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tha Europesn Council took a decision in Stxasbourg lJast Lecomos:
which will have fay-reaching implicaticns. Befors tha end of th.
year an intergovsrnment conference is to be convened which is
discus=, and %o decide on, the future coad to Huxopean aconcmic
and mcnetary union and its institutional structure. It ig to
provide the lagal basis for the necessary yegponsibilities whic
row rost with the national authorities to Dbe transierred tO
Community bodies. Monetary policy will be affescted mest. The
ruling EC treaty does not provide for any Community resgonsiblil
for monetary policy, which sufficiently explains why institutic
mteps towards monetary integration requizé an amandagnt t9 thz
tresty. Article 102 A, which was added to the rulling EC treaty
whe Single European Act in 1986, expressly reaffiymed this
requirement by stating: "1n so far as further devalopment in tr
¢ield of economic and monetaxy policy necessiiates institutionr
¢hangas, the provisions of Article 236 shall be applicable.”
pursuant to that artiele, such amendments shall be *ratified by
all the member states in accordance with thelx respective
econstitutional reguiraments‘.
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economic pelicy chero is 7@ comparable

znqtz::m:§gg%3§§%2%§%2:i new instituticne for ocznot;:mnniow.var'
22 — oy responsiblilities tO . Hon
e :n;::ta:: ;:a:zzzfi;: axizting 1nat:pmen€§‘hnddb22:es in
beztert:'achieve more conve:genéi”IE_EESﬁEﬁfﬁgﬁol1cY Bﬂ‘ L
b d to establish thase permanantly. The progros AT
rguul:’:a:xamplo, the liberalisation cf the movement of g:: e
f‘”;t‘: must not ba called into question again 1; g@conom i
c:zeta:; union is to last. Additional binding arranq;T::::tal
:herefore ba necsssary in majos seCLors whi:f ma:ztzg_zgzﬂ;ELCh
metion more diffigcult or impossible for.mzm efhza”“ga:gicul.:ly :
R eTTey ‘t‘“dﬁfé.waigﬁffizzggﬁi;e ;Z§z;nda; of soverelignt]

al policy. This will necess
;i’ibe individual member states, but this neazgzoz’me;; 28
10 e i iommugizyi::;hzziti;bi;diazi;y principle

cil and the Cemmission, v
ZZ:;ected, As is well known, this prinuiple pro;id::rfz:v.l. g
everything which need not be decided on at the chsdentally' =
dacided on and implemented &t the lower levels. 1n¢:

- be
control functions of the European parliament aze tO

sy ion to the
.EESBguhened systamatigg;;y, particularly in relat

e ——

: . the
Compission and the Council: this was @ cendition macle by
:'I' 1 " e

A Y Strasbourc.
Garman raderal C?tanCP-llOr in T

P S —————"

SR

I1.

4 mhiams
The most important issue in the menu of queac;ctﬁ l:ddzz;i—i:e
which the intergovernment confsrence will :acef :enmuct e
furopean csntral bank system (ECBS) . Its st:ucfud o
¢he high expectations which & future ecenomic an T
arcuses in the member states, namely, iR the e will not be
curgencies tha expectation that R !tab"ityncries where
1ost in an economic and monetary uniang and 13 cO: lgsser degr
the value of money is being eroded to & groaté® of a1l

that an end will be put to this srosion ONRCe and for
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Nor other than Walter Hallstein himself, the fizst President of
the EC Commission, saw monetary policy as the touchstone for the
¢Community. He wrote that "monetary stability is a value of great
{importance, a fundamental requizement”. The fact is that only
when those responsible in all member states are prepared to
concede monetary stability this prierity can the project of an
economic and monetary union succeed. Only then will it be possibl:
in the foreseeable future to fix the exchange rates between the
national currencies permanently and finally to replace the
rational currsncies by a common Currency.

