCH PROPOSAL FOR A HIGH LEVEL GROUP

1. AS FORESHADOWED IN TUR WE SPOKE AGAIN TO WINKELMANN (FINANCE
MINISTRY) TO EMPHASISE OUR HOPE THAT THE GERMANS WOULD NOT ANNOUNCE
A DECISION TO TAKE PART IN A HIGH LEVEL GROUP (HLG) BEFORE THE
INFORMAL ECOFIN IN ANTIBES BUT WOULD ALLOW FINANCE MINISTERS TO TAKE
THEIR OWN DECISIONS. WINKELMANN WAS GRATEFUL FOR THIS APPROACH,
WHICH HE SAID MATCHED HIS OWN ADVICE TO TIETMEYER. HE WOULD MAKE
SURE THAT TIETMEYER WAS AWARE OF OUR VIEWS. THE AUSWAERTIGES AMT HAD
BROUGHT IN GENSCHER AND THE QUESTION WAS BEING DISCUSSED AT
MINISTERIAL LEVEL. HE WOULD LET US KNOW THE OUTCOME.

NEVILLE~-JONES

Yorhley:

DISTRIBUTION 192
MAIN 191
.FRAME ECONOMIC ECD "€1)
ADDITIONAL 1
FRAME
NNNN

PAGE 1

RESTRICTED



RESTRICTED
075671
MDHIAN 4007

RESTRICTED

FM LISBON

TO IMMEDIATE FCO

TELNO 267

OF 011215Z SEPTEMBER 89

INFO PRIORITY UKREP BRUSSELS
INFO ROUTINE OTHER EC POSTS

FRAME ECONOMIC
YOUR TELNO 716 :EMU

SUMMARY

1. PORTUGAL NOT UP TO SPEED THEY INCLINE TO OUR VIEW ,BUT MAY NOT
WANT TO RESIST FRENCH.

DETAIL.

2. IN ABSENCE OF TELEGRAPHIC COMMUNICATIONS ,WE SENT A FAX MESSAGE
TO TURNER (ECD(I) ON 31 AUGUST SUMMARISING VIEWS OF OUR FINANCE
MINISTER CONTACT,WHICH WERE SYMPATHETIC TO OUR ARGUMENTS.FOLLOWING
ARE ADDITIONAL DETAILS: WE SPOKE DIRECTLY WITH GONCALVEZ.HE
CONCLUDED THAT THE FINAL DECISION WOULD BE POLITICAL:THE PORTUGESE
MINISTER OF FINANCE MIGHT WELL CONSIDER THAT HAVING A USELESS
MEETING WAS BETTER THAN ALIENATING THE FRENCH.

3. MEANWHILE ,WE HAVE SPOKEN TO FOREIGN MINISTER ,WHO WERE UNSIGHTED
,BUT RECEPTIVE TO OUR ARGUMENTS,IN PARTICULAR THAT IT WAS ABSURD TO
HOLD THIS MEETING BEFORE THE INFORMAL ECOFIN COUNCIL.

ARBUTHNOTT
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FM BRUSSELS

TO IMMEDIATE FCO

TELNO 295

OF 011613Z SEPTEMBER 89

INFO PRIORITY UKREP BRUSSELS
INFO SAVING OTHER EC POSTS

FRAME ECONOMIC

YOUR TELNOS 710 AND 716: EMU: FRENCH PROPOSAL FOR A HIGH
LEVEL GROUP AND INFORMAL ECOFIN

SUMMARY

1. NO AGREED POSITION AS YET BETWEEN THE FTNANCE MINISTRY AND
FOREIGN MINISTRY ON THE PROPOSED HIGH LEVEL GROUP MFETING.
PREPARATIONS FOR THIS AND FOR INFORMAL ECOFIN IN BAULK BECAUSE
OF HOLIDAY ABSENCES.

DETAIL

HIGH LEVEL GROUP.

