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Preface

Thisoccasionalpapercontainsspeechesforthesymposium held

onApril22,1997,0nthesubjectof1.EconomicandMonetaryUnion-

theeuro-schallengetothedollarandtheyen一一,whichwassponsored

byInstituteforinternationalMonetaryAffairs･

Mr･Gyohten,presidentofIIMA,inhisopeningspeech,

emphasizedtheimportanceoftheintroductionoftheeuroandits

implicationtowardstheworldeconomy･Fivepanelists,Mr･

Lamfalussy,PresidentoftheEuropeanMonetarylnstitute,Mr･

Gaddum,DeputyGovernoroftheDeutscheBundesbank,Mr･

Walrafen,SeniorExecutiveVice-PresidentofCaissedesDepotset

Conslgnations,Mr･Lindsey,FormerMemberoftheBoardof

GovernorsoftheFederalReserveSystem,andMr･Kato,ViceMinister

ofFinanceforinternationalAffairs,MinistryofFinancedeliveredtheir

viewsontheEuropeanCurrencyUnion,followedbypaneldiscussion

presidedoverbyMr･Gyohten･

OPENINGSPEECHAND

PANELISTSPEECHES



OPENINGS霊》EECH

TbyooGyohten

Europestandsatthegatewayofanepoch-makingera･ⅠnJanuaryof

1999,theEconomicandMonetaryUnionwillstartandtheslngleEuropean

currency,theeuro,willbeintroduced･

Franklyspeaking,theEMUseemsnottohaveawakenedmuchsignifi-

cantJapaneseinterestuntilveryrecently･TheJapanesepeoplehavenot

paidsufficientattentiontoeitherthecontinuouseffortsoftheEuropeans

towardeconomicintegrationorthestrongpoliticaldeterminationthathas

supportedthem･Thus,theyhadremainedskepticalofrealizationofthe

EMU.

Now,however,thosewhostillhavedoubtsareintheminoritynot

onlyinEurope,butalsoinnon-EuropeanCountriessuchastheUnited

States.

TheEMUisreachingthefinalstagesofthe】Ongroadtowardsthe

Europeaneconomicintegrationthathasbeenbeingbuiltoverthefiftyyears

followingtheSecondWorldWar･Thisprocessstartedwithformationofthe

EuropeanCoalandSteelCommup.ityin1952,andledtomanyotherwelレ

knownmilestonessuchastheEuropeanEconomicCommunityin1957,the

EuropeanMonetarySystemin1979,theagreementontheTreatyon

EuropeanUnionin1991,andtheestablishmentoftheEuropeanMonetary

lnstitutein1994･ThisprocesshasthereforeexperiencedmanyImportant

occasions,butcrisesalsoemergedseveraltimes･
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EvenaftertheframeworkfortheEMUwasagreeduponinthe

MaastrichtTreaty,acurrencycr
isisoccurredfromlatein1992intomid-1993,
causingcurrencystabilityinEuropetonotbesustainable･
Politicalleaders

ofmalOrEuropeancountrieshaveovercomethesecrisesbyvirtueofa

strongbeliefinandcooperationtowardthematerializationofeconomic

integration･

Obviously,t
hesignificanceofEMUforEuropediffersfromthatfor

Japan･
ForEurope,
itisacentralissueonwhichitsdestinydepends･
SuccessorfailureofEMUwillhaveanimmeasurableimpactonthe

Europeansociety,po
litics,an
deconomicsinthe21stcentury･
Ontheother

hand,
JapancanneitherparticipateintheEMUnorhaveanyinnuenceover

it･
Inthisrespect,a
longsidetheUnitedStatesandotherAsiancountries,
Japanisanoutsider･
Inview,
however,o
ftheroleplayedbyEuropeinthe

worldeconomy,an
doftheimportanceoftrade,
investment,an
dfinancial

transactionsbetweenJapanandEurope,
itisnaturalthatJapantakesgreat

interestinthefateoftheEMU,an
disseekingitsownwaysofcoplngWith

it･
TheJapanesefinancialindustrystandstobeconsiderablyaffected,
inas

muchasEMUwillbringremarkablechangeinthecurrency,
financial,an
d

capitalmarketsofEurope･
TheystandtogalれOrlosefromtheemergenceof

thesingleEuropeancurrency,
bearcostsforthechangeoverintermsof

bothhardwareandsoftware,an
dbecomeexposedtogreaterprofitopportu
一

mitiesandrisksasnewproductsandnewmarketsspringup･
ForJapanese

non-financialindustries,t
herewillbeadvantagesanddisadvantagesarlSlng

directlyfromtheadventofthesmglecurrency･
Inaddition,t
heintroduction

oftheeurowilleliminatedifferencesexistingamongtheprlCeStructuresOf

nationallydefinedmarkets･
Forthatreason,
itisnecessarytoreconsiderthe

se】ectionofwheretomakedirectinvestmentsforproductionorsalesfacili-
ties,ora
llocatingpr10ritiesintargetingspecificmarketstotradewith･

-
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ForJapanesemonetaryauthorities,therolestobeplayedbytheeuro

intheintemationalmonetarysystemwillbeamatterofgreatinterestand

concern･TheywillbeinterestedespeciallyinanyImpactitmayhaveonthe

statusoftheyenasanintemationalcurrency,onAsianfinancialmarkets,

andonthestabilityofexchangerates･

AlthoughitisthemajorityviewthattheEMUwillbecomeareality'

thereisasyetnodefiniteassurance･Towardstheendofthenextyear,

Europewillhavetotideoveraperiodwhichwillbe,inasense,morediffi-

cultandcrucialthananytimebefore･Moreimportantly,eveniftheEMU

doestakeplaceinJanuaryof1999,whetheritwilldevelopasasolidand

stablesystemseemstobeevenmoreuncertain･Furthermore,anyfailure

arlSlngafterthelaunchofthenewsystemwillhaveanadverseeffecton

notonlyEurope,butalsotheotherpartsoftheworldeconomy･

Overthebeginningofthe2lstcentury,wewillbelivlngthrougha

periodcrucialtothe･successfulfunctionlngOftheslnglecurrencymarket･

Duringthecorrespondingperiod,inJapan,thelarge-scalefinancialt'Big
lt

Bang,Startingwiththeremovaloftheforeignexchangecontrols,willtake

place･Correlationoftheyen,dollar,andeurotriadwilldependonwhat

kindofresultstheseepoch-makingdevelopmentsinEuropeandJapanwill

bring･

ⅠtisobviousthatJapanmostgivegreatattentiontotheEMU.Thatis

whyweattheInstituteofInternationalMonetaryAffairsorganizedthis

symposium,andIampleasedtohavewithustodayapaneloffivepeople

ofthehighestcaliberonthesubject.

-3-



CONVERGENCFL,ANDTHEROLFi..
OFTWiEEUROPEANCENT鼠AE,忍AN
監

AlexanderLamfalussy

Considerableprogresshasbeenmadeinthepreparatoryworkfor

EuropeanEconomicandMonetaryUnionWehavenowreachedafinal

consensusonallthemaJOraspectsOftheorganisationoftheEuropean

CentralBank･
ThisisquiteanenterprlSebecausewehavehadtopoolthe

experienceoffifteendifferenttraditionaloperatingtechniques･
Noonehas

everdonethatbefore･
So,
itreallyisagenuinelynewandChallenglngexpe-

rience.

Withregardtooperatingtechniquesalargeproportionofthework

hasbeencompleted･Wehaveworkedoutthemethodofoperationforthe

monetarypolicy-areportonthatvJaspublishedafewmonthsago-and

wehavedesignedthepaymentsystem･Allthenecessarydecisionseon-

cernlngharrr"nisationoftheaccountingsystemsoftheEuropeannational

centralbankshavebeenmadeandwenowknowwhatthebanknoteswill

looklike･Wehavealsomadesubstantialprogresswithregardtothehar-

monisationofthestatisticalbasisbetweenthevariouscountries,whichisa

veryImportantPartOfthework･Ofcourse,someofthemajordecisions

affectingtheoperationoftheEuropeanCentralBankwillhavetobemade

directlybythebankitself･

Whatwemustaccomplishbetweennowand1January1999isthe

implementationofthesedecisions･Everythinghastobeinplacebythe

timetheGoverningCounciloftheEuropeanCentralBankmeetsinits

capacityasdecision-makeronmonetarypolicyatthebeginningofJanuary
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1999.Atthattime,theCouncilwillbereadytolaunchitsfirstrepoineuro･

Idonotexpectanyma】orproblemstoariseinthisfield,althoughIamquite

surethatespeciallywithregardtoinformationsystemssomethingisbound

togowrong･However,iaccepHhatasperfectlynormal･

Atthesametime,anumberofma】ordecisionshavebeentakenin

areaswheretheyarenotexclusively,notprlnCIPally,ornotatallinthe

handsofthecentralbanks,butratherinthehandsofpoliticians,govern-

ments,ortheCommission,orwherethereareoverlappingreSPOnSibilities･

Someofthesearereferredtobelow.

onema]orbreakthroughwasmadeattheEuropeanSummitin

MadridinDecember1995whenthechangeoverscenariototheeurowas

plannedandapproved･Itwasdecidedhowthechangeoverwouldbegin,

whatwouldbethelengthofthetransitionperiodandtheformthedifferent

phaseswouldtake･

AsecondmaJOrdecisionwastakenmorerecentlyattheDublin

summitinDecember1996,whenthelegalstatusoftheeuroduringthe

transitionperiodwasdefined･ThiswasamaJorstepforward･notonlyfor

allthefinancialmarketparticipantswithintheCommunityandwithinthe

futureeuroarea,butalsoforthoseoutsidetheseareas･Ourpositionis

clear:theeurowillbethelegaltenderoftheeuroareafromtheverybegin-

ningandtherewillbealegallyenforceableequivalencebetweentheeuro

andthenationalcurrenciesasthelattercontinuetofunctionduringthe

three-yearperiodoftransition･Thisshouldremoveanypossibleuncer-

taintyaboutthecontinuityofcontracts･

Third,maJOrdecisionswerereachedconcerningtheexchangerate

betweentheeuroandothercurrenciesincountrieswhichwillnotinitially
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bepartoftheeuroarea･Thetaskofestablishinganexchangeratemecha-