Thie ambitious goal certainly cannot be achieved in a
revalutionary act, in a great leap forwarzd, but only in an
evolutionary process which, however, gshould be determined by the
zame principles that must apply in the final stage of a Furopean
monetary order. This means that the monatary policy of the
countries participating in this procesn must now concentrate on
the task of maintaining monetary stability and of preventing
inflationary pressures, & task which can be pursued with the
qrestast chance of succass. '

111,

The EMS did not stabilise either until major member states
nesorded monerary stability the importante which was necessary fo
the satisfactory functioning of the system. There were no fever
than seven realignments by March 1983, which in itself is & sign
of indtability and divergence in terms of economic development.
Tha decisive turnaround in the stabilisation of the EMS occurred
in March 1983 when the French government radically chggggg_fts
economic policy objectives. It is probably not an exaggeration To

e

s&y that at that tims the existencs of the EMS was in the bnalance

-

1 Walter Hallstein, *Die Buropiiische Gemeinschaft" (The Eurcpean
Community), DUsseldorf, Vienna, 1973, p. 133,
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since tharn the EMS, or at jeast its "haxd core", has come
increagingly closer toO the original objective, namaly Yo create A
zone 0f internal and external monetaly stabllity, which is all the
more remarkable as the dollar ratu was gubjact to extreme
{luctuations in that period. The p=Mark no doubt playsd an
{mwortant part (n this. It provided the stablility standard which
wvery fixed sxchange rate system neads. Thiz iz a widely held
telief today. The Delors Repoxt states, for example: "Moreover,
the sydtam has benefited £zom the'rolc'playod by the C-Mark as %n
‘anchor’ for participants’ monetary and {ntervention policiss.”

"he D~Mark has increasingly become the mest important intsrvention
and reserve currency in the EMS, not wecause the Bundesbank gought
this role but because the D-Mark is regarded by the markats and
ke central banks as a stable currency whizh can be usad
intgrnationally without restriction. Outside the EMS, too, the
D-Mark is today the second most important curxency aftex the
delia=. About one-fifth of all foreign exchange reserves
world-wide are heid in D-Mark. 3

1 Report on economic and monetary union in the EUropesn Semmunity
(heloxs Report), 1583, sacticn 5.

Gae also the remark made by the Governor of the Bank of Engiand
Lzigh-Pemberton before the Treasury and Civil Committes on June
18, 1989: "One has to acknowledge that the Bundesbank does
exercise a very streag influence over the ERM at the moment. Quit
horestly, we must acknowledge, too, that the successes of the ERM
are duas te a large measure to what one might call the anchoxing
yola Of Lhe DeMagN."” Again, Italy’s formar Cencral Bans Soverncrs
ancd present Minister of Finance Guido Caxli said: “The Eurvpéan
Monetary System in its present form centres on the D-Mark and thu
on the mest stable currency; if one tried to lat it bresk away
..., one would endanger the process of achieving monatary union.”
(ba Repubblica, July 13, 1988).

28y
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*he D-Mark is pacoming more important {n severzl séstern Turopaan
countzies as well, and this importance is 1ikely ¢0 increasa even
more, Lf anything. in thelr offorts ¢«o make their cuzxzencies
sonvertible and to stabiilise them, the central and eastexzn
European countries will pzobably {ncreasingly orientate themselves
rowards the D-Mark. this applies particula:ly to the GDR. 1%,
after May 6, a freely slacted government Agcides in favour of the
free market economy and ¢reatas tho nacecsary preconditions for
jnvestment capital from the Federal Republic of Germany and othex
countries, it could become the target of an enormous inflow of
¢ynds. This, togethsr with an appropriate monetary and exchange
rate policy, would provide the opportunity to introduce
convertibility step by step. It {g clear that the D-Mark must be
gevn as the "anchox" in such a development. IN fact, the D-MarX kl
already & kind of parallel Suzxsncy {n the GDR and other central

e

snd eastorn Zuropean countzles.

