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The questions of Monetary Union and the further deepening of the European Union
are closely interlinked. Taking stock of achievements so far yields a mixed
picture. In the monetary field we have a good, if not perfect, blueprint for
achieving monetary union before the end of this century, roughly 1500 years
after the Western half of the Monetary Union in the form of the Roman Empire
finally broke apart. In those times, the East, under Greek influence, showed
more stability than the West. Once we have achieved the goal of Monetary Union
in our time, at least among a certain number of member states, integration in
2that field will have come as far as possible. Such progress is, alas, sadly

" lacking in all other fields. Even the term 'economic union' is a misnomer since
there is not a single binding procedure for the coordination of economic policy
other than monetary policy. All economic policy other than monetary policy is
in theory subject to a multilateral surveillance by the ECOFIN-Council on the
basis of broad economic guidelines agreed upon by the European Council of Heads
of State and Government. The simple fact that the fathers of the Treaty of
Maastricht chose the term 'broad guidelines' is significant, because it is a
terminus tecnicus in Community Law and designates decisions that are not
binding.

A special procedure concerns one aspect of national fiscal policy, the excessive
deficit procedure. The Council of Ministers is supposed to decide whether an
excessive deficit in a member state exists or not. Such a decision would even
bar that member state from the third stage of Economic and Monetary Union. In
the third stage, the ECOFIN Council could levy sanctions against member states
with an excessive deficit. Perversely, those sanctions would aggravate the
fiscal position of the relevant member states. Other, fiscally neutral
sanctions, for instance suspending voting rights of the respective member
states, found no favour with the fathers of the Treaty of Maastricht. As you
know, the ECOFIN Council has, for the first time, applied the excessive deficit
procedure with the sad result that, at present, ten out of twelve Member States
could not enter the final stage of EMU.

There is one worse misnomer in the Treaty of Maastricht than the term 'economic
‘union', and that is ‘political union'. It is amply shown, by the conflict in
'Yougoslavia but not only by this, that what provisions there are for a common
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foreign policy do not work or are not used. As far as defence policy is
concerned, there are at present full members of NATO, members of NATO that do.
not participate in the military integration and one neutral country. That
picture is not likely to change.

There is one major reason for this asymmetry: The intergovernmental conference
that lead to the Maastricht Treaty was initiated and convened by people from the
Foreign Ministries of the Member States. It must be remembered that it started
out as a conference on Monetary Union alone at first and that an
intergovernmental conference on Political Union was convened only later. The
reason was that the diplomats thought that Monetary Union could serve as a
catalyst for Political Union. Also, it is a lot easier to transfer competences
away from you to the European level that you do not have. So it would make sense
if the next conference on Political Union would be convened and influenced by
the central banks.

That stock taking leads to the question what to do. There will be an inter-
governmental conference in 1996 that will look at questions earmarked by the
Treaty of Maastricht to be examined. This will not be enough. The scope of the
intergovernmental conference must be widened to include ‘a full review of
political and economic union. The European Union needs binding rules and
procedures for a foreign and defence policy and binding rules and procedures for
a common economic policy, especially in the fiscal field. It is very doubtful,
to say the least, that a monetary union, once achieved, would function well or
function at all in the absence of a coordinated economic, especially fiscal
policy. The same goes for a full-fledged political union. At least at that
magnitude, there is no precedent for a monetary union not comprising also a
political union. In the forming of national states in the 19th century, among
them my own, things took the reverse path and it took the United States 140
years as a nation to set up a central bank with the task of issuing a national
currency.