nismwasbasicallytheremitoftheEMICouncilLWehaveproposedsetting

upasortofEuropeanMonetarySystem(EMS)orsuccessorarrangementto

thecurrentExchangeRateMechanism(calledERMII)andthishasbeen

fullyapprovedbythepoliticalauthorities･WearenowaHhestageof

draftingthecontractsandexpectthemtobefinalisedshortly･

Fourth,aStabilityPacthasbeenconcludedbetweenthegovernments

oftheEUMemberStateswhichisofgreatsignificancebecauseitcontrols

fiscalpolicyoncecountriesjoinl≡conomicandMonetaryUnion(EMU)･One

ofthemainproblemsweencounteredwasthatonceacountryJoined

EconomicandMonetaryUnion,inappropriatefiscalbehaviourcouldno

longerbepenalisedbylaw･Theonlyformofpenalisationwhichisavailable

istodenyacountrytoaccesstoEMU･Therefore,anothermechanismmust

beprovidedwherebyparticipatingcountriesarecompelledtoadoptappro-

priatelyresponsiblefiscalpolicies･Suchamechanismhasalreadybeen

formulated･We,thecentralbankers,didnotplayamaIOrroleinthispartic-

ularfield;wesimplyinformedthegovernmentsoftheEUMemberStatesof

ourdesiretoseetheestablishmentofastrongandcredibleStabilityPact･

Asstatedatnve,itisclearthatonthewholeaverysubstantialpartof

theworkinvo)vedinestablishingtheEuropeanEconomicandMonetary

Unionhasalreadybeencompleted･Oftheremainingtasks,themostimpor-

tanト andthemostdifficult-istheselectionoftheparticipatingcountries･

InthesecondhalfofMarchnextyear,theEuropeanCommissiononthe

onehandandtheCounciloftheEMIontheotherwillpublishtheirreports

andassessmentsonthestateofconvergenceandwillmaketheirownrec-

ommendationsconcerningthechoiceofthecountries.Thechoiceitself

rests,ofcourse,withtheHeadsofStateorGovernment,whowillprobably

meetinearlyMaynextyear･TheEuropeanParliamentwillhavetoglVeits

16-

OwnviewonthereportsandtheFinanceMinisterswillhavetomakeup

theirownmindsastowhattheyaregolngtOrecommendtotheirrespective

HeadsofStateorGovernmentafterthecontentofthetworeportshasbeen

disclosed･Inordertoavoidortominimisethedifficultieswhichmightarise

duringthatperiod,itwasdecided,forpracticalreasons,thattheFinance

MinisterswouldmaketheirrecommendationstotheirHeadsofStateor

GovernmentinthecourseofoneweekendandthatthereaftertheHeadsof

StateorGovernmentwouldmaketheirowndecisions.

IamnotinapositiontoassesshowtheHeadsofStateorGovernment

willinterprettheconvergencecriteria･However,Idohaveaviewofthe

roleIwouldliketoseetheCounciloftheEMIplaylnthismatter･With

regardtothecriteriadeterminingentrytotheEconomicandMonetary

union,theinflationcriterionwillposefewproblems,asinflationbinthe

countriesoftheEUhasbeendecreaslngquitedramaticallyoverthelasttwo

tothreeyears･AverageinflationintheEuropeanUnioniscloseto2%,With

extremelysmalldeviationswithinabandranglngl･5%to2･5%･Sotherewill

beneitheraproblemofsubstancenoraproblemofinterpretationregarding

thiscriterion･Noraretherelikelytobemanyproblemswithregardtothe

long-terminterestratecriterion,becauseinterestrateshavebeencon-

vergingSufficiently･

Theexchangeratestabilitycriterionwouldalsoappeartobeunlikely

tocausemajordifficulties･Asyouknow,exchangerateshavetobesta-

bilisedduringthetwo-yearperiodprecedingthechoiceoftheinitial

participatingcountries･Whereproblemscouldarise,however,isinthearea

offiscalpolicies,whereresultshavesofarbeendisappointing･Thelastfew

yearshaveshownasteadydownwardconvergenceofdeficitsbutthelast

resultsfor1996arestil一farfromgood･Muchnowdependsontheresults

thatthepoliciesthathavebeenenactedonbudgetswillactuallyproduce
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thisyear･

Withregardtotheinterpretationofthefiscalcriteria,Iwouldliketo

emphasisethatIcannotspeculateonwhattheHeadsofStateor

Governmentwillactuallydecide,althoughIdohavesomeideasofhowI

wouldseetheinterpretationcarriedoutbytheEMⅠCounCil･Referringto

thefiscalcriteria,onehastobearinmindthattheMaastrichtTreatysays

threethingsandnotone･

First,itestablishesreferencevalues,the3%deficitceilingandthe60%

debtCeiling･Normallyneitherofthesereferencevaluesshouldbe

exceeded.

Second,theTreatysaysveryclearlythatexceptions,whichitdescribes

verycarefully,canbeacceptedundercertaincircumstances･However,since

theseexceptionsarenotquantified,theTreatyisopentointerpretationon

thispoint･

Third,theTreatymakesanimportantpointwhichisoftenoverlooked,

namely,thattheresultsshouldbesustainable･Infact,theTreatyrefersto

sustainabilitytwice:tocoverallconvergencecriteriaingeneraland･specif i -

cally,lnrespectOfbudgetarypositions.SustainabilitysurelyImplieslasting

morethanoneyear･Ofcourse,puttingthesethreerequirementstogetheris

golngtObeadifficulttaskprofessionally,quiteapartfromanypoliticalcon-

siderations,whicharebeyondtheremitoftheEMICounciL

AtthispointIwouldliketorefertotheroleoftheEuropeanCentral

Bankintwospecificareas:monetarypolicyandforelgnexchangepolicy･

TheTreatyisabsolutelyunambiguouswithregardtotheECB'smonetary

policyobjectives,clearlystatingthattheprlmaryObjectiveoftheEuropean

SystemofCentralBanks(ESCI∋)willbetomaintainpricestability･Thisis

anobjectivewhichisnotformulatedinsuchstrongandsuchcleartermsin

-8-

anyoftheexistingcentralbanks'statutes･Iamnotquitesurehowthe

GoverningCounciloftheECBwillinterpretitsmandate,butmaintaining

prlCeStabilityhasalreadybecomeatraditionincentralbankingpolicylnall

Europeancountries･

ItisnotbyaccidentnorbyanactofGodthatinflationrateshave

comedowninallEuropeancountries･Itisbecausecentralbankpolicies

havebeenconverglnglnthatdirectionforanumberofyears･So,since

centralbankshavepursuedthesepoliciessofar･therewouldappeartobe

noneedforallorsomeofthebankstochangethem･

withrespecttomonetarypolicystrategy,theGoverningCouncilof

theECBisfreetodecidewhethertouseaprlmarytarget,anintermediate

targetoradirectinflationtarget･ThedifferencebetweenthesestrategleS

shouldnotbeoveremphasised,sinceeventhosewhobelievethatadirect

inflationtargetwouldprobablybepreferableacceptwithouttheslightest

hesitationthatoneormoremonetaryaggregates('lMs")havetobemoni-

toredveryclosely･ThereissimplynowayofcarrylngOutCentralbanking

policywithoutcloselymonitoringMs･FromtheBankofEnglandQuarterly

Reviewonecanseehowdoselythatismonitoredinacentralbankwhere

theobieetiveisdirectlimitationofprlCeinflation･Atthesametime,inother

centralbanks,ofwhichtheDeutscheBundesbankis,ofcourse,theckarest

example,M3isapriorityintermediatetarget,whichisfoHowedona

medium-termbasis.TheDeutscheBundesbanktakesintoaccountother

developmentsaswell,ascanbeseenfromitsBulletin･

TheselectedmonetaryInstrumentWillbeshort-termopenmarket

operations,probab王vusingrepos･Therewillbeacorridorwithinwhich

moneymarkettradeswilldevelop,Withaceilingwhichwillbeprovidedby

asortoflombardrateandafloorprovidedbytherateonadepositfacility･
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Therewillalsobeacertainnumberofspecialfacilitiestoaccommodatethe

needsofsmallerbanks･Allthisisnowintheimplementationphaseand

theEMIiscurrentlyInvolvedinestablishingalistoftheeligiblepaperthat

canbeusedascollateralbothforreposandforothermarketoperations･

TheforelgnexchangepolicyofthefutureEconomicandMonetary

UnionconsistsofforelgnexchangeinsideEuropeandforelgnexchange

withtherestoftheworld･ForeignexchangeinsideEuropewillbegoverned

bytheERMIⅠagreement･

Thepossibleexchangeratepolicywiththerestofthe.world-andin

I鬼rticularwiththedollarandtheyen-isclearlyrelatedtodevelopmentsat

theIMF･Themainresponsibilityforthatexchangeratepolicyrestswiththe

governrnentsoftheEUMemberStatesbuttheagreementonERMIIalso

laysdowntwoclearprlnCiples･First,thegovemments-representedbythe

FinanceMinisters-willhavetoconsultwiththeEuropeanCentralBank･

Second,forelgnexchangeratepolicymustnotimplyanyrisktotheinternal

priceStabilityoftheeuroarea･ThismeansthattheEuropeanCentralBank

cannotbeforcedtointerveneinforeignexchangemarketswhentheBank

judgesthatitisputtingitsownmandate,i･e･thepriceStabilityoftheeuro

area,atrisk･ThisissetoutpreciselyiI1thedocumentontheERMII,which

alsostatesthattheEuropeanCentralBankcansuspendinterventionifit

considersthattheinterventionfavoursthethirdcurrencyandincreases

domesticliquiditytotheextentthatitcouldundermineprlCeStability･

Asregardsthepossibleroleoftheeuroasaninternationalreserve

currency,itislikelythattheeurowillbecome,overtime,aslgnificantinter一

mationalreservecurrency･Whatarethepreconditionsforthathappening?

Onepreconditionclearlyconcemsthemonetarypolicypursu,edbythe

ー10-

EuropeanCentralBank･As Ihavesaid･themonetarypolicyoftheECBwill

beairnedatachievlngandmaintaininginternalpriceStability･Theresultof

thiswillbethattheeurowillbeastableandbasicallystrongcurrency,

whichwillenableittobecome,inthelongerterm,aninternationalreserve

CurrenCy･

Asecondpreconditionconcernsthedevelopmentofthegovernment

debtmarketdenominatedineuro.Whatinvestorslookforinareservecur-

rencylSnotOnlyastrongcurrencyorevenatransactioncurrency,butalso

onewhosecapitalmarketisliquidenoughandfunctionswell･Howisthat

golngtOhappenfortheeuro?Ofcourse,wecannotbesure,but1anticipate

thataeuro-denominatedgovernmentdebtmarketwilldevelopmore

rapidlythanmightnormallybeexpected･ltwasdecidedinMadridthat

from1January1999,allnewgovernmentdebtwillbeissuedineuroand

thattheEuropeanCentralBankwouldoperateineurofromthatdayon･

Theinterbankmarketwillmoveintotheeuroinstantaneous一y,notby

decree,butjustbecauseitwillbeimpossibletodobusinessotherwise･Ifa

bank'srelationswiththeEuropeanSystemofCentralBanksareineuro,the

interbankmarketwillfollowsuit.Theneedtoissuenewdebtineurocom-

binedwiththeneedforallinterbanktransactionstobeconductedineuro

willputtremendouspressureongovernmentstoacceleratetheredenomi-

nationoftheirexistingdebtineuro･Again,thiswillnotbedecidedbyany

treatyobligationbutwillbetheresultofcompetitionamonggovernments･

Allthisdoesnotnecessarilymeanthattherewillimmediatelybea

smoothlyfunctionlngmarketingovemmentdebt･Harmonisationofissuing

techniquesbetweengovernmentsisneeded,too;couponswillhavetobe

paideitherquarterly,semi-annually,oryearly,forexample･Thedetailsof

governmentdebtissuewillneedtobebroughtintolineinordertobea
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smglemarketinsuchinstruments･

Iwouldanticipate,butwithoutanyInsideinformation,thattherewin

beconsiderablepressuretoproceedwiththisharmonisation･Ifthis

happens,thentheeuroislikelytobecomeanimporta-1tinternational

reservecurrencyrelativelyquicklyandwillintroduceanewelementinthe

worldfinancialmarkets,particularlywithregardtothedollarandtheyen･

-12-

EURO貰》EANMONETARYUN耳ON

JohannWilhelmGaddum

TheprojectofaEuropeanmonetaryunionwasembarkedonmany

yearsago･Foralongtime,itwasnottakenquiteseriously･Thishasnow

changed･Inonlyaboutoneyearfromnow,theparticipatingcountriesare

tobechosen,andtheEuropeanCentralBankistobesetupbyJuly1,1998.