2. ACTION TAKEN WITH PETIT, (ADVISOR ON INTERNATIONAL
MONETARY AFFAIRS TO FOREIGN MINISTER EYSKENS) AND TAYMANS
(CABINET OF FINANCE MINISTER MAYSTADT) INFORMING THEM OF THE
UK RESPONSE TO THE FRENCH LETTER. TAYMANS TOOK NOTE BUT SAID,
ASGEXPECTED , ““THAT*TFHERE "WEREZNO [OBJECTIGNS' 0 THE PROROGSALON
THE PART OF THE EINANCESMINISTRY ; ALTHOUGH T HEY sHAD “YET-TO
COORDINATE THEIR POSITION WITH THE FOREIGN MINISTER'S CABINET.
PETIT SAID THAT THE MFA WERE UNHAPPY WITH THE TIMING OF THE
MEETING BEFORE THE INFORMAL ECOFIN, BUT WERE UNLIKELY TO
OBJECT. REPRESENTATION WAS NOT YET DECIDED.

INFORMAL ECOFIN.

3. WITH EXPERTS AND MINISTERS ONLY JUST TRICKLING BACK FROM
HOLIDAY, THE BELGIANS HAVE NOT YET BEGUN TO COORDINATE THEIR
POSITION ON THE MAIN POINTS FOR DISCUSSION AT ANTIBES, EG THE
REVISION OF THE 1964 AND 1974 DECISIONS AND THE TIMING OF AN
IGC. 1IN PRACTICE, THE GOVERNMENT AND THE NATIONAL BANK HAVE
ENDORSED WITHOUT RESERVATION ALL THE CONCLUSIONS OF THE DELORS
REPORT. PRIME MINISTER MARTENS, FINANCE MINISTER MAYSTADT AND
FOREIGN MINISTER EYSKENS MAKE A POINT OF EXPRESSING TOTAL
COMMITMENT TO THE PRINCIPLE OF ECONOMIC AND MONETARY
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INTEGRATION AS SOON AS POSSIBLE WHICH THEY SEE AS THE NATURAL
COMPLEMENT TO THE SINGLE MARKET.

4. AT MADRID, MARTENS SUPPORTED MITTERRAND IN PUSHING FOR AN
EARLY IGC (CONTRARY TO THE ADVICE OF HIS OFFICIALS AND HIS MFA
BRIEFING). MAYSTADT HAS USED THE QUOTE INEVITABLE LOSS OF
SOVEREIGNTY UNQUOTE WHICH WOULD RESULT FROM EMU AS AN ARGUMENT
FOR THE INTRODUCTION OF INSTITUTIONAL CHANGES/TREATY
AMENDMENTS AS SOON AS POSSIBLE TO PROVIDE THE NECESSARY CHECKS
AND BALANCES ON SUPRANATIONAL DECISION MAKING. HE HAS ALSO
ARGUED FOR EXTRA POWERS TO BE GIVEN TO THE EUROPEAN PARLIAMENT
SO THAT POLICY MAKING IS NOT LEFT IN THE HANDS OF BUREAUCRATS.
WORK IS CURRENTLY BEING CARRIED OUT BY AN INTER DEPARTMENTAL
WORKING GROUP (SUSPENDED FOR THE SUMMER) INCLUDING
REPRESENTATIVES FROM THE TRESOR, NATIONAL BANK AND THE BELGIAN
PERMANENT REPRESENTATION. OUR CONTACTS DESCRIBE THE WORK OF
THE GROUP AS BASED ON AN ENTIRELY POSITIVE APPROACH TO EMU,
BUT CONCENTRATING ON QUOTE MEDIUM TERM SAFEGUARDS UNQUOTE SUCH
AS -THE *PRINCIPLE “OF SUBSIDIARITY.
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TO IMMEDIATE FCO

TELNO 1152

OF 011639Z SEPTEMBER 89

INFO IMMEDIATE OTHER EC POSTS

FRAME ECONOMIC
OUR™ TEENO =113/ s NEMU ST GHSIEEVEESGROBP

SUMMARY
152 2R RENCH PIEANSTRO S T CK 0N 58S EPTEMBERSEMEETI NG

DETAIL

2+ GALLOT (SGCI) CONFIRMED:ON 1 SEPTEMBER THAT THE PRESIDENCY :WERE
STILL PLANNING TO HOLD THE FIRST MEETING OF THE HIGH LEVEL GROUP ON
5 SEPTEMBER, EVEN THOUGH THE REPRESENTATION OF MEMBER STATES WOULD
BE LESS THAN HOMOGENOUS. HE UNDERSTOOD THAT SOME MEMBER STATES WERE
LIKELY TO DRAW ON THEIR PERMANENT REPRESENTATIONS IN BRUSSELS. HE
DID NOT ELABORATE ON THE GERMAN ATTENDANCE.