Facticularly duzing the seventies Lthe Bundasbank sotually resiate
geeing the D-Hark forcad into the function of a regarve CUrrency
as the monetacy policy implications are not always VeIy
convenient. We would therefore welcome it {f other currencies war
o share this burden with the D-Mark as a gasuis of the
“competition of currencies® recommended by our British friends o2
pexhaps it would be battar to 8aYy: “compatition of policies”. The
pcund staxling, which has & long tradition 28 A reserve cCurxency
could perheps win back somathing of its old glory i the united
Kingdom succeeded in solving its inflation and balance of paymen
problems. But particulazly the French franc has in my opinion th
éEEentLal of playing a faxr greater cole in Burope and worldewide
The determined policy of the French government and the Banque de
Feance. to contain inflation could contribute to this just as muc
as the elimination of the last controls on capital movemants Anc
tne development of Paris into one of the most important Europear
financial centres.
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On the other hand, I believe that the potentlial of the ECVU in its’
present form as a basket currency is fairly limitec. The privace
ECU has had a succsssful carser on the financial markets, but
Pasically it has only played a minor role in awnsiary iategration
in Eurepe, and as a numéraire for exchange rates its.significance
has at best been symbolic. During realignments it iz the changes
in bilateral central rates which matter, and new ECU central rate:
are merely darived as a second step from the changes in bilateral
exchange rates. Viewed as a whole, the experience of the past ten
vears confirms the fact that, while an exchange rate system such
as the EMS requires an agreed set of rules, its functiening
depends prlmarily on the willingness of tha parxtner ¢ountries to
satisfy the requirements underlying stable exchange rates. These
inalude above al) the safeguarding of domestic monetary stability
in all participasting scuntries.

- IV,

Now can this basic condition of monetary union be ensured if the
wesponsibilities for monetary policy dre transferred from nationa
inetitutions to a Community body? Histoxical experience has shown
what thie can best be expected of a system which is independent o
polltical interference. This applies to the EC to an aven graatex
axtent than to national states because in a confederation such as
«ha EC there is always & tendency to orientate oneself towards
averagesz and compromises, but that is the worst péssiblo compass
for monetary policy. Only an independent institution is in e
pesition to resist the ever-recurring wishes of peliticians to
presczibe monetary policy tarqaﬁs which are often incensistent
with the objective of stability, such as the stabilisation of
exchange rates or the prometion of growth and employment Or the
balancing of regional disegquilibria.

1f only for practical reasons a modern, efficient central bank
system must be independent of the instructions and pressuras of
national governments and European institutions. Protracted
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consultatien and concertation processes are not congistant with
the requirements of the financisi markecs which nang fast and
£1uxible reactions by the central bank, as wad the case, for
{nutance, on the ocutbreak of the dabt crisis in 1982 ox aftex the
crush in October 1587. i

What i3 more impcréant, however, is that only an independent
central bank is in & boaitio? to pursue a monetazry policy geared
to longer=term requirements. Wwe know that an increas@ or decraoase
in the money stock works through to the esonomy oniy with &
pusstantial time-lag. Interest rate mfggggg;_du not affect ths

moaey stock for sevaral months, and price movements take svan

_——

10ﬁEiE_EB”fiiEE”EEfiﬁé:égggxystocx. These delays muat Da Takon :
into account when monetary policy measures are being drawn up. An
Lndependant centzal bank (8 in a bettar pogition to do so than an
gqovernment as it is not mo much subject to the temptation Lo
SESYSEE"Ehe pasic requirements Of anti-inflationary monetary
pelicy for the gake of short-term effocts or elaction tactics.
william McChesnay Maxtin (Fad Chairman 1351-70) expressed this
cather vividly when he said: «“fhe Fed’'s job is toO taka away the

punzh-bow) just when the party gats going".

5¢{ =ourse, cven an independent central bank cannct alofis guarants
mcnetary stability. The financial bshaviour of the public
authorities and the behaviour of management and labour must mage
their contribution. But the decisions of an indepandent cential
benk about the width of the "monetary cloak” which it i8 proepazc:

PN

1 Alan Greenspan in a speech before the §ubcominities ©f Doméztic‘
npnotar§’§3TT;§ on October 25, 19893 "... indepandence enables t
central bank to resist short-temm {nflationary biases that might
be inherent in some aapocet.of the political procsss. The Fsdera
Resarve must take actions that, while sometimes unpopular in the
ghert run, are in the long run ifi the pest intverests of th§
eountry.”
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to provide gives an important signal for s realistic assessmant of
the avallable opportunities by all esconomic agents.