TheMaastrichtTreatyonEuropeanmonetaryunionispartofthe

TreatyonEuropeanUnion･Thelatter'spoliticalobjective,namelytofurther

developtheprocessofEuropeanintegration,goesfarbeyondthepurely

monetarysphere･Economiccalculationshaveneveroccupiedthefirstplace

inEuropeanpolicy-theyhavefrequentlybeenmerelyameanstoanend･

Ontheotherhand,theTreatyrequirestheEUcountries-quiterightly

-toprovetheireconomicandeconomicpolicymaturity,throughthemuch-

discussedconvergencecriteria,inordertobeallowedtoparticipatein

monetaryunion･Alowrateofinnation,broadlysimilarinterestrates,stable

exchangeratesandasustainablefiscalsituationinrespectofpublicfinance

areintendedtoprovideasecureandstrongbasisforbuildingacommunity

ofstability･

J

Inrespectofthemonetarycriteriaofinflationratesandlong-term

-interestrates,markedprogresshasbeenmadeintheEuropeanUnionin

thepastfewyears･Itisnotonlygreaterharmonylnthetrendswhichisto

benoted･Whatismoreimportantisthatthefiguresareconverglngata

lowerleverAnumberofcountrieshavemeanwhilereachedastagewhich

canbemoreorlessequatedwithpriceStability･Exchangeratefluctuations
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inEuropehavedecreasedperceptib】y･

Themainproblemsatpresentare一ocatedatthefiscallevel･Thepublic

financesituationisdifficultinmostEUcountries.ThisappliestoGermany,

toolGermany-sdeficitlastyearaccordingtotheMaastrichtTreatydefini-

tion,atabout3･8%ofGDP,wasalmostonepercentagepointabovethe

referencevalueformeetingtheconvergencecriterion.Althoughtheoveral一

debtlevel,at60.7%,relativetoGDP,is一owerthaninmostotherEuropean

countries,itstiHexceedsthe60%ceiling･

ItistruethatwhenassessmgtheGermansituationithastobeborne

inmindthatfiscalpolicymakershavehadtodealwithextraordinarychaト

lensesinthepastrevyearsresultingfromGermanreunification･Thishas

hadanimpactbothonthebudgetdeficitandonthedebtleveLAtleasthalf

oftheincreaseintheoveralHndebtednessofourcentral,regionaland】oca】

authoritiessince1989hasprobablybeenattributab】etotheburdensarlSlng

fromreunification.However,theawarenessofthecausesofthehighpublic

sectorindebtednessdoesnota一tertheneedtochangethefiscalpolicy

courseortostopthedebtfromrlSlngfurther･

Inthiscontext,thekeyaimistoachievelong-termconso一idation

successwhichensuresapermanentlysustainablepublicfinancesituation･

Operationswhichonlyshiftburdenstothenextyearorthenextfewyears,

areuse一essandalsonotinkeepingWiththeobjectivesetoutintheTreaty･

Theobjectiveoflimitingindebtednessistorestricttheconsequencesofbor-

rowing-thatisthedebtservice-toascalewhichissustainableoverthe

longterm･Thecurrentyear-らfigures,therefore,alsohavetobejudged

againsttheperspectivesforthefuture･

TheGermanGovernmenthassetitselfthetargetoflimitingthedeficit

-14-

inthecurrentyearto2･9%ofGDPandofcontinuingtoreduceiteve-1

furthersubsequently･ThesizeofthetaskfacingGermanfiscalpolicy

makershasgrownevenbiggerasaresultoftheunfavourablelabour

marketsituation.Forthatreason,itwillcertainlynotbeeasytoachievethis

self-imposedfiscalconsolidationtarget･ltisstilltooearlytodaytojudgethe

resultsofthemeasuresalreadyimplementedorannounced･

Inaboutoneyearfromnow,theheadsofstateorgovernmentwill

decidewhichcountriesfulfilthepreconditionsforparticipatinglnmonetary

union･Bythattime,theperformancedataforthe1997financialyearwillbe

availableaswell･Thechoiceofparticipantsthathastobemadeinthe

sprlngOf1998maymeanthatonlyafewcountriesJOinthemonetaryunion

inthefirstround･TheTreatyprovidesforthepossibilitythatnotall

Europeancountrieswillparticipatefromtheoutset.ButitalsoglVeSthem

therighttojoinEMUatalaterdateiftheyfulfilthecriteria･

Thereisnothingwrongwithstartingwithasmallerrangeofpartici-

pantsifthatmakesiteasiertolauncharealcommunityofstability･Thisis

a一sointheinterestsofthosewhojoinlater･Theinitialyearswillbecrucial

fordeterminingthelevelofpublicconfidenceen】OyedbytheEuropean

monetaryunionworidwide･Thekeyfactorfordecidingwhichcountries

willparticipateinEMUshou】dbethatthecriteriausedforactuallydeter一

minlngWhichcountriesqualifyconvincethepublic,themarket,investors

andsaversalikeofthecredibilityoftheprolect･

WithitseyesetontheimportantdateoりanuaryI,1999,theGerman

bankingindustryhasalreadyembarkedonconversionpreparationsacross

theboard･AccordingtoasurveyconductedinthesprlngOfthisyearbythe

GermanIndustrialandTradeAssociation(DIHT),85%ofthebankshave

alreadystartedpreparations･Ifitisfurtherassumedthatinthesavings
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banksandcooperativebanksectorthemainburdenofpreparingforthe

europrobablyfocusesontheircentralinstitutions,Onecouldsaythatthe

entirebankingindustryhasbeguntheconversionprocess･Itisnotsur-

prlSlngthatinstitutionswhichoperateonacross-borderbasisarepreparing

especiallyactively･Thiscanalsobeseeninindustrialfirmsandlargecom一

mercialenterprlSeS･

Itisunderstandablethatthebanksandthefinancialmarketsarepar-

ticularlyinterestedinmakingconversionefforts･Theyaretheinstitutions

whicharemostaffectedbytheenvisagedcurrencyreform･Thisappliesnot

onlylnrespectOftheconversionprocess･Financialmarketplayersfacecon-

stant,Strongcompetitivepressuresonaworld-widebasis,thatisinEurope,

too.Theintroductionoftheeurowillincreasethistendency･But,inモum,

thiswillalsoenhancetheefficiencyofthebankingindustry･

TheGermanuniversalbankingsystemandtheAnglo-Saxonspe-

cialisedbankingsystemwillcompetewitheachotherinaslnglemarket

withasinglecurrency･Thatmayleadtoaredefinitionofbusinessbound-

aries.InthiscontexttheGermanbigbanksareparticularlyinterestedin

Britishinvestmentbanking･Idonotwishtoruleoutthepossibilityeither

thatinfutureagreaterdegreeofspecialisationmaybeintroducedintothe

Germanbankingsector･ExperiencearguesagalnSttheassumptionthatone

typeofinstitutionisalwayscapableofdoingeverythingbest･

InEuropetheeurowillleadtothecreationofaslnglecapitalmarket･

ThisisobviouslyalsoincreasingCOmPetitionbetweenthefinancialcentres･

Thispresentsachallengebothtoborrowersandtothemarketorganisation･

AtpresentthegovernmentbondsissuedbytheFederalRepublicof

GermanyactasthebenchmarkinEurope･ltintendstosafeguardthisposi-

tionintheeuromarket,too,byprovidingclearmaturitystructuresinthe
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marketforFederalpaper,byensuringhighlyliquidissuesaswellasby

beingpresentacrosstheentireyieldcurvethroughCouponstripping(from

July1997)･

InthepastfewyearsParliamenthasglVentheGermanfinancial

centreamodernlegalframeworkbypassingtheFinancialMarket

PromotionActs･Capitaltransfertaxeswereabolished,thefJederal

SupervisoryOfficeforSecuritiesTradingwassetupandlegislationto

combatinsidertradingwasadopted･TheopenlngOftheGermanFinancial

FuturesExchange(DTB)andtheintroductionoftheelectronicstock

exchangetradingsystemI別ShastobeseenagalnStthebackgroundof

thesepreparationsforcompetition･TheGermanStockExchangeassumes-

andlsharethisassumption-thatscreen-basedtradingwillgalれincreaslng

importanceinfuturecomparedwithfloortrading･Themodernisationof

stockexchangetrading,togetherwithGermanysparticularlyefficientsecu-
1

ritiessettlementsystem,shouldcreategoodstartingconditions･

Evenifthepreparatoryworkatthebanks,onthestockexchanges,in

hdustryandbetweentheEuropeancentralbanksisbeingpursuedsystern-

atically,itshouldnotbeoverlookedthattherearestillproblemsand

unsolvedtasks･Thus,althoughtheCOuntriesofEuropehaveagreedon

implementingmonetaryunion,theyareretainingtheirsovereignPOWerin

theotherpolicyareas,forexample,ineconomicpolicy･Howthesenational

(regional)economicpoliciescanbe-fittedinwiththesinglemonetarypolicy

inEuropeissomethingwhichwewillhavetolearnbyexperience･

Itisabsolutelyclearthattherecanbeonlyaslnglemonetarypolicyfor

theentireeuroarea,gearedtowardsthefina一objectiveof"achievingand

safeguardingmonetarystability"･Monetarypolicycannot,andshouldnot,

beusedforconductingreglOnalpolicies･TheEuropeanCentralBankwill
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havetolearntoresistpotentialpoliticalpressuretowardspaylngattention

toreg10nalconcerns･Thatiswhyitisimportanttoensurethatthe

EuropeanCentralBank,liketheBundesbank,Canconductmonetarypolicy

completelyfreefrompoliticalinterference･

OneimperfectionthathastobetoleratedisthattheEuropeanCentral

Bank-smonetarypolicywillnothaveexactlythesameeffectseverywhereas

longastherearedifferencesinnationalfinancialmarketstructuresandas

longasthedifferentnationaleconomiccyclesdonotcoincide･Fiscalpolicy

canlikewisebeusedonlytoalimitedextentforevenlngOutreglOnaldiffer-

ences.