3. GALLOT ADDED THAT THE PLAN WAS TO CONTINUE WITH MEETINGS OF THE
HIGH LEVEL GROUP ON A THREE WEEKLY BASIS.

LLEWELLYN SMITH
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CONFIDENTIAL

FM THE HAGUE

TO DESKBY 011700Z FCO

TELNO 350

OF 011505Z SEPTEMBER 89

INFO IMMEDIATE PARIS

INFO ROUTINE OTHER EC POSTS, UKREP BRUSSELS

MYTELNO 347: EMU, FRENCH PROPOSAL FOR A HIGH LEVEL GROUP

1. STEK (FINANCE MINISTRY) HAS RUNG ME TODAY TO SAY THAT THE DUTCH
HAVE JUST SENT A WRITTEN REPLY, SIGNED JOINTLY BY VAN DEN BROEK AND
RUDING, TO THE FRENCH INVITATION TO A MEETING ON 5 SEPTEMBER. :
2. THE REPLY EXPRESSES SURPRISE AT THE CHOICE OF 5 SEPTEMBER FOR THE.
PROPOSED MEETING AND SUGGESTS THAT IT WOULD BE BETTER TO DELAY IT FOR
SEVERAL WEEKS UNTIL DISCUSSIONS HAVE TAKEN PLACE WITHIN THE MONETARY
COMMITTEE AND BETWEEN MINISTERS OF FINANCE. THE DUTCH HAVE ALSO MADE.
CLEAR THAT THE RELEVANT SENIOR OFFICIALS WOULD NOT BE AVAILABLE FOR A
MEETING ON 5 SEPTEMBER.
3. STEK TOLD ME THAT THERE WAS AT PRESENT A DIFFERENCE OF VIEW
BETWEEN THE FOREIGN AND FINANCE MINISTERS OVER THE WHOLE CONCEPT OF
THE HLG. RUDING WOULD LIKE TO SEE THE PROPOSAL TORPEDOED, WHILE VAN
DEN BROEK WAS IN FAVOUR ONLY OF DELAYING FOR THE TIME BEING ITS FIRST
MEETING.

-JENKINS
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South Africa cracks
down on protesters

By Patti Waldmeir in Johannesburg

SOUTH AFRICAN police
yesterday cracked down on the
organisers of an anti-apartheid
campaign aimed at disrupting
next Wednesday’s general elec-
tions.

Protest action by anti-apart-
heid groups has increased
sharply recently in the run-up
to next week’s elections from
which blacks are excluded.
Police have rescponded with
widespread arrests and detcn
tion of activists and they have
used tear-gac and rubber bul-
lets to disperse demonstrators.

Yesterday they raided the
offices of Cosatu, the country’s
largest black labour federation,
which later called for two days
of nationwide protest against
the elections and a month-long
consumer boycott as a protest
against apartheid.

Police searched the home
and office of Mr Jay Naidoo,
Cosatu’s general secretary,
who is a prominent figure in
the Mass Democratic Move-

ment (MDM) and a key organ-
iser of the protest. They
removed documents and 11
Cosatu members were held.

At the white TIniversity of
the Witwatersrand, riot police
repeatedly fired tear-gas and
rubber bullets at students stag-
ing a rally in defiance of emer-
gency recgulations.

In Pretoria, Mr F.W. de
Klerk, the acling President,
said that nine guerrillas whu
had entered the country to dis-
rupt the elections lLad been
arrested. In Durban, police
detained five activists, includ-
ing a senior member of the
banned United Democratic
Front.

Political analysts said a
police crackdown on protest
was to be expected given the
proximity of the general elec-
tions. Although security has
been less of an issue in the
latest election campaign than
it was in the last whites-only
poll of May 1987, there are still

Students flee as police fire teargas to

votes to be won from exploit-
ing fears of black unrest.

The next few days could well
see further confrontations
between demonstrators and
the security forces. The MDM
has called for nationwide pro-
tests today to mark the first
anniversary of the imposition
of tough new labour laws.

