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Treasury Chambers, Parliament Street, SWIP 3AG
01-270 3000

3 November 1989

Charles Powell Esqg
Private Secretary to the
Prime Minister

10 Downing Street

LONDON

SW1A 2AA

b(,_“ CLles

EMU

You may have seen reports in today's press (Financial Times and
Independent - copies attached) about the High Level Group on
economic and monetary union. The Group has recently completed its
report, which will be discussed at the General Affairs Council on
Monday 6 November and at ECOFIN on Monday 13 November. The report
is also likely to be discussed at the European Council. You will
recall that we agreed to participate in the Group following the
Prime Minister's discussion with President Mitterrand on
1 September.

I attach a short background note which Bernard Ingham might like
to use with the press. As the Times correctly reports today (in a
report datelined Paris and presumably based on French briefing),
the British members of the Group, John Xerr from the Foreign
Office and Nigel Wicks from the Treasury, while contributing
actively and constructively in the work of the Committee,
repeatedly prefaced their contributions to the discussion with the
caveat that their Government did not share the basic assumptions
of the Delors Report.

I am sending a copy of this letter to Stephen Wall in the FCO.
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Jei,

JOHN GIEVE
Principal Private Secretary




FINANCIAL TIMES F

|Report adds

—

strength
to Delors
framework

By lan Davidson 1

in Paris

THE BRITISH paper on an
Evolutionary Approach to Eco-
nomic and Monetary Union in
Europe has almost certainly
come too late to have any
impact on the basic framework
of debate inside the EC.

That framework was set by
the Delors Report, which was
approved at the Madrid sum-
mit in June, and has been fur-
ther reinforced by the recent
repu:. of tie Guigul vosaude -
tee, unanimously approved by

officials from the Twelve. e

The committee, chan.. -y
Mrs Elizabeth Guigou, top
co-ordinater of French EC pol-
icy, was set up by France in its
capacity as Community - -
dent, to prepare the ground ..1
a conference on economic and
monetary union (EMU). g

The committee, attended by
senior officials from national
foreign and finance ministries,

_| completed its work last week,

and its 10-page report will be
discussed by foreign ministers
next Monday, and by finance
ministers a week later.

It did not attempt to pre-
empt any of the political deci-
sions on EMU, which will have
to be taken by heads of govern-
ment either at Strasoourg in

P

uvecemper, or at a subsequent
inter-governmental conference. |

Instead, it set out to clarify ;
questions which governments
will need to address in order to |
take the appropriate decisions.
Among other issues, it high-
lights the question whether the .
EC would need new institu-
tions or merely a -
ing of existing bodies, as well~
as whether economic policy
co-ordination within the frame-
work of economic union would
require binding constraints on
national budgetary policies.

The report also focuses on
whether economic and mone-
tary union would require a
strengthening of the EC’s dem-
ocratic arrangements.

The British paper is doubt-
less in time to secure a place
on the agenda at the two ses-
sions of the Council of Minis-
ters. But the tenor of the Gui-
gou report (so far unpublished)
is understood to indicate that
all the other governments are
satisfied with the Delors
Report as the starting point for -
discussie! g

n.
The difference of opinion
s Soetson theisost
explicitly réferred to.at ‘one
point. An allusion is made t9 |
the T 5.z7~ston “uat there
could be a different framework
from ‘hat set out in Delors, but
the report says this view was
not <1red by the other delega- |
tic !

.. ull otaer respects, how-
ever, it is understood to be
unanimous. The British offi-
cials, Mr John Kerr of the For-
eign Office and Mr Nigel Wicks
of the Treasury, contributed
actively and constructive': in
the work of the commit:ze,
though they repe-ted'y pre-
faced their contrib: - to dis- |
cussion, with the c- ~it that l
their Goverr—ent did not |

share the bas.  —mptions of |
the Delors Re =k
Thoug +* ‘ommit- |
tee made no aiie. answer |
the questions it  sed. the

French administration f1s |
y confident that polit-
ical support for the Delors
framework of EMU, and for the
convening of an inter-govern-
mental conference is wide-
spread among member
except Britain. |



THE INDEPENDENT

French pressure for
EC economic union

PRESSURE on Britain to yield to
a revision of the EC Treaty to ac-

te economic and mone-
tary union will be increased on
Monday when foreign ministers
will sece a new discussion r
detailing the main issues*
would have to be tackled.