Ontheonehand,thenationsofEuropeareapparentlynotwillingto

developthel三uropeanUnionfurtherinthedirectionofatransferunion,

thatistostrenghtenthemutualfinanciallinksbetweenthemembercoun-

tries･Ontheotherhand,theplannedstabilitypactlimitsthenational

govemments'leewayforincurringdebt･Thisremindseconomicpolicy

makersagainOfthefact-andthiscanwellberegardedasanadvantage-

thattheymustlookfor,andfind,regulatorysolutions･Ultimately,payment

transferscandonomorethantreatthesymptoms･

Thegeneralsubjectmatterofthissymposiumfocusesonthepotential

challengeposedbytheeurotothedollarandtheyen･AtpresenttheUS

dollarisclearlythepredominantworldcurrency,evenifitsimportancehas

decreasedsomewhatinthepasttwodecades･Thesecondmostimportant

reservecurrencyistheDeutsCheMark･TheyencurrentlyoccupleSthird

place･Intheautumnof1996,62%oftheworld'scurrencyreserveswere

heldinUSdollars･15%inD-Marksand7%inyen･TheotherEUcurren-

cies,takentogether,cametoabout5%･Thus,inrespectoftheworld-s

currencyreservesthedollartodayhasthreetimestheweightoftheEUcur-
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rencies･Thereisnoreasontoassumethatthisratiowillchangeintheshort

run.

Preciselywhatroletheeurowil一ultimatelyplayintheconcertof

worldcurrencies,beyondthatofexercISlngareservefunction,dependson

quiteanumberoffactors･Thus･itisnotsurprlSlngthatoplnionsdiffercon-

cernmgthefuturecompetitivebehaviourbetweentheeuroandthedollar･

Ofcourse,thebasicprerequisitesforbeingaglobalcompetitorareunlim-

itedconvertibilityandthefreemovementofcapital･AtthepoliticaHevel,

internationalinvestorsdemandstableandsecuresocialconditionsina

glVenCOuntryOrreglOn･

TheeconomicstrengthoftheentireEuropeanUnion-intermsofits

aggregatenationalproducト isnotinferiortothatoftheUnitedStates･

Muchthesameappliestotherespectiveshareinworldtradeofboth

reglOnS･Regardingthecurrentaccount,theeurohasfavourablestarting

conditions･Thismaywellbeimportantoverthelongterm,ifthefinancial

marketsonceagalnrealisethatapermanentlylargecurrentaccountdeficit

maygeneratedownwardpressureonthecurrencyandthusmaybecomea

handicaplnCOmPetingforcapitalinvestment･AtpresenttheUScurrent

accountdeficithasanorderofmagnitudeofaboutUS$160billion(expected

for1996),whereastheEuropeanUnion,intotal,runsaconsiderablesurplus

(1996:aboutUS$85billion).
■

Conditionsarefairlyevenlybalancedinthebondmarket･In1996the

sixmostimportantEuropeancurrencies,takentogether,moreorless

matchedtheimportanceofthedollarinrespectofnewissuesofinterna-

tionalbonds(40%each).

AmaJorrolewillbeplayednotleastbythestabilityperformanceof
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theeuroexpectedbythefinancialmarkets,andthusthecredibilityofthe

monetarypolicycoursepursuedbytheEuropeanCentralBank･Atthe

institutionallevel,theECBStatutehaslaidacorrespondingbasisfor

winnlngtrustinadvance･ifmonetaryunionisasuccessinternaliy,thereis

afairchancethattheeurowHalsobecomeadesirablecurrencyatthe

globallevel,andmaythuscarryon,inthatsense,thetraditionofthe
DeutscheMark.
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EURO,
ITS瓦MPL丑CAT耳ONSFOR

THEFINANC‡ALSECTO鼠

ThierryWalrafen

ThetransitiontotheeuroisamajorChallengefortheEuropean

financeindustry･AsinglecurrencylSaSignificantfurthersteptowardsthe

completionofthesingleEuropeanmarketforfinancialservices･Forthe

bankingandfinancialsectorsofthecountrieswithintheEuropeanUnion,it

isacrucialChange･Buttheintroductionoftheeurowil一alsohaveconse-

quencesontherapidlychanglngWOrldofintemationalfinance･

Inshort,theeuromeanschange,butnotisolatedchange･

Thechangeovertotheeuroislustonemoreelementaddedtothe

potentdrivlngforcesthathavebeenatworkforsometimeinthetransfor一

nationofthebankingindustry･Theseforcesarewellknown:rapidly

evolvinginformationtechnologyandfar-reachingderegulation-most

notablytheabolitionofallexchangecontrols,andtheextensionofmarket

mechanismstoregulateinterestratesandcreditdistribution-haveinter-

acted,andbroughtaboutchangestoJhefinancialmarketssodramatic,that

whenonelooksbackwardstentofifteenyears,itisnotexcessivetospeak

ofarevolution.AsinglecurrencywillglVeaStrongadditionalimpulseto

thison-goingtranSformation･

Itwillnotbeaspotchangeeither･
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January1999isanimportantdate･Significanteventswilltakeplaceon

thisfirstdayofthethirdandlaststageofmonetaryunionwhosedatehas
beenset:

-theeurowillbecomethecurrencyofalHheparticipatingmembercoun-

tries;

-theresponsibilityformonetarypolicywillbehandedoverbythenational

centralbankstotheEuropeanCentralbank･

Butiftheswitchoveristobecarriedoutonapredetermineddate,its

consequencesanditsinfluenceinshapingthenewfeaturesofthefinance

industrywillbefeltoveralongperiod･Morethanabigbang,itisan

ongoingPrOCeSS･Thisprocessisalreadyunderway;itisnowquitesome

timethattheperspectiveofasmglemarketforfinancialserviceshasbeen

introducedintheplansofthemainplayers-indeed,theeurohasbeen

talkedoverforsolongthatitwillhardlybeseer-sanoveltywhenit
arrlVeS.

ThisprocesswillnotendinJanuary1999;itwilltakeyearsforalHhe

participantsinthemarketstodrawalltheconsequencesfromthenew

contextandthoroughlytoadjusttheirpracticestooperatinglnaSlnglecur-

rency;variousmarketswillnotbeaffectedinthesamewaynoratthesame

speed-typICally･aslnglecurrencywillfundamentallyalterthewaysofcon-

ductingwholesalebusiness,whereasretailbankingwillmuchlessdirectly

impacted･

Euroalsomeanscompetition･

Abolishingcurrencybarriersmeansextendingtheareaopentolevel

playlngCOmPetitionbetweentheprovidersoffinancialservices.Totake

advantageofthisnewenvironment,alHirmswillhavecarefullytoassess
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wheretheirstrengthsandweaknesseslie･Aclearviewofone-sown

sourcesofcompetitiveadvantagewillbenecessarytoallparticipantswho

wishtohavesuccessinthenewenvironmenL

OperatinglnaSlnglecurrency,themarketoftheeurowillbeawider,

deeperandmoretransparentmarketthananyofthenationalcurrency

marketsitwillreplace･Thiswillsignificantlyenhanceitsabilitytocompete

intheglobaHinancialworldwherethereisroomonlyforalimitednumber

ofreallyglobaHinancialcenters･

LetmecomebacktosomeofthesepolntSingreaterdetail･

1･Managingthechangeover

Seenfromthefirm'spointofview,StrateglCandmarketinglSSueSare

crucialforsuccess,butthefirstnecessityremainstomasterthepractical

problemsrelatingtothechangeover･Tothebankandfinanceindustry,the

currencyistherawmaterial･Thechangeofcurrencycreatestheneedto

adaptallsystemstomakethemabletooperatewiththenewlnPut･

ThechangeofacurrencylSnotWithoutprecedent･Allpastexperi-

enceshaveshownthatitis,fromapracticalpointofview,arathercomplex

operationthatrequirescarefulplanning,precisesequencingofeventsand

goodcoordination･Definingtheframeworkfortheswitchoverisevenmore

complicatedwhenitinvolvesreplaでingseveralnationalcurrenciesbya

Europeanone-thisisanunprecedentedcase･Europeaninstitutions,

nationalauthorities,prlVateSectorrepresentativebodiesand,eventually,

individualfirmshavetoplaytheirpartifeverythingistogowell･

AttheEuropeanlevel,itwasthenewCommission,comlngintooffice

inJanuary95,whogaveimpulsetopreliminaryreflexionsthathadalready
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beeninitiatedbyitspredecessors･TheGreenpaperoftheCommission

wasmadepublicinJunewithadraftscenariosuggestingasplitbetween

theswitchoverofwholesaletransactionsrightfromtheeffectivestartof

monetaryunion,andthechangeoverfortheoperationsofthegeneral

publicatalaterdatewhenbanknotesandcoinsineurowouldbeready･Ⅰn

November1995,theEMl(EuropeanMonetaryInstitute)itselfcameoutwith

itsownproposal,andfinally,middleDecember1995,atitsMadridmeeting

theEuropeansummitadoptedthefinalscenario･

Fromthenon,workbeganinearnestatnationalleveLInFrance,this

hasledtoa''Planforthebankingandfinancialcommunity(theParisplan)"

whichhasbeenreleasedinFebruary1997bytheHworkinggrouponthe

changeovertotheeuro'-thathadbeensetupayearearlierbytheBanque

deFranceandtheFrenchAssociationofCreditlnstitutionsandInvestment

Firms(AFECEI,AssociationfrallGaisedesgtablissementsdecr占ditetdes

entreprisesd'investissement)･AsacomplementtothesegeneralpriIICiples,

AFECEIalsopublishedverydetailedtechnicaltermsofreference-altogether

agood･thousandpages-whereinformationisprovidedontheoperational

proceduresagreedupon･Implementationisnowtheresponsibilityofeach

firm,butitwillbeoverseenbytheWorkingGroupandadhocsteering

committeesmadeupofprofessionalswillregularlymonitortheprogress･

ThetwomainassumptionsoftheParisplanare:

(1)Therewillbetwokeyturningpointsinthechangeovertotheeuro:

-thefirstinJanuary1999,whenallfinancialmarketswillswitchto

theeurofortransactionsbetweenprofessionals;

~thesecondandfinalone,inlate2001orearly2002(theMadrid

summitdecisionstates'fatthelateston1January2002")whenbanknotes

andcoinsineuroareintroducedallowingthereplacementofFrenchfrancs
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byeurosinallaccountsandmeansofpayment･

(2)Demandforeurodenominatedproducts,notablyfromnon-financial

firms,willemergestartinginJanuary1999,andthetransitionalperiodfrom

1999to2001willcallforadegreeofnexibilityandadaptability･Butcoherent

solutionswillhavetobedesignedtosavethegeneralpublicfromhavingto

copewithtwomonetaryunitspendingtheintroductionofeurobanknotes

andcoins.