There are many reasons why it is hard to imagine that a monetary union could
stand alone. Money means trust and solidarity. In former times, you had to trust
the issuer that it would pay you precious metal on demand, nowadays your trust
is in the whole economy of the monetary union to accept your money as a means
of exchange. This aspect of national solidarity is supposed to be totally
centralized at the European level. It is hardly imaginable that other aspects
of national solidarity, a common foreign policy and defence policy, should be
decentralized at the national level. Such an asymmetrical system could create
tensions and endanger the monetary union. One example would be a member state
waging war while the others look on. Our host member state has, after all,
recently been threatened with war in a territorial dispute with a coastal
neighbour. I have no doubt that Greece, even being involved in a war and even
being member of a monetary union, would still comply strictly with the
prohibition on monetary financing of the budget and stick to the common monetary
policy. But other member states might not be as disciplined.

The counterargument is, that, in the absence of a real political authority on
the European level, the independence of the European system of central banks in
its conduct of monetary policy for the Monetary Union would be much better
guaranteed. This is true at first glance. But a central bank does not operate
in a political vacuum. While the independence of a central bank is one basic
precondition for lasting price stability - several studies have shown that - ,it
is not the only one. One important ingredient of successful monetary policy is
a consensus on stability in the society and the body politic. A central bank
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also needs a partner on the fiscal side. Only a European fiscal authority can
contribute to the right 'policy mix' of fiscal and monetary policy. The hope is
that a recurrence of the current fiscal policy stance in the European Union can
be avoided in the future. 1993 has shown historical record highs of government
deficits in the European Union.

The role of the European Parliament will be twofold, I hope. Before and during
the intergovernmental conference we will submit our own proposals. We will be
represented in a 'Group of Wise Men' that will start preparation of the
intergovernmental conference from next year on. After the conclusion of the
intergovernmental conference we will have have to decide whether we are
satisfied by the results, in which case we will ratify the new Treaty. It is too
early to say what precise proposals the European Parliament will submit. But a
few points are not unrealistic:

- 1Its role in decision-making on the European level in the polltlcal and
economic union must be enhanced;

- progress in achieving political and economic union must be made;

- A new treaty must ensure that the European Union will be able to function
efficiently with more than 15 or 16 members.

It is highly unclear and anybody's guess what the future shape of the European
Union will be. Only one aspect will be perfectly clear: at least for some time,
the Union will take the form of, so to speak, two-speed concentric circles with
variable geography. Being of a rather centrist political persuasion, I have
tried with that expression to harmonize different concepts meaning basically the
same thing. In Monetary Union, there are two Member States that explicitly would
not participate in the third stage. The first is Denmark,  which has an opting-
out clause. Denmark does take part in the third stage, provided it has not
notified the Council that it does not want to. But Denmark has notified exactly
that before the referendum on ratification of the Maastricht Treaty took place.
The United Kingdom, on the contrary, has an opting-in clause. If Her Majesty's
government does not notify the Council that it wants to participate in the third
stage, it does not. The United Kingdom has not yet notified the Council.
Inevitably, not all Member States will meet the Maastricht convergence criteria
in 1996, probably the first date for a decision on the third stage. Although the
convergence situation is surprisingly good, the sad fiscal situation apart, not
all Member States are meeting the inflation and exchange rate criteria, nor are
they likely to do so until 1996. Even if the fiscal situation improves with the
economic upswing, only some Member States will probably be able to move to the
third stage, not all. Greece, for instance, will not, if one takes reference to
the Greek convergence programme submitted recently to the ECOFIN-Council. I
suppose that this situation will repeat itself in other fields as well. In a
sense, this trend is already materializing, examples given are the Eurocorps in
the military field and the Schengen agreement. In the social protocol we have
an example for two speeds sanctioned by the Treaty.

One thing must be perfectly clear: The convergence criteria must not be soften-
ed. The intergovernmental conference in 1996 will, according to the Treaty on
European Union, Art. N, second paragraph, only ’'examine those provisions of the
Treaty for which revision is provided', and such a revision is not foreseen for
the convergence criteria. Nevertheless, as I said earlier, the scope of the con-
ference is likely to be broadened. I would personally warn against opening up
the provisions on Economic and Monetary Union, especially Monetary Union. In-
variably, demands to change the convergence criteria in the direction of soften-
ing them would produce counter-reactions and counter-demands. In the end, every-
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thing could be lost, but little, if anything, can be won. It follows from its
size and economic importance, that Germany must be a member of the Monetary
Union, otherwise there will be no Monetary Union because it would not make sense
economically. In Germany, a large consensus on price stability exists. That
objective of economic policy has never been seriously questioned. At the same
time, a European Monetary Union is overwhelmingly rejected by the population.