V.

1£ it is agreed that a future European central bank system (EC3S)
muat be independent of governments, the Council and the
Commission, the question arises of how this indepencdence can be
ensured. A corresponding legal regulatieon which guarantees tho
¥CBS's independence of instructions is only one element of its
independence. In addition, it requires the personal and
protfessional independence of the members of the governing bodies
of this system, that is, of both the governors of the national
¢entral banks and the members of the supreme governing body, that
L& to say, of the European "central bank council”.

mhe personal independence of the membera of the governing bodisse
can be ensured 4if the cfficlals nominated by the govarnments
{central bank governors) and the Council (members of the Board)
are appointed for a sufficiently long period (14 ywars in the
United States, eight years in the Federal Republic of Germany) and
L€ their appointment cannct be terminated during thnt period.
Yoreover, and this goaes without saying, they must have excellent
axpart knowledge to enable them to make independent judgements.
The qualities of personal independence naturally include adequate
financial arrangements during and after their term of office. This
is, after all, what Professoxr Adolf Weber called "the continuity
of reeponsibility and the continuity of expertise" in the
discussion about the new Bundesbank Act at the beginning of the
tiftiaes.

1 Erich Achterberg, Velkmar Muthesius, "Die Bundesbank - Aufbau
und Aufgaben” (The Bundasbank -~ structure and functions) in
Behiiftenresihe der Zeolitachrift flir das gesamte Kraditwesen,
Frankfurt am Main, 1950, p. 1l4.
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It is Smportant that naticnality takes second place o the task
with which these officials are entrustad. As thera can be only one
salf .contained monetary policy for the Community as & whelo, and
not a1 monetary pelicy which takes aceount of the special requests
of individual statss and regions, the cent#al bank governors and
the members of the Board must be committed to the common task and
not =o the interests of individual countries or regions, and this
sunt be clear when they cast their votes,

vx.

Abova all the instrumental independence of the systom must be
guaranteed, i.e. its ability to fulfil its functien of
pafequarding monetary stability without rastriction by using the
ne=eszary instruments. The instrumental independence of the ECBS
muczt be ensured by providing it with a sufficient arxay of market
tastyuments whose application is not hamperad by administracive
regqulations and measures. These should be instruments which are
linked to the markets and which use market processes to achieve
their ends instead of eliminating them or falsifying them in an
undesired way. It is obvious that interest rates as the price of
money and credit must be of central importance. But this set of
instruments should also include all the other tools of modern
mentral bank peliey, irrespective of whether they are being
applied in the individual countries at present ox not.

{ cannot deal in greater detail with these rather tecinnical
questions in this lecture (some proposals are contained in the
collection of papers submittasd togethex with the Daloras Report),
but one thing should be clear: a future ECBS which is to satisiy
high expectations must have the weapon which avery efficient

central bank must havet ;hg_mgnggg}x;gj,mgngx_g;ﬂh&iﬂ&- Monetary
pelicy is not divisible, not even in a basically federalistic

system such as the Fed or the Bundesbank. Without the monopoly of
money creation, the ECBS would be a "tiger without teeth”.
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A syrtsm which iz used enly to "coordinate” monetaiy policy but
loavas the right to decide on the price and the quantity of money
in cirsulation to the national governmants and/or central banks
would b "half baked", as Alan Walters called the EMS.
secoordination” must net be orientated towazds & Euzopean inilation
average or any axchange rate targets, which would amount to
rest-icting the Bundesbank’s reom for manceuvie without providing
a convincing alternative. Attempts of this nature have often been
made in the last few years, as all those involved know, Such &
systom would be less efflcient for achieving stability than thea
present regulatory framework of the EM3. It would therefore ba
unacseptable to us and no doubt to othor EC countries as wall.
whie has always been the German position, and a Garman government
which gave it up could not count on the support of the Gezman
general public which reacts very sensitively to matters of price
geability, This has become Very clear in the sometimes most
eritinal reactions %o the Delors Report, particularly to the
proposals on "stage two', which in fact remained falirly vague and
left more guestions open than they answered. Not without reason is
iv patd of “stage two" (and I quote): »at this junctuxe, the
ermmiztee does not consider it possible to propose 2 detajled
blueprint for accomplishing this transition", that is, for the
cransition from stage one to stage two in the monetary sphere. I

. will revert to this problem latar when 1 describe the work

" prograrme of the Committes of EC Central Bank Governors.