ThemainfeatureoftheParisplanistocallforaswiftchangeofall

monetaryandfinancialmarketstotheeurorightfromthe1January1999:

-creditinstitutions'accountswiththeBanquedeFrancewillbecon-

vertedintotheeuroandmanagedineurofromthenon;

-monetaryandexchangeratepolicyoperationsbytheBanql】ede

FranceinexecutionofthedecisionsmadebytheEuropeancentralbankwill

beconductedineuro;

-ontheinterbankforeignexchangemarket,transactionsagalnSt

third-countrycurrenciesandthecurrencyquoteswillbeexpressedineuro

only;thebankswillstopquotingthefrancandothercurrenciesofpartici-

patingmembercountries;

-Parisinterest-ratemarkets(moneyandbondmarkets)willoperate

ineuro･TheFrenchTreasurywillissueitsnewdebtineuro,andconvertall

OutstandingFrenchfrancdermminatedgovernmentdebtintoeuro･For

securitiesnotyetconverted,quoteswillbegivenOnthebasisoftheeuro

equlValentoftheirparva一ueinfran°s;

-theParisequitymarketwilloperateineuroIThepricesforshares,

investmentcertificatesandconvertiblebondsineurowil=)etheonlyvalid

prlCeSformarketordersrMutualfundswillchangetheiraccountstoeuro,

andthebreak-upvaluesineurowillbetheonlvlegallyvalidreference･
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Itisassumedthatthemassofeverydaytransactionsinvolvingthe

generalpublicwillremainmainlydenominatedinfran°suptotheendof

thetransitionperiod･Thereforebankrelationswiththeirretailcustomers

willmostlybeconductedinfrancs･Accordingly,theinterbankclearing

systemwilloperateinfrancs･Transactionsinitiatedineurobycustomers

willbepossible,theywillbecoIIVertedinfran°sbythesendingbankbefore

transmissiontotheclearlngSyStem･

Allotherpaymentssystemswilloperateineuroasfrom1January

1999,theseindudenotably:

-therealtimegrosssettlementsystem(TBトTransferts,Banquede

France),tobetheFrenchaccesspointtoTARGETbeingdevelopedatthe

Europeanleveltohandlelargevaluepaymentsandthusensureeffective

transmissionofthesinglemonetarypolicyandareallysinglemoney

marketfortheeuro;

-alldelivery-versus-paymentssystemsforsecuritiestransactionsI

Timeisrelativelyshort-thereisnotquite650daysleftbeforetheset

date,thatismuchlessthan500workingdaystogotButasIhavealready

recalled,thematterhasbeenunderdiscussionforquitesometimeandit

wouldbehardforafinancialinstitutiontopretendbeingcaughtunawares･

TakingCaissedesd6p6tsasacasestudywhichiaminaprlVileged

situationtoobserve-andIhadbetterbesinceIaminchargeofoverseeing

thepreparationofthegroup-,wehavesetupasteeringgroupthatfirstmet

attheexecutivecommitteelevelinJuly1995,justaftertheCannes

EuropeanSummittowhichtheCommission'sGreenpaperhadbeenpre-

sented.Preparatoryworkisnowmonitoredonthebasisofamonthly

systemofreporting･Specialemphasisiscurrentlyputoncomputersystems

adaptationsinceitisclearthatallsystemswillhavetobeabletooperate
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underthenewenvironmentbymid-1998,soastoallowforthetestsand

commissioningduringthesecondhalf-year,induetimetobereadybefore

theactualstartingdate･

Alloperatingunitskeepthefullresponsibilityfortheirownadjusト

meれts,buttheyrefertothesteeringgroupandtheexecutivecommittee

wheneverthereisaneedfordecision･Theykeeplnlinewithmaingeneral

guidelinecallingforeveryonetorespondtocustomerstwishes,andthere-

forebereadyasof1January1999,tosatisfyrequestsforfrancsoreuro

wheneverthechoiceispossib】e･

Ofcoursethechangeoverandthenecessaryadaptationsofdatapr o -

cesslngWillhaveacost･Itisworthnotingthatconcernoverthesecoststo

bebornebythefinancialintermediariestendtodiminish,ratherthan

increaseaswouldhavenormallybeenexpected,thecloseronegetstothe

deadline･Thiscanbeexplainedbytwomainreasons.

(1)Costsarebearable.

Makinggooduseoftherelativelylongtimespanthatisbeingmade

availabletoenforcetheunavoidablesoftwarechangesmakessignificantcost

reductionspossible･IndeedthepaceoftechnologlCalchangeissuchthata

verysignificantnumberofthesoftwarestobemodifiedwouldhavehadto

undergoslgnificantreshaplng,Oreventhoroughredevelopment,inthe
J

yearsofthechangeover･introducingtheeurointhesenewdevelopmentsis

notaddingmuchextracost･

Moreovermanyofthenecessarymodificationswil一beincludedinthe

ongoingmaintenancecarriedoveronaregularbasisbyin-houseforces,

thereagaln,thecostoftheeuro-relatedadjustmentswinbelimitedandit

willberatherdifficulttoisolatethem.
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;

TosticktothecaseofCaissedesdさp6ts,lastSeptember,thecostsof

adaptingthedataprocessingSystemsOfthebankingandmarketsdepart一

meれtswasestimatedintherangeof2to3%ofadministrativeexpensesfor

thetwoyearstodayone･Nonewevaluationofthesecostshavebeenmade

sincethen,butasyetlhavenoindicationthattheyhavebeenunder-esti-

mated.

(2)Costsarenotthemainissue.

Attheaggregatelevel,thereislittletobegalれedbyinsistingonthe

burdenthefinancialsectorwillhavetobeardBanksarenotgenerally

popularenoughwithpublicopinionthattheycouldhopetoraisesupport

fortheirclaimtobecompensatedfortheircosts･Evenlesssowhenitis

clearthattheywillthemselvesdirectlybenefitfromtheexpensestobe

incurred,andthatisobviouslythecaseforthebulkofthecommunication

andtrainlngCOStSthatmakeup,accordingtomostestimates,nearlytwo-

thirdoftheoverallamoun卜investimentsininformationtechnologybeing

responsiblefortheremainingpartintherangeofonethirdto40%ofthe

totaL

Atfirmlevel,sinceitappearsthatcostsarebearable,thereareother,

moreimportantissuestoaddress･Predominanceisg"entoassessingthe

fundamenta一changesthesinglecurrencywintriggerand,onthisbasis,

definingbusinessstrategy･Currenciesareamajorfactorinstructuringthe

bankingandfinancialmarkets;financialplayersusedtolivingwithdif-

ferentnationalcurrencyareaswillhavetoadjusttothenew,muchlarger,

Europeancurrencyarea:thismeansmoreplayerscompetingonequal

footing;withtime,itwillsignificantlyalterthefeaturesoftheindustryby

renewingthesourcesofcompetitiveness･Asotherfundamentalchanges,

theintroductionofthesing)eEuropeanCurrencybringsaboutrisksone

shouldtrytoevade,andopportunitiesonewillseektotakeadvantageof･
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Undersuchcircumstancesthecostsofthechangeovermustbeconsidered

asinvestments,thisisespeciallytrueoftrainingandcommunicationcosts.

Itisnowtimetoaddresstheissueofcompetition･

2.Thedynamicsofadjustingtocompetition

Atfirstthemaindirectimpactofthesmglecurrencywillbefeltonthe

capitalmarkets,andtobemorespecificoninterestratesmarkets.

Fullyintegratedmoneymarketswillresultfrommonetaryunion･The

EuropeanSystemofCentralBanks,operatingthroughthenationalcentral

banks,WillexecutethemonetarypolicyoftheEuropeanCentralBank･The

integrated European paym entsystem (TARGET,Trams-European

AutomatedReal-timeGrossSettlementExpressTransferSystem)willinter-

linkthenationalreal-timegrosssettlementsystemsandthepayment

mechanismoftheEuropeanCentralBank･Short-termfundswillthuscircu-

latefreelyandinstantly･Nationalintermediarieswi】】notbeableanymore

toputforwardtheirprlVilegedinsightsontheirdomesticpolicy一making

andmarketsasanargumenttoseducepotentialcustomers･Fromdayone

ofphaseB,thatisfromJanuary1999onwards･therewil)beonemonetary

policyandthereforeonesetofmoneymarketrates.
J

Thefragmentationofbondmarketsbyexchangeratesriskswilldisap-

pear･Onebigmarketforfixed-incomeineurowilldevelopovertime･

Onedistinctivefeatureofthisnewintegratedmarketforeurointerest

ratesistheabsenceofanaturalbenchmarkborrowerrecognisedbyallas

thecredit-riskfreereferencefromwhichtoderiveayield-curve･TypICally'

thecentralgovernment,asthehighestqualitydebtor,servesasthefounda-
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lionfornationaHixedincomemarkets･Intheeuro-zone･therewillbenot

onebutseveralgovernmentsqualifyingaspotentialbenchrnark･ItvVillbe

lefttothemarketstodecide･Creditriskwillhardlybeadiscriminating

element.ThecentralgovemmentsofmostEuropeanunioncountries

alreadyen】oytripleAratingfortheirdebt,internalandexternalandthe

stabilityandGrowthPact,reinforcingthecommitmenttofiscaldiscipline

alreadyincludedintheTreaty,Shouldpreventanyslgnificantincreaseof

fiscaldeficitsorofoverallgovemmentdebt･Itisthereforelike一ythatcredit

risksremainclose,ratherstable,andlow･

competitionbetweenparticipatinggovernmentstOqualifyasthe

benchmarkissuerisneverthelessopen･Butitisontheliquidityandtrans-

parencyoftheirdebtmarketthatsovere-1gnissuerstrytObuilduptheir

comparativeadvantage･Asanexample,theFrenchTreasury･through

moderndebtmanagementwithcompetitivebiddingproceduresandarec-

ognizedsystemofprlmarydealers,Offersproductsthatcoverthewhole

rangeofmaturitiesfromlessthanayeartomorethantwentyyears;bythe

so-calledI-assimilation,Itechnique,inwhichnewtranchesareregularly

added,the-iquidityofexistingbondsismaintained･TheFrenchgovern一

meれthasalreadyannounceditsintentiontoconvertallofitsexistingdebt

totheeurorightfromthestartofmonetaryunionin1999,thusoffering

marketplayersalargevolumeofeuro-denominateddebtsecurities･Other

governmentsofcountrieseligibletomonetaryunionalsohavebeenactive

inmodernizingtheirdebtmanagementprocedurestoprepareforthenew

euroenvironmentinwhichtheywilHoosetheirprlVilegedpositionof

unchallengedbenchmarkontheirhomemarket･

competitionbetweenissuersisnotlimitedtocentralgovernments･

TheEuropeanlnvestmentBank,thefinancialarmforlongtermloansofthe

EuropeanUnion,andthebiggestsupra一mationalborrower,hasmadei､ts
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ownambitionsknown･Ithastakentheleadinlaunchingthefirstever