The text, known as the Guigou
paper after Elizabeth Guigou, an
cconomic aide to President
Mitterrand, is the result of long
negotiations between officials of
all the member states, including
Britain. It all but assumes that an
inter-governmental treaty confer-
ence should take and that
the Delors Report published ear-
lies v yvee vuid U6 1o basis,

As such, it runs directly counter
to the “go-slow” philosophy en-
shrined in Britain’s aiternarive

aper on monetary union re-
eased yesterday. Moreover, as a
multi-courtry document it is
likely to drown out the R-*ish
contribution.

The Delors Report set out a
three-stage progression to union,
entailing a central banking system
and currency. The first stage, in-
volving only a strengthening of ex-
isting co-ordination mechanisms,
was endorsed by heads of govern-
ment in Madrid last June and will
get under way next July.

Britain argues that the first
stage, which would also mean

From David U
in Brussels

mature bet‘or:hgomldenng Treaty
changes for next two mgu.
Margaret Thatcher is there:

to resist moves at the 8-9
December Strasbourg summit to
set a date for next autumn for in-

phrase
stating that “full and ldeqmu"
preparation must be made before
Treaty talks are considered. How-
CVEL, 1 sauk, at least, is likely to
insist that precisely this new
per will serve as the main plank of
(nat prepuration, ensuring it will
be completed by next autumn.
Among the issues raised in the
new text, which takes the form of
a seri>s of direct questions, is the
cw.mwlu) of one or more mem-
ber states opting out of a Delors-
union. With clear, if un-
stated, reference to Britain and
possibly one or two other coun-
tncs, it asks: “Should there be
provision for some flexibility as to
the timetabics and terms on
which certain member st s ac-
cede to certain arrang-ments? If
s0, what consequences should be
drawn for the operation of the in-

stitutions?” There may be some
bemusement in Downing Street

paper, which explicitly develops
consideration of the second two
stages of the Delors Report, has
been endorsed by a committee
that’ included a joint delegation
from the British Treasury and
Foreign -Office.

Britain may attempt to play
down the nt inconsistency
by pointing to the inclusion of a
British-sponsored question ask-
ing whether a common EC wgne
urypohcynmryor ther

d be achieved by com-
pedn; umonal nolicies Rrs -¢
this, the text says: ““lhc workiug
party did not reach l;reemcm on
these quesions as in the -
mary delege. 10
question the consutuent «  cts
of monetary union”.

Other questions raised address
the extent to which national bud-
get policies should be bound by
common rules, whether other fis-
cal policies should also be cov-
ered and whether a common cur-
rency in the end would prove
necessary. While the question -
emunng democratic ac
ity of the central banking system
is also put forward,” there is no
suggestion that such a system’s

E:vhembecompmmued.
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The Working Party was convened on the initiative of the French
Presidency. It was composed of personal representatives of
Ministers of Foreign Affairs and Finance and of the Commission.
As its report, it drew up a questionnaire to assist in the full
and adequate preparation, as called for by the European Council in
Madrid, of the Intergovernmental Conference envisaged in the
Council's conclusions. The report comprises a list of questions,
which it does not attempt to answer. They were drawn up largely
on the basis of material in the Delors Report since that was the
only document (at the time) before the Council. The report will
now be considered by the General Affairs Council on 6 November and
by ECOFIN on 13 November.
Finercidl

2% As the; Times correctly reports today (in a report datelined
Paris and presumably based on French briefing), the British
members of the Group, John Kerr from the Foreign Office and
Nigel Wicks from the Treasury, while contributing actively and
constructively in the work of the Committee, repeatedly prefaced
their contributions to the discussion with the caveat that their
Government did not share the basic assumptions of the Delors

Report.

e The report includes the following:

"The following questions were put during the Working Party's
discussions. The Working Party did not reach agreement on
these questions as, in the view of many delegations, they
called into question the constituent aspects of monetary

union:

"Is it agreed that the establishment of a monetary union
requires a common Community monetary policy, or could
monetary union be achieved through the coordination of

Member States' monetary policies to an agreed Community

UNCLASSIFIED




;y.rrﬁwﬂdgg objective? If a monetary union is established through
the coordination of Member States' monetary policies,

-
1 what arrangements would be required?""

These questions were put by the UK. The formula above was the
only means for securing inclusion of this material in the report.
[NB. A common Community monetary policy is central to the
approach in the Delors Report. The coordination of Member States'
monetary policies is central to the approach in the UK's paper "An
Evolutionary Approach to Economic and Monetary Union". Inclusion
of the questions signifies that at least in the view of some

delegations these questions are still for discussion.]
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