With thelr decision to start nagotiating an agreement on a
Eurspeen central bank system as early as the end of this year, the
(;“ﬂxf\g}govornmenta undertook te put their cards on the table and to say
whether they ware in fact prepared to transfer the decision on
futnre monetary policy to sn independent cemmunity institutdon. In
my spinion, it would have been petter to gain a few years’

1 Delors Report, section 87.
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experience with "gtage ona® of seonomic and menetaxy union and to
imploment first what has alrsady been decided on, particularxly the
sing.e market, the liberalisation of capital movemants, the
harmonisation of taxes, etc,, before envisaging further-reaching
institutional steps. But naturally I accept'the decigsion of the
Hasds of State and Government and I understand the pelitical
motivation behind it. '

vII.

I1f a basic consensus on the structures of a European central bank
systam can be achisved in the way just outlined, a number of other
important questions remain to be decided on, and I would lilke to
mention just a faw of these.

First of all, what is to happen if not all goverxnments and
parliaments agree to an amendment to the treaty because of.
economic and monetary union as is required under EC legislation?
In this case, which ¢cannet be ruled out from the outset, there are
two pussibilities. One could procsed in the same way as with the
EMS, which legally is an agreement between the central banks of
the Community. This would give rise t® a second treaty, in
sddition to the EC treaty. I would think this highly questionable
for the cohesion of the EC and would prefer an arrangement based
on the EC treaty even Lf it cannot be implemented by all
contracting parties at the same time, as was the case with several
requlations of the EC treaty some of which have still not been
implemernted.

Another question whiech is frequently raised, particularly by the
French and the British, seems to me to be aasier to solvet the
“democratic control® of an ECBS. There is no need to wait for
cemplete political union, & European government and a parlisment
with real responsibilities before an ECBS is set up even thoeugh
historical experience would suggest this. Historically, central

banks have always been established after the formation of states.
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Neturally the integration of EBurope cannot pe confined to monetary
solicy, Pregress in other fields, such as the German Federal
cranceller demanded for the Euzopean Parliament, is necessary. But
ar. indapendent ECBS would, in my opinion, bo_concaivable before
the completion of political union if the govarnments vant this and
{¢ they are prepared to surrender the corrasponding sovexeignty as
they have done in other, albeit less {mportant, fields. The sysotam
would have an adequately democratic legal base 4{¢ it came about by
an acroement between democratic governments, Lif the agreement wars
racified by democratically elected pariiaments snd Lf the seystenm
wors provided with a clearly defined mandate. In addition, the
mombars of the Boagd could be appointed by the ECOFIN Council and
the members of the Council by the national governments. The
accounting {not the monetary pollcy!) could be audited by an
impartial court of auditors. In my opinion it would be quite
congsatent with the independence of the system if the president
reguiarly reported to the Eurcpean Parliament, albeit not as
frequently as is the case in the United States, and i{f the
Chaivman of the ECOFIN Council and the President of the EC
Commission could attend the meetings of the European central bank
emuncil (without veting rights) just as, conversely, the chairman
of the ECES would be invited to the relevant ECOFIN meectings. In
addition, the general public should be comprehensively informed,
as i3 customary in the United States and the Federal Republic of
Garmany, for instance. As fox the rest, the system would be
measured By its success.