The most optimistic opinion poll I remember is the 'Eurobarometer' by the
European Commission, which showed 55% of those questioned in June of this year
opposed the introduction a European currency. Other polls yield up to 80%
against. Even a new political party had formed after ratification of the
Maastricht Treaty of which the main aim was to oppose Monetary Union. In this
situation, a mere discussion on softening the convergence criteria would be
disastrous. The German population rejects a European currency mainly because it
believes that that currency would be inflation-prone. Some may think that this
fear is exaggerated, nonetheless it is there. The fear goes back to one hyper-
inflation in 1923 and one currency reform in 1948. On both occasions, the 'man
in the street' suffered most and lost his savings. Happily, that consensus on
price stability is very much in line with main stream economic theory. It is by
now accepted by a vast majority of economists that, in the long run, inflation
does not contribute to more employment. On the contrary, inflation is not only
unsocial and arbitrarilly changes the distibution of the GNP, but has severe
adverse economic consequences. It is very difficult to quantify the costs of
inflation. The European Commission attempted to do so in its study 'One Market,
One Money' and arrived at the conclusion that an anticipated inflation rate of
10 % leads to welfare costs in the magnitude of 0,3 % of GDP. It also shows that
inflation does not lead to a lower unemployment rate. Just in the opposite,
economic evidence suggests that the OECD countries with higher inflation rates
had on average also a higher rate of unemployment. The study arrives at the
conclusion that an inflation rate that is one percentage point higher, is linked
to an unemployment rate that is by 0,3 percentage points higher. Or, to cite the
last British Labour Prime Minister, James Callaghan, who said on 28 September
1976: "We used to think that you could spend our way out of recession, and
increase employment by cutting taxes and boosting government spending. I tell
you in all candour that option no longer exists, and that, insofar as it ever
did exist, it only worked on each occasion since the war by injecting a bigger
dose of inflation into the economy followed by a higher level of unemployment
at the next step. Higher inflation followed by higher unemployment."

The convergence criteria in the Treaty of Maastricht are nominal, not real
criteria. The reason is that it is thought that a Monetary Union can exist
between regions with a different level of GNP per capita. In Canada, for
instance, income distribution is more uneven than in the European Union. Nominal
convergence criteria are necessary for two major reasons:

- A member state must have proved that it adheres to the aim of price stability
and is capable of persuing it,

- the underlying causes of inflation have been removed in the respective member
state.

Without the convergence criterion of a maximum inflation rate, the danger would
be real that the third stage could indeed lead to a more inflation-prone Euro-
pean currency in relation to the more stable European national currencies. And,
had the underlying causes for inflation not been removed in a given member state
"before the third stage, a member state with a higher than average inflation rate
could be exposed to a monetary policy that would be much too harsh for it. The
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effect on the economy of that member state could be devastating. Costs in that
member state would rise, the possibility for price increases would be limited,
economic activity would consequently be depressed because its competitiveness
via the other Member States could not be improved by devaluing the currency.

There is one stipulation in the Maastricht Treaty that that is not a convergence
criterion, but amounts to one. Member States are obliged to 'ensure, at the
latest on the date of the establishment of the ESCB, that its national
legislation including the statutes of its national central bank is compatible
with the Treaty and the statute of the ESCB'. That means, in other words, that
each Member State has to grant independence to its central bank. The European
Parliament has urged Member States in a resolution to do this as soon as
possible. Central banks are already autonomous to varying degrees in six member
states: Denmark, Germany, the Netherlands, Belgium, France and Spain (countries
are listed geographically from North to South). Unfortunately, a project
initiated by the last Greek government to give autonomy to the Bank of Greece
has not been completed. I even learnt from the press that the last Greek central
bank Governor had to tender his resignation because of differences of opinion
with the government.