National protest actions
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Banks plan $1bn

By Stephen Fidler, Euromarkets Correspondent

MEXICO’S leading bank
creditors are considering fur-
ther short-term finance for the
country, perhaps of more than
$1bn, in order to surmount one
of several obstacles holding up
a final debt accord between the
country and its banks.

The proposed standby
finance, to be provided by a
small group of lenders as a let-
ter of credit, is considered
easier to arrange than a formal
bridging loan. However, there
are doubts that those banks
that plan to reduce their expo-
sure to Mexico under the even-
tual agreement will be inclined
to lend new funds, even tempo-
rarily.

The talks to finalise the
agreement — the first to be
agreed in principle under the
international debt initiative

launched in March by the US
Treasury Secretary, Mr Nicho-
las Brady — are proving signif-
icantly more complicated than
expected.

This, together with a critical
assessment of the Brady initia-
tive by the US credit rating
agency Moody’s, is understood
to be causing official concern
in the US.

Mr Gerald Corrigan, presi-
dent of the Federal Reserve
Bank of New York, had been
expected to attend a monetary
conference this week in Jack-
son Hole, Wyoming, but is said
instead to have been consult-
ing bankers on the progress of
the talks.

The Mexico deal would allow
banks either to make new
loans totalling 25 per cent of
their exposure, or to exchange

funds for

their loans for 30-year bonds,
which would either reduce
Mexico’s debt principal by 35
per cent or reduce the interest
paid to a fixed 6% per cent.

The bonds are backed by
about $7bn in official funds
from the International Mone-
tary Fund, World Bank, Japa-
nese Export-Import Bank and
Mexico’s own reserves. Banks
want all of these funds to be
available as soon as they take
the bonds, but the IMF and
Japanese government want
their credits phased in over a
period depending on Mexico’s
economic performance.

The short-term financing
proposal would have leading
banks providing the letter of
credit to bridge the period
until the remaining IMF and
Japanese funds are disbursed.
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European monetary union

Towards a free market
‘ ‘approach to Emu

Y iews on the develop-
. ment of economic and
monetary union (Emu)
for the European Community
range between two extremes.
The “dirigiste” approach
involves the early pooling of
reserves under an embryonic
European Central Bank and an
eventual move to central EC
control over the size and finan-
cing of national budget defi-
cits.

The “free market” approach
envisages competition among
rival currencies circulating
throughout the EC, with fiscal
discipline left to the markets.

Supporters of the first view
stress market imperfections. A
key passage of the Delors
Report argues that “. . . mar-
ket perceptions do not neces-
sarily provide strong and com-
pelling signals . . . the
constraints imposed by market
forces might either be too slow
and weak or too sudden and
disruptive.”

Yet this is not the core of the
conflict. Given the loans to
New York in the 1970s and to
Latin America in the 1980s,
and the rise in the dollar until
1985, the imperfection of mar-
kets is undeniable. The crucial
issue is: would EC central con-
trol help to make up for the
shortcomings of markets, or
would it merely introduce fur-
ther imperfections?

The Delors Report and its
background papers are con-
cerned with three types of mar-
ket imperfection:

(i) markets would not impose
proper fiscal discipline on
countries with large govern-
ment deficits, because of expec-
tations of a bail-out;

(ii) markets may mistakenly
finance unsustainable imbal-
ances, possibly leading ulti-
mately to market closure;

(iii) the potential gains from
monetary/fiscal policy co-ordi-
nation cannot be realised by
the market alone.

On (i), centralised EC politi-
cal control of fiscal policy
would not eliminate the possi-
bility of a bail-out, and would
probably increase it. A deficit
country could play the game of
political brinkmanship to the
limit, without having to watch
the market’s reaction. The his-
tory of pork barrel politics in
the US Congress illustrates the
temptation to finance large
handouts to local areas from
small rises in federal taxation.

By Giles Keating

On (ii), governments as well
as markets have a poor record
of making mistaken, unre-
deemable loans. Recent debt
write-offs and cash injections
at privatisation give some idea
of the scale: £6bn for the
English and Welsh water
industries; Pta 20bn (£100m) for
the two Spanish railway equip-
ment companies just sold to
the French group Alsthom; and
a write-off is likely for the bulk
of the 1.9,000bn (£4bn) debt out-
standing at the Italian public
sector steel group Finsider.