It i3 much more difficult to answer the question of which
furctions national central banks should retain than £0 answer the
question of “democratic¢ control”, Here, too, the subsidiarity

1 milton Friedman, “The case for floating rates” in Financial
T{mer, December 18, 1989. “A truly unifled European currency would
make a ¢reat deal of sense. But to achigve it requires eliminating
all =entral banks in Burope ... except one ...".

e
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trinciple should apply, that is, only those functions should be
tzansferred to the Community body which cannct be satizfactorily
felfilled at the national level unleas this affects the
roquirements of & consistent, self«contained monetary policy. In
tho first place, these are all decisions on interest rates,
liquidity and the money atoeck, that is, monatary peolicy in the
proper sense. This must necessarily includée decisiocns on purchase:
and sales of third currencies (mainly dollars) because thesa have
divect affects on liquidity and the money stock, It also involves
tho difficult preblem of a transfer of foraign exchange reservas
to Community institutions and the decision on who is to receive
the proceads.

In spite of these far=reaching powers, the ECES could function
with a comparatively small staff, =ay, a number similar to that o!
the Board of Governors ¢f the Federal Reserve System, as exscutive
functions could largely be transferred to the well-established
syetems of the national central banks which would then act on
behalf of the Community. The settlement of payments, open market
cperations with the banks, business on behalf of govezrnment
inetitutions and the like ¢ould well be taken care of by the
national central banks - according to the guidelines and
instructions of the ECBS. In addition, the national central banks
shculd, in my opinion, be responsible for bank and stock exchange
supervision unless this is already the case as, for example, in
the Federal Republic of Germany. This means that the national
cantzal banks would play a role similar to that of the Federal
Reserve Banks in the United States or the Land Central Banks In
the Federal Republic of Germany. However, thay (and/or the finaner
ministers!) would have to give up their xight to formulate
independent national monetary policles. Particularly for Germany
this would have far-reasching implications. The Central Bank

- Council, which today is the supreme docisionemaking body in the
monetary policy field, would lose its most {mportant functlon, a
consequence which may not have become quite c¢lear to every
advocate of an ECBS in the Federal Republic of Garmany.
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Husersus cther questions have to be answered, such as: how the
voting rights are %o be determined in & Eurcpean cantzal bank
council; where the ECBS is to have its domicile; and how tha
profits are to be distributed, and 8o on. In this lecture I cannot
Jdeal with those questions in detail. There is one aspect, howaver,
which I would briefly like to highlight. '

VIIiI.

Zvea a strong and independent central bank can only fulfil its
functions 4Lf its poliey is not counterncted by fiscal pelicy. The
agrrement must therefore stipulate that the effevtive use of
central bank instruments is not hinagered or influanced undesirably
»v the nature and scale of public borrowing. Recourse to central
pank credit must be ruled out from the outset or reduced to 8
minimums  in view of modern and free financial markets it is
basically no longer up-to-date. Even if government functions are
financed through the magket within the appropriate limits, both
the sffects on the use of monetary policy instruments and the
overall aconomic implications must be taken into account. The
greater interest rate resistance of the public authorities
cempared with that of private borrowers muat be corrected by an
adoquatae degree of self-discipline if a crowdingeout of private
finaneing is to be avoided. And monetary policy must not be
condemned to facilitate or ensure the satisfaction o the
n{nevitable" public borrowing needs, possibly at tha expense of
{ts proper function, the safequarding of monetary stability.

-
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An adequate dagrea of self-discipline at all govarnment levels
could rsduce the necessity of binding rules for tiscal policy te
minimum or even make it superfluous. As is wall known, such
binding rules, with limits for the budget deficits of individual
membexr countrias, were considered necessary in the Delors Report
{n ordsr to guarantee "a coherent ¢igeal/monetacy policy mix* in
the Community. There are not yet very clear ldoas as to whexe suc
binding rules should come into forxce, how they should be 2
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decaemined and how they could be implemented. And, as I said
nefore, they should not lead to all powers and control authorzitis
poing concentrated in Brussels in future. Judging by all
experience, the idea that fiscal discipline will come about quasi
automatically with the aid of market mechanisms appears not to be
wvezry realistic, howaver.

iX.