euro-denominatedloaninJanuary1997･Morerecently,ithasembarkedina

programofparallelissuesinthecurrenciesofthecountriesmostlikelyto

participateinmonetaryunionfromthestart,indicatingthatthesebonds･as

allsubsequentdebtissues,willbecompletelyfungible-itismadepossib】e

sincetheyallbearthesameinterestrate-andthusbereadytomergeinto

oneliquidissueineurowhenitcomes･TheseHtributaries'-,inEIB■swords,

willfeedtheliquidityofEIB-seurodebtand,withit,thehopesoftheBank

thatitberecognisedasthebenchmark･

Relatedtothebenchmarkistheneedforayieldcurveforeurodebt

securities.Therewil)beoneyieldcurvefortheeuro･Itcouldbederived

fromtheinteresトratecurveofthebondsofthebenchmarkissuer.But,

glVentheimportanceoftheliquidityfactor,itcouldverywellbethatthe

referenceyieldcurvewillbemadeupofthemostliquidcreditrisk-free

negotiabledebtsecurityavailableonthemarketsforeachmaturity,disre-

gardingthefactthattheymayhavebeenissuedbydifferentborrowers,

providedtheyareofcomparablecreditworthiness-forexample,theFrench

Republicbeingthebenchmarkforoneandthirtyyearinterestrates,andthe

FederalRepublicofGermanyforfiveandsevenyears･

Thebenchmarkissueismoreimportantforthemarketthanforthe

borroweritself･Theforemostconcernofaborroweristoensurethatitgets

accesstotheresourcesheneedsatthebestpossibleprice.Manyborrowers,

inclugingsomegovernmentofsmallerEuropeancountries,whohavebeen

sellingtheirdebtontheirdomesticmarketwillneedtoreachtoinvestors

outsidetheirhomecountry･Signsaretherethatanumberofissuersare

awareofthisnecessityandalreadyprepareforit･Especiallyinthelast

months,manynewissueshavebeenlaunchedbyborrowersseekingtO

raisetheirprofileoutsideoftheirownnationalbordersandofferingprod-
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uctstailoredtotheneedsofforelgnEuropeaninvestorstowhichtheyhad

haduntilvirtuallynoaccess･

ForthefinancialintermediarieP,whetherasunderwritersofnew

issuesoractiveonthesecondarymarkets,thesedevelopmentsmeannew

formsofcompetition･

Itiswellknownthatlocalplayershaveastrongcompetitiveadvan-

tagewhenitcomestoissuesintheirnationalcurrencies･Leaguetables

consistentlyshowthatineachcurrencymarketthemainissuinghousesare

localplayers･ThisistrueinFrancefortheFrenchfrancmarket･itistruein

GermanyfortheDeutschemark,itisjustastrueelsewhere･Closerelation-

shipswiththeborrowers,easyaccesstotheinvestorsandagood

understandingofthebehaviourofmonetaryauthoritiesandofmarketreac-

tionstomonetarypolicyexplainthisprlVilegedpositionoflocal

intermediaries.

Onthefutureslnglecurrencymarket,theunderstandingofmonetary

policywillbesharedbyagreaternumberofplayers･Thismainsourceof

competitiveadvantagewillnotberestrictedtoanynationalgroup･A

greaternumberofparticipantsonanequalfootingmeansastrengthening

ofcompetition･Europeanhouses'abilitytocompetewillrelyonthequality

oftherelationshipstheywilュestablishwiththemainissuers･But,the

placlngpowerisalsoessentiaLToretainaslgnificantshareofbusiness,it

winbecrucialtoextendtheircustomersbasefurtheroutsideoforlglnal

nationalstrongholds･Thespeedwithwhichthesaverswillmodifytheir

behaviourisdifficulttopredict,buttheywillbeinclinedtotakingadvan-

tageofthenewpossibilitytodiversifytheirportfoliosopenedbytheeuro･

Thedebateoverthefutureinternationalroleoftheeuroisratherwell-
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known･Butitismainlyconductedwithaviewtoitsconsequencesforthe

exchangeratesorforthefunctionlngOftheinternationalmonetarysystem･

TheseareofcourseveryImportantissues･Butalthoughlinked,theyaredif-

ferentfromthequestionwhichisthecrucialonetotheEuropeanfinancial

communityandwhichgoes:willtheeuroeventuallyincreasethevolumeof

securities-relatedactivity?or,wi1日hemarketfortheeuroonlyendupno

biggerthanthesumofthevolumesofactivitiesdenominatedinthecurren-

ciesitwillhavereplaced?

Therearegoodreasonstobelievethatinthemediumtermtheeuro

willplayanincreasedroleasaninvestmentcurrency･Atfirsttheremaybe

somewaitandseeattitudes･AndtheEuropeanfinancialmarketswillnot

mergeimmediatelylnOnereallysinglemarket;asidefromthecurrency'

othersfactorsofdiversificationwillrernain･-eveniftheyareoflesserimpor-

tance-taxes,lawsandregulations--But,withtime,thecredibi】ityof

monetarypolicywillbeestablishedandmarketpracticeswillcomecloser

together･WiththeliquidityandsizeoftheEuropeanmarketplace,Stability

winmakethecurrencyattractiveforoutsideinvestorsandborrowers.Over

time,theeuroshouldthereforedeveloplnamajorworldwidefinancialcur-

rencyandincreasedbusinessopportunitiesshouldthereforebecomlngtO

theEuropeanfinanCialsector.

ThelastissueIwanttotouchuponbrieflyisthatofthefuturege0-

graphicaldistributionoffinancialac-tivitiesinEurope･

Competitivepressure,andwithitsomedrivetomorecentraHsation

willcertainlybefelt･Butitisveryunlikelythatitcouldleadintheforesee-

ablefuturetotheconcentrationofaslgnificantportionoftheEuropean

finaneia]sectorinonesingleEuropeanfinandalcenter･Diversityoffinan-

cialcentersinEuropeistheretostay･Competitionwillremainopenand
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particular一yintensebetweenthema】Orcenters･

Londonshouldkeepitslead,ifonlybecausewiththeeuromore

homogeneitywillcometothemarketthecomparativeadvantageofbig

volumesforcommodity-typeproducts(notablyforeignexchange)･

Frankfurtwilltrytomakeadvantageofthefavouritwasdonebybeing

selectedtohosttheEuropeanCentralBank,andParishasnotgivenup

puttingforwarditstechnologlCaladvanceinsystemsanditsachievements

indeveloplngaVeryactive,efficientandtransparentmarketplaceforall

typeoftradabledebtsecurities･

Itisdifficulttopredictwhowilleventuallygaln,Oreventually･･･lose･

Butoneoutcomeispredictab】e:altogetherthecompetitivedrivewill

enhancetheefficiencyoftheEuropeanfinancialsector･Themainbeneficia-

riesofthesedevelopmentwillbeofcoursetheendusersofthesemarkets,

investorsandborrowerswhowillgetbetterserviceatabettercost･Butit

willalsoleadtomorecreativityandadaptabilityoftheEuropeanfinancial

marketstherebyincreaslngtheirabilitytocompet占Withothermainglobal

worldfinancialcenters.

Comingtotheendofthispresentation,IfullyrealizethatIhave一eft

manyquestionsunaddressed一maybetherewillbeanopportunitytocorrect

thiswhenquestiontimecomes･ButthereisoneissuethatIhavedeliber-

atelysetaside,andthatistheonerelatingtotheprobabilityofapunctual

startfortheeuroinJanuary1999･Letmejustassureyouthatthisdoesnot

reflectanylackofunderstandingoftheremaininguncertainties,norisita

displayofresolute仰ishfulthinking･-ThisisexplainedbythefactthatIhave

presentedtheviewofaEuropeanfinancialplayer･Insuchapositionthe

questionofwhethe'rEmureallycomesforthistotallyirrelevant:theproba-

bilitythatitoccurspunctuallyissogreat-thattherisknottobereadyis
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theriskthatcannotberun･ForCaissedesD6p6ts,asforallmainEuropean

financialplayers,thereisonlyonemottotogoby･andthatis:･fDon･tworry'

beready'l･



EUROPEANCURRENCYUN首ON

LawrenceB･Lindsey

JapanandtheUnitedStatesaremereobserverstotheunfoldingof

EuropeanCurrencyUnion,notparticipants.Afterall,EuropeanCurrency

UnionisandshouldbeapurelyEuropeanaffair･But,asfriends,allies,and

tradingpartners,allwithacommoninterestinthesuccessofaliberalglobal

tradingandmarketbasedreglme,WeOfcoursehaveaninterestinthe

successofEurope･EuropeanCurrencyUnionisaEuropeanAffair･But,in

thisworldfriends,neighbors,andpartnersoftenglVeadviceandsometimes

theadviceisglVenevenWhenitisnotwanted･ihopethatourgoodfriends

inEuropeunderstandthatwegiveouropinions(wantedornot)asfriends,

becausewecareaboutEurope'ssuccessandwishitwell.Wearenotanddo

notwishtobetheoneswhomustmakethefinaldecisionregardinga

COmmOnCurrenCy･

ThereforeIamalittleConcernedwiththetitleofthisSymposium-

EMU:TheEuro'sChallengetotheDollarandtheYen･Frankly,theeuro

todaylSnotSOmuchaChallengetothedollarortheyenasitisachallenge

toEuropeanpolicymakerswhomustconductfiscalandmonetarypolicyln

therunuptocurrencyunion･Intheforeseeablefuture,themostlikelysce-

nariofortherelativeimportanceofthedollar,yenandeuro,isthatthe

doHarandyenwillcontinuewiththeircurrentrelativepositionsandthe

eurowillassumethecumulativerelativeimportanceofthecurrencieswhich

theeuromightreplace･

Therearetwopotentialdeviationsfromthestatusquothatdeserve

comment･First,aggregationofcurrenciesintoalargerzoneismostlikelyto
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Causeareductioninthedemandforthenewcurrencyrelativetothetotal

valueofthecurrenciesbeingreplacedLThisisbecausethesumofprecau-

tionarybalancesheldbycentralbanks,clearinghouses,andothersactively

involvedintransactionsdealingwithmultiplecurrenciesaregreaterwhen

therearemorecurrenciesinvolved.Infact,thisreductionindemandisthe

directcorollaryoftheefficiencygainthatadvocatesofasinglecurrencycite

asoneeconomicreasonforthispro】ect･

Theseconddeviationfromthestatusquothatmustbeconsideredis

thattheeurowillcometoperformastoreofvaluefunctionwhichwill

makeitadesirableassettoholdinplaceofdollarsoryen･Stateddiffer-

ently,sincelittleactualcashisheldasastoreofvalue,shorttermmoney

marketinstrumentsineurowillcometoreplaceT-billsinlowrisk,preser-

vationofcapitaトorientedportfolios･Thisisaninterestingideaandforms

thecoreconcepttothosewhoenvisiontheeurobeinga-'challenge"tothe

dollarortheyen･

Weshouldexaminethepremisesheredosely･Therearecurrently

EuropeanmoneymarketinstrumentsdenominatedinEuropeancurrencies

whichplaythisrole･TheDeutscheMarkisoneleadingexample･SolOne

mustaskwhydoesoneexpecttheeurotoofferabettercurrencyhaven

thantheDM?Onereasonmightbethatthemonetaryarrangementsbehind

theeuroare7'better"thanthosebehindtheDMinthatinf一ationriskforthe

euroislowerthanfortheDM･Whi一emanymightmaketheargumentthat

theeurowillbeasgoodastheMarkinthisrespect,Ihaveyettohear

anyoneexpectthatitwillbebetter･Sothiswonftbethereasonbehindthe

-tchallenge"tothedollarortheyen･

Thealleged''Challengemustthereforebebasedonsomeargument
l1

otherthan quality"･∫thinkofthisotherargumentasthet-quantity"argu-
1I
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mentorthe''aggregation"argurnent･Fortheeurotobeabetterstoreof

wealththantheDM theremustbesomeadvantagetothesizeofthe

issuingagency.Underthistheory,thedollarandtheyenhavetheirposi-

tionsbecauseofthesizeoftheirGDPs･Or,moreprecisely,thedemandfor

acurrencyasastoreofwealthmustrisenotonlylnproportiontotheGDP

oftheissuingcountry,butMORETHANinproportiontotheissuing

country･Ifthiswerenotthecase,thenthesameofamountofwealthwould

beheldheuroasinDM,Francs,Lira,Guilder,andPeseta,Thus,forthis

aggregationargumenttoworkineconomicterms,demandmustberelated

toeconomicsizewithanelasticityofmorethanone･

Isthisplausible?Advocatesofthisargumentmostoftenpointtothe

dollar,believlngthatthedollaristhepreferredstoreofwealththroughout

theworldbecauseofthesizeoftheU･S･economy･But,whatof

Switzerland?TheU･S･economylSPerhaps35timesthatofSwitzerland･If
aggregationwasallthatmattered,thenthedollarwouldhavetoplaya

storeofwealthroleintheworldmorethan35timesthatofSwitzerland,

perhaps500r100timesasmuCh･SurelyitdoesnoL

Infact,evenatimesseriesanalysisShowsthatthisargumentdoesnot

work･TheratioofU･S･currencytoGDPfelHrom4･7centsonthedoHarin

1970to4.15centsin1980.1tthenroseto5.1centstothedollarin1995.