If the markets were left to
impose fiscal discipline on indi-
vidual EC governments, a cen-
tral EC body could comment
on the appropriateness of
national deficits. Internation-
ally, this role is played by the
IMF and the credit rating agen-
cies such as Moody’s. Market

Abolition of
exchange controls
is the only major
change needed

anticipations in early 1986 that
the latter would downgrade
Australia led to a 0.5 percent-
age point rise in the relative
yield on Australia’s US-dollar
denominated debt, sending a
clear signal to the government.

Earlier this year there were
similar moves in anticipation
of a further downgrading
which finally occurred this
week. For the US, had the
Administration or the Federal
Reserve played the role of a
credit agency by breaking
silence and indicating displea-
sure at the strength of the dol-
lar prior to 1985, it seems
unlikely that the currency
would have risen to unsustain-
able levels.

On (iii), international co-or-
dination of national fiscal poli-
cies can offer considerable ben-
efits, especially as the various
European economies become
more closely integrated. How-
ever, co-ordination need not
mean central control — pro-
vided policy-makers in each
country take account of the
others’ objectives. The Louvre
Accord, which led to increased
fiscal expansion in Japan and
Germany, was an example of
this.

The experience of the US,
where neither President nor

Congress has full control over
the budget, indicates that
determination of fiscal policy
at federal level does not guar-
antee its availability as a mac-
roeconomic instrument. Those
who wish to alter US fiscal pol-
icy must attempt to move it
indirectly.

The Delors Report envisages
federally-imposed limits on the
size of member nation’s budget
balances, with a small central
EC budget, so there would be
less central control over taxes
and spending than in the US.
Even so, the system would be
one of struggle among different
powerful groups, closer to the
US model than that of France
or the UK. It would be vulnera-
ble to a country that threatens
to leave the system, or uses
political pressure on another
issue to bargain for release
from earlier fiscal commit-
ments.

In each of the three areas
there is ample scope for mea-
sures to offset market imper-
fections without introducing
the new problems caused by
EC central control. This pro-
vides strong support for the
free market approach to Emu.

For that approach, abolition
of exchange controls is the
only important EC-wide legal
change needed to allow sub-
stantial progress on Emu. This
would end government access
to captive domestic funds,
allowing markets to impose fis-
cal discipline.

Governments that tried to
evade market discipline by
continued reliance on central
bank finance would put
upward pressure on their
domestic interest rates, or
downward pressure on their
currency, encouraging them to
outlaw such finance via
national legislation.

On the monetary side, aboli-
tion of exchange controls, plus
(in some countries) amend-
ments to company and con-
tract law, would open the way
to competition among EC cur-
rencies throughout the Com-
munity (though no-one would
be obliged to accept a currency
other than their own).

The free-market approach
thus offers the potential for
substantial progress on Emu,
though not full union, without
the need for a new treaty.

The author is chief economist
of Crédit Suisse First Boston,
London
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EMU: HIGH LEVEL GROUP (HLG) AND MONETARY COMMITTEE

[

In case the French persist in summoning their proposed HLG on
Tuesday, I should 1like your agreement to what (very little) I
should say at the meeting. It would also be helpful to have your
endorsement of my line for the following day's Monetary Committee
discussion on "preparation of economic and monetary union, and in
particular of its first stage, on the basis of the working
documents drawn up for the informal meeting of Finance Ministers".

High Level Group

2. The French, in so hurriedly convening the HLG, presumably
wish to advance work on Stages 2 and 3 for the Presidency to
secure agreement at December's Strasbourg Council to summon an IGC
which would meet directly Stage 1 had begun on 1 July 1990. They
may then have in mind the completion of the IGC's work in time for
a decision on a new Treaty at the December 1990 European Council
under Italian Presidency.

3. Such a timetable is much too fast. A decision on an IGC at
Strasbourg would require the preliminary work to be absurdly
rushed and once the decision to call an IGC is taken, the pressure
will Dbe much reduced for ensuring effective work during the next
(Irish) Presidency. In such circumstances there would be a good
probability that Delors' scheme, or something like it, would form
the proposals for a new Treaty.
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4. So I suggest that our objective in the HLG (and one that you
might take to Antibes) should be to frustrate any French plans for
a decision on an IGC at Strasbourg and to ensure that work on EMU
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