The conclusion of what I have said so far, as concerns Monetary Union, is: There
will be no Monetary Union starting on 1 Januar 1999. No German government that
wants to do well in the national elections in Germany in 1998 would consent to
it. The situation may be similar in France, where national elections are
scheduled for the first half of the year. But the year 1996 is midway between
two national German elections, one year after presidential elections in France
and two years before national elections there, so the political will in the two
European core countries to begin Economic and Monetary Union could be there in
that year. The inflation figures look good and are likely to remain good in a
majority of Member States. Those countries have not used their greater liberty
in Economic Policy to diverge from their exchange rate targets against the D-
Mark and have shadowed German monetary policy. Unfortunately, budget deficits
in the European Union as an average have reached historic highs. But we are in
an economic recovery. In the majority of member states, either no reduction or
a reduction of only up to three percentage points of GNP is required to achieve
the Maastricht criterion. This picture does not change if one adds the four
applicant countries. With tight fiscal discipline, which is required anyway, the
two most important convergence criteria could be met in 1996. The exchange rate
criterion and the interest criterion are likely to be fulfilled, too, provided
that one interpretes the 'normal' exchange rate fluctuation margins with +/-
15%. This interpretation is almost compulsive, because +/- 15% are the only
fluctuation margins that exist, there are no longer any others. While termed
'temporary' in the decision on 2 August 1993, so is anything else on Earth. So
there could be both the political will and the necessary compliance with the
convergence criteria in 1996. This year would be the 'window of opportunity' to
take the decision to start the third stage on 1 January 1997. '

As I said earlier, from then on the European Union would even more ressemble
concentric circles. But the inner circle could expand until it completely
swallows the outer circle, so that there will be only one. Because no member
state is excluded from the third stage, provided it fulfills the Maastricht
criteria.

Without being able to set a specific date, further enlargement of the European

Union is likely. If one assumes that from next year on membership will be
sixteen, one could put the number of additional members at up to ten in the
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medium term and twenty in the long term. While having severe doubts that a
European Union with 16 members will work efficiently, an even larger European
Union would almost cease functioning. The problems are manifold: in many areas
unanimity is required, notably in the field of taxation. But the real
difficulties lie on a much lower 1level, in the technalities of everyday
functioning of the European Union. An often cited example is translation of
documents, currently from and into 9 languages, rising up to 12 next year. Even
more languages would mean even more costs, for translating, example given, a
Greek document into Finnish. The same goes for interpreting, with ever more
cabins needed around the meeting rooms. And think of the meetings themselves:
with 12 members, a table round takes one hour if every participant speaks for
5 minutes only; '‘ever more time will be required to negociate even simple matters
in meetings of the Council, its working groups, the European Commission and
other Community bodies, not the least the European Parliament.

Nonetheless, the European Parliament is principally in favour of further
enlargement. Realistically, an even more enlarged Community can only function
if

- it moves in concentric circles and

- its institutions and structure is streamlined.

The more members the European Union will have, the more difficult it will be to
reach progress in deepending the Union. A streamlined structure could mean that,
for instance, not every member state will be represented in the European
. Commission. Should, for instance, Iceland, Malta and Liechtenstein join the
European Union, they would have less than 1 million inhabitants, even together
with Luxemburg. One could think of a requirement to have at least 30 mio.
inhabitants to have an own Commissioner, at present 5 member states. The other
Member States could get another five Commissioners on a rotating basis. Similar
arrangements could be found for the Council. In the European Parliament, of
course, each member state must be represented democratically in relation to the
size of its population, but the overall number of deputies could be lowered, -to
allow more efficient work.
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