Overthisentireperiod,theratioofU.S.GDPtoworldGDPwasdimin-
ishingslightlyandcontinuously･Ifsizeorrelativesizehadanyrealvalue,

theratioofcurrencytoGDPwouldnothaveexhibitedthispattern･

Whatclearlydoesmatteristhequalityofthecurrencyasastoreof

value･1980probablymarkedalowpointforgloba一faithintheU･S･dollaras

ourfiscalandmonetarypoliciesweredearlyInappropriateandourglobal

roleintheworldwasindisrepute･The1980sbroughtarevivalinconfト
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denceinthesoundnessofU･S･policy,bothintermsofmonetarypolicy
andintermsofglobaHeadership･Thedollarroseaccordingly･

Thus,asastoreofvalue,theeurodoesnotofferanobviouslybetter

altemativetotheDeutscheMark･Itwouldbeunlikelytherefore,thatthere

wouldbeanysuddenincreaseinthedemandfortheeuro,relativetothe

currentdemandforthebasketofcurrencieswhichtheeurowillreplace･

Thus,theallegedchaHengetothedollarortheyendoesnotseemself

evidentintheforeseeablefuture.

Instead,aslmentioned,thechallengewillbeoneforEuropeanpolicy

makers1Saythisduetomyexperienceasacentralbankerforacurrency

whichspansacontinent･AtanyglVentime,Somepartsofourcontinentare

inseculardeclineandothersareen】oylngaSecularexpansion･Thereislittle

thatamonetarypolicycandoaboutsuchsecularchanges･Overlaidupon

thesesecularchangesisthefactthatpartsofthecontinentarealsoen】Oylng

businesscycleboomswhileothersareenduringrecessions･Thesebusiness

cyclechangesaremostoftenmanifestedintermsofrapidlygrowing

incomes,tightlabormarkets,andparticularlyrising(Orfalling)realestate

values･AmonetarypolicywhichmightworkinCaliforniamightbetotally

inappropriateinNewEnglandorTexas･Yet,asinglemonetarypolicymust

beimplemented･

Ofcourse,theabsenceofregねnalexchangerateadjustmentsisnot

theendoftheworld,macroeConomicallyspeaking･IntheUnitedStateswe

havetwokeyadjustmentmechanismswhichmoderatetheimpactof

reg10maleconomicfluctuations:labormarketmobilityandfiscaltransfers･

Letusconsidereachinturn.

InanyglVenyearrough一y17percentofallAmericanschangetheir
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residence･Thefigureisparticularlyhighforyoungerpeople･Roughlyone

thirdofpeopleintheir20schangetheirresidence･Roughlyonethirdof

thesemoverschangedtheircountyofresidenceandmorethan40percent

ofthesechangedtheirstateofresidence･Intotal,some7･7millionpeople

changetheirstateofresidenceinagivenyear･

Thiscanprovideanenormousamountofadjustmentforalocal

economy･Forexample,duringtheCalifomiarecessionintheearly1990S,

nearlyl･2millionpeopleoutmigratedfromthatstate･TheboomlngStates

oftheRockyMountainsabsorbedagoodmanyofthesemovers･The

numberofjobsinUtah,forexample,rose24percentwhileColoradohada

20percentincreaseinthenumberofjobs･ⅠnEurope,crossnationalm唱ra-

tionssimplydonotapproachthismagnitude･Whilethismaychangein

futuredecades,cultural,linguistic,andImightadd,eulinary,differences

providema】orobstaclestomigrationasamitigatingfactorforreglOnalbusi一

messcycles･

ThesecondmajorsourceofinterreglOnalmaCrOeCOnOmlcstabilityin

theUnitedStatesisautomaticfiscalstabilizers･Aprogressiveanduniform

nationaltaxstructureperformsthisfunctioninAmerica･Forexample,had

California'sshareofthenationaltaxburdenstayedunchangedbetween

1991and1994,itwouldhavepaid$11billionmoretoWashingtoninthat

latteryear･Thisisroughly$350percapitaor15percentofpersonalincome

taxco】】ections.InMassachusetts,asimilarcalculationfortheir1989-1992

businesscycleestimatedtheautomaticfiscaltransferat$550percapita･

Taxcutsofthismagnitudearelargeevenasapartofintentional

countercyclica】policy･Yet,theyoccurautomaticallyasapartoftheconti-

nent-widefiscalsystem･AgaintheEuropeanCommunitylackssuchan

automaticfiscalreglme･

140-

Insumtherefore,Europeseemstolackthealternativestabilizing

mechanismsthathelpmitigatereglOnalrecessionsintheUnitedStates･In

thepast,Europeusedexchangeratefluctuationstohelpmitigatethese

regionalrecessions･Inaslnglecurrencyzone,itisunclearwhatalternative

mechanismsmightexist･

Letmereturntomyinitialpointofthediscussion･Thoseofusfrom

AmericaandJapanconsiderourselvesfriendsofEurope･Wearealsosup-

portersofaglobalworldtradingorderwhichreliesonandhelpspromote

globaleconomicgrowth･Ourcommentsandconcemsaremerelydirected

atthefactthataslnglecurrencymightnotinpracticeturnouttobethe

economicpanaceathatmanyinEuropenowhope･

Wecannotlegitimatelycommentonthepoliticalforcesthatare

drivlngthemonetaryintegrationagenda･Itmaybethatthepoliticaladvan-

tages,viewedfromaEuropeanperspective,faroutweighanyeconomic

costs･Whatevertheresult,WewishourEuropeanfriendswellinwhatever

courseofactiontheychoosetopursue･
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FJCONOM瓦CANDMONETARYUNION

TakatoshiKato

Macroeconomicallyspeaking,asintroductionofthesinglecurrency

willremoveexchangeraterisksfromtransactionsbetweenpaLrtieipating

countries,andastheEuropeanCentralBankwillconductaslnglemonetary

policy,variouseconomicsystemsandstandardswillbecomeincreasingly

homogeneousamongtheEMUcountries･Inthemediumandlongerterm,

asfinancialandcapitalmarketsinEuropebecomeincreasinglydenomi-

natedintermsoftheeuro,theywillshowgreaterdepthandstability,

whichshouldlendafurtherboosttointra-reg10naltradeinEuropeand

increaseactivityinthefinancialandcapitalmarketsIWhileEuropewill

transformitselfintoavastsinglemarket,incorporatingcurrencyand

finance,economicactivitieswithoutsideareaswillalsobeactivated.Thus

financialinstitutionsandinvestorsoutsidetheEMUareacangalnaccesstO

financialandcapitalmarketsinEuropewhichwillhavebecomefurther

strengthened･

Therearenocomprehensivestatisticscoveringtheextentofportfolio

assetsdenominatedinEuropeancurrenciesasaproportiontothetotal

amountofthosedenominatedinforeignCurrencyheldbytheprivatesector

inJapan･However,asoftheendofFebruarythisyear,largesecuritiesfirms

andmajorinstitutionalinvestorsinJapanhadatotalof$313billioninvested

inforelgnbonds･Ofthese,thosedenominatedin poundssterling

amountedtoanequivalentofabout$18billion,thoseindeutschemarks

about$26billion,thoseinfrenchfrancsabout$10billion,andthetotal

amountsinvestedinEuropeancurrenciesaccountedforalittlelessthan20

percentoftotalJapaneseinvestmentinforeignbonds･
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Astotheeffectoftheintroductionoftheeuro,Japanesefinancialinsti-

tutionsandinvestorsCurrentlybelievethattherewinbenofundamental

reviewoftheirportfoliosbycurrencyuntilthetransitiontothethirdstage

ofthemonetaryunionin1999･Somesuggest,however,thatafterintroduc-

tionoftheeuro,euro-denominatedassetswinbesettoattractmore

investmentiftheeuro-relatedmarketsbecomebroaderanddeeper,

reflectingIncreasedliquidityflowlngintothesemarketsorasaresultofa

widerrangeOfinvestmentproductsnewlyoffered･

inregardtotheintroductionoftheeuro,thereareuncertaintiessuch

as,howtheconvergencecriteriawillactuallybeapplied,howstrictlythe

StabilityPactwillbeobserved,andwhentheirrevocableconversionrates

willbeannouncedandatwhatleve】･Japanesefinancialinstitutionsand

investorsarecarefullymonitoringtheprocessofintroducingthesingleCur-

rency,sincetheirportfoliostrategywillbeaffectedverymuchbythese
factors.

MostofJapan.sforeigncurrencyreservesarekeptinUSdollars,which

correspondsfundamentallytothecurrencycompositionofJapan'sforeign

trade･Atthesametime,therealwaysexiststhedesiretodiversifyinvesト

meれttospreadoutrisks･Inthislight,webelievethattheJapanese

authoritiesshouldwelcometheintegrationofEuropeanfinancialand

capitalmarketsandexpansionan♂deepenlngOftheslnglecurrencyrelated
markets.