txperience in Germany has gshown for years how important it is the
the government at all levels, as well as management and laboux,
ara willing to act responsibly undex realistically assessed
conditions so that the central bank can fulfil itg function
without undus frictional loss and safeguard the value of money,
both internally and externally. As early a8 in the rirst stage oI
economic and monetary union {t will be found out whether this
w:.llingness exists in the largar Euzcpean CONTEXT. 1t will depe
on this willingness whether and when further steps are possible,
including the establishment of a European cantral bank system.
Even without amending the treaty the European Community has
already an adequate institutional framework for establishing &
convincing common aconomic and monetary policy. We have ameng
o:=her things the Council of Eurcpean Finanhce Ministeys and the
Council of European Central Bank Governors, as wail as the
Monetary Committee in which our alternates work, Within this
framework progress towards coordinating economic, fiscal and
monetary policies is already possible and nocessary soday, that
15, without waiting for the result of .the presumably Pt°t=¢¢‘¢d
iatergovernment confarence. :

As far as monetary policy is concerned, the Committesd of Central
Bank Governors agreed at its January meeting on a reorganisatior
of ite work, with respect to both staffing and 3COp® of its
deliberations. Its staffing was affacted Lin that the Chairman wé
aloacted for three yea::} instsad of one year, thus ensuring
greater continuity. Furthermore, to support the committee, a
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regoarsh team consisting of competsnt sconomists will be set up;
this team is to prepare problem~-related studies on guestions which
qust be answered for a common assessment 0f monetary trends within
the Community and in relaticn to third countries. It will alsdo
drav up well-researched commants on relevant questions which are
to be addressed to the Council or to the goveramenta.

regarding the content of its work, the Committes will work towards
a higher degree of convergence "with & view to achieving domastic
price stability, which is at the same time & necessary conditicn
for stable exchange rates*. That highur degroe of convorq:nce was
tke aim of the amendment to the Council decision of 1964 on the
cocperaticn between the central banks of the Community. A starting
poiant for this is the closer coordination and convergence ¢f the
annual monatary targets of the individual national central banxs.
So far the most varied aggregates have beean used and diffaring
acsumptions have been taken as a basis. A common monatary target
for the Community will not be the result of these discussions in
the foreseeabla future, but it should he possible to convergs the
concepts and to give the Committes of Central Bank Governors the
epportunity to use consistent yardsticks when consulting about the
basic stance of itz monetary poliicy. This will ba of grest use
even if individual membar countries continue to gear their
monetary policy, particularly theix interest rate pelicy,
esszentially to the objective of defending the exchange rate
relations agreed upon within the EMS. ' The significance of monetar:
targets is thus qualified {n individual cases. As & contzrol
variable the money stock néverthaeléss retains its significance as
a money gtock getting out of hand would have to be interpreced as
a sign of unwelcome developments sven Lf the exchange xate of the
CUITENTY concecned remains stable.

1 Saa Council Dacision, Doe. 10128/89, of December 4, 1989, p. 1.
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The cooperation among the EC central banks has contributed much to
the progress towards convergence in the ten years or more which

sm masaad pince tha EME wae setablished. and (¢t iz thix progregs
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whizh opens up the prospect of an implementation of economic and
monotary union. Compared with thia. there is a considerabla nsed

v o w

to zatcth up in other fields, not least in tiscal policy. The
Comnittea of Central Bank Governors will therefore not hesitate to
frlfil its mandate “to express Opinions to individual governments
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intarnal and extsznal monetary situation in the Community Andi in
purticular, the functioning oi the European Monetary System.”

The Committoe will alse comment on gquestions concerning the
further progress teowards economic and monetary unien. In thelr
capacity as membersg ¢f the Delors Committee the central bank
governors have crsated an important basis for the debate

mea1time further considerations and
{a

ide
tina) dae tha

galnm naturalliv rearte with
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pagliaments, but it must be as well-foundud as posliblo. The
Ccmmittee of Central Bank Governors will contribute its expertise,

.am genvinced t snall thius make

1 Sae Council Dacision, Doe, 10128/89, of becember 4, 1989, p. 4.