LookingateffectsonemerglngAsianmarkets,manyeitherhavemon-

etarysystemsbasedoncurrencybasketsinwhichtheUSdollarplaysa

predominantrole,OrtheirCurrenciesarepeggedtotheUSdollar･This

stronglinkagebetweennationalcurrenciesandtheUSdollarisunlikelyto
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Changefundamentallyevenafterintroductionoftheeuro･Ontheother

hand,ifthelaunchoftheeurobringsmoreefficientandactiveEuropean

financialandcapitalmarkets,andiftheeurocomestoearninternational

confidencebackedbyappropriatemacroeconomicpolicies,preferenceforit

asafinancialassetmayweHriseinAsia,notonlyinJapanbutalsoin

emerglngAsianmarkets･

Asthisanalysュsindicates,inorderfortheintroductionofthesingle

Europeancurrencytoproveitselfavaluableadditiontotheworldeconomy,

itisessentialthattheintroductionprocessbeconductedinanorderly

manner,therebyavoidinganyconfusionconcerningthechangeover･We

believethattwopointswi一lbeparticularlyImportant:

IFirst,decisionsontheraritiesbetweentheeuroandeachofthepartici-

patingcountries-currenciesshouldbemadeinsuchamannerandwith

suchtimingthatitwouldservetoenhancemarketconfidence･

･Second,evenafterintroductionofthesinglecurrency,effortstoachieve

theconvergencecriteriabytheparticipatingcountriesunderthethirdstage

oftheEMUshouldbecontinued･Thatwouldstrengthenconfidencethat

convergenceoftheeconomicfundamentalsofparticipatingmembersis

beingfirmlykept･

Inaddition,weinJapanstronglyhopethat,underthesingle

currency,theentireEuropeanfinancialsystem,includingsettlement

systems,willremainasopentotherestoftheworldasbefore･Theintro-

ductionofthesinglecurrencywil一requirenon-EUcompaniestotakeon

variouscosts,suchasthoserelatedtorevisingcomputersystems,andso

forth･Thereforewebelieveitnecessarythatthebenefitsofthemonetary

unionshouldbeprovidedtonon-EuropeanCountriesaswelL

Wehaveactivelyexchangedviewsconcerningthemonetaryunionin
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meetingsoftheEuropeanComrnissionorconsultationswithEUcount,ies.

Inaddition,attheJapaneseMinistryofFinance,weestablishedastudy

groupfortheEMUinNovemberoflastyear,comprlSmgrepresentatives

fromacademia,thejudiciary,andfinancialexperts･Inthatstudygroup,we

haveengagedinveryactivediscussions･fromallangles,Onthepossible

effectsofthemonetaryunionontheinternationalmonetarysystem,macro-

economy,internationalfinancialtransactions,activitiesoりapanesefinancial

institutions,andonlegalaspectsoftheplannedchangeover･particu一ar

attentionisbeingpaidtothequestionofhowthecontinuityofexistingcon-

tractsdenominatedinnationalcurrenciescanbeeffectivelyensuredunder

theJapaneselegalsystemintheposトchangeoverperiod,whichhasdrawn

wideattentionespeciallyinfinancialcircleshere･Thestudygroupplansto

publishitsfindingsinaninterimreport･

TheadventoftheeurowilュmeanthataneconomicregionCOmParab】e

insizetotheeconomicandfinancialmarketsoftheUnitedStateswillcome

intobeing,althoughitsexactdimensionswilldependonthenumberofpar-

ticipatingcountries･MuchdebateisgoingOnaStOWhattheworldeconomy

wilHooklikewithtwomajorcurrencyareas,orthree,ifoneincludesthe

yen･TheroleoftheJapaneseyen,asacurrencyforinternationaltransac-

tionsorasreserveassets,hassofarbeenlimitedtoapproxirnateJya10

percentshareoftheworld'stotal･hview･however,oftheprogressinhori-

zontalandverticaldivisionoflaborunderlyinginternationaltradeinvolving

Japan･andofthetendencyofneigh150ringmonetaryauthoritiestodiversify

theirreserveassets,theroleoftheyenasaninternationalcurrencycanbe

expectedtorisegradually･Tothatendaswell,wethinkitisimportantthat

wefurtherrevitalizetheTokyomarketasoneforyenfinanclngandinvesト
meれt.

WeareexertingourutmosteffortstocompletelyreformJapan･sfinan-
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Cialsystem･ThisreformisknownastheJapaneseI-BigBang'-,whichaimsat

revitalizingtheTokyofinancialmarketandmakingitaninternationalfinan-

cialcenteronaparwithNewYorkandLondonbytheyear2001･Topave

thewaytowardthatend,abillforrevisingtheForelgnExchangeand

ForelgnTradeControlLawhasbeensubmitted,anddeliberationsaregolng

onintheFinanceCommitteeoftheDiettomakeallexternaltransactions

conformtoglobalstandardsandtofullyliberalizeforeignexchangeopera-

tions,therebyhopingtoreinvlgOratefinancialmarketsinTokyo･

Weareproceedingatanacceleratingpacewiththedeliberationsona

comprehensiveplantocompleteallplannedreformsby2001,andthe

overallpictureofwhichwillbecomeapparentthisJune･Afterthat,wewill

continuetomakerelevantdecisionsandstlCCeSSivereform-relatedbillswill

beputontheagendaofthenextsessiondftheDiet･AsMr･Walrafensaid

intheConclusionofhisremarks,"Don-tworry,beready･"Wewillproceed

withourbestefforts,bearlnghiswordsinmind･

Appendix

EuroChangeoverScenario

ConvergenceCriteria

StabilityandGrowthPact

lntemationalMonetaryChronology



E
uTOChangeoverScenario

●DecisionbytheHeadsofStateor
Govemmentonthecountriesparticipating

early1998 .iEnSgTBeeEs芸器芸:dFurrenCyAreà

(ESCB:EuropeanSystemofCentralBanks)

ITheeurointroducedinanon-cashform.

January1,1999 .trerteX::anbtea,fit;cilPpga震 ocnuvr芸snicoi:sraatnedSthe
eurO.

F.srSIBgnbeegxicnhSaTgeesin.pi
lerponetaryand
CylneurO･

January1,2002

atthelatest

July1,2002

atthelatest

･Eurobanknotesandcoinsintroducedand
withdrawalofnationalbanknotesandcoins
initiated.

Completionofchangeovertotheeuro･

Nationalbanknotesandcoinsloselegal
tenderstatus.
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ConvergenceCriteria

●
1.TheCriteriononpricestability

Theaverageinnationrateofacountrymustnotexceedthat
of,atmost,thethreebestperformingcountriesintermsof
prlCeStabilitybymorethanl･5percentagepointsfわraperiod
ofoneyearbebreexamination･

2.Thecriteriaongovernmentbudgetaryposition

① Annualgeneralgovernmentbudgetdeficitsmustnot
exceed3% oftheirGDPunlesstheratiohasdeclined

substantiallyandcontinuouslyandisclosetothereference
value,Orunlessthereferencevalueisexceededonly
temporarilyandasanexceptionwhiletheratioremains
closetothereferencevalue.

@ Totalgeneraloutstandinggovernmentdebtmustnotexceed
60%ofGDPunlesstheratioissufficientlydiminishingand
apporoachingthereferencevalueatasatisfactorypace･

3.Thecriteriononexchangeratestability

Amemberstate'scurrencymusthaveparticipatedinthe
ExchangeRateMechanismoftheEMSandbeenkeptwithin
itsnormalfluctuationmarglnSWithoutseveretensionf♭rat
leasttwoyearsbeforeexamination;thecurrency-sbilateral
centralrateagainstanyotherparticipatingstate'scurrency
mustnothavebeendevaluedontheinitiativeofthecountry
forthesameperiod･

4.Theinterestratecriterion

Theaveragenominallong-terminterestrateofamemberstate
mustnotexceedthecorrespondingaverageratesin,atmost,
thethreecountrieswiththelowestinflationratesbymore
thantwopercentagepointsforaperiodofoneyearbefore
examination.
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StabilityandGrowthPa･ct

PactensuringbudgetarydisciplinebyEMUCountries

A.Surveillan(:eandSanctions

MemberStatesinthethirdstageofEMUwillbeobligedto
submitstabilityprogrammestotheEuropeanCommission
everyyearandsubjecttoagreesanctionsforfailuretoact
effectivelyonexcessivedeficits･Thestabilityprogrammeswill
specify theirmedium-team budgetary objectives,together
withanadjustmentpathfわrthegovernmentsurplusordeficit
ratioandtheexpectedpathforthegovernrnentdebtratio.

B.Excessivedeficit

Adeficitover3% referencevalueshallbeconsideredtobe
eXCeSSIVe.

C･Exceptions

(a)Governmentdeficitover3%referencevalueresultingfroman
economicdownturnshallbeconsideredtobeexceptional
onlyifthereisanannualfallofrealGOPofatleast2%･

(b)AnannualfallofrealGDPoflessthan2%isnevertheless
exceptionalinthelightoffurthersupportingevidence･in
evaluatingwhethertheeconomicdownturnissevere,the
MembersStatewillasruletakeasareference-Pointan
annualfallinrealGDPofatleast0.75%.

D.Structureandscaleofsanctions

(a)IfaMemberStatefailstoactincompliancewiththe
succesivedecisionsoftheCoW Cill,theCouncillwillimpose
sanctionsincludinganon-interestbearlngdeposit･

(b)ThenonJnterestbearringdepositshouldbeconvertedinto
afineaftertwoyearsifthedeficitofthegovernment
concernedcontinuestobeexcessive.

(C)Theamountofthedepositorfinewillbemadeupofa
fixedcomponentequaltoO･2% ofGDPandavariable
componentequaltoone-tenthoftheexcessofthedeficit
overthereferencevalueof3% ofGDP.Therewillbean

upperlimitofO･5%ofGDP.
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丁.

ImtematiomalMomeせaryChFOmO且ogy

1978

1979

1982
1985

1987

1989

1990

1991

1992

1993

August

December

March

June

February
March

0ctober

November

December

March

August

September

February

October

April
November

October

December

September

August

November

January
December

April

December

PresidentNixonannouncesthesuspensionofconvertibility
ofthedollarintogold,theso-called"NixonShock"A

SmithsonianAgreernent,bywhichmajorCurrenciesare
revaluedandnewcentralratesareset.

ECnationsdecidetoform'.Snake'f.

Britainleavesthesnakeandfloatsthepound･

Theyenisnoated.

ECannouncesajointnoatofsixcurrencies･

T571C2rpaei:ebSatrtee.FhrtCebeOgfi霊 ;0.I:.bhye7sO.竺ilflreOdT･畠Iigt三gk･･.

TheU.S･announcesmeasurestosupportthedollar,whicch
thenrecoversquiekly･

OPECnationsbeginralSlngOilpnces,theso-calledl'Second
OilCrisis".

EuropeanMonetarySystemisestablished･

Mexicoannouncesthatitwillnotmeetdebtpayments･

ThePlazaAccorddeclaresthatthedollaristoostrongand

:a.lis,df.pnra?ergeeriychaaPnPgreeCiaatioknetOifnTetPveernctT.r器ncies･G5agrees
TheLouvreAccorddeclaresthatthedollarhasfallenfar
enoughandagreestocooperateinstabilizingit･

BlackMonday･TheDowJonesindustrialAveragefalls508
points･

DelorsReportonEMUispresented･
FallofBerlinWall

ReunificationofWestandEastGermany･

≡?aliasFrS…hOtfTt,heeatSyoysieatgYeneidOn.nbyECnalions.
J

Europeancurrencycrisis･PoundandliraleaveERM･

ERM凸uctuationbandsarewidenedto±150/oaroundthe
centralrates.

MaastrichtTreatycomesintoforce:EstablishmentofEU.

EuropeanMonetaryInstituteisestablished･

Mexicancurrencycrisis･

TheyenexchangeratemarkspostwarhighagalnSttheUS
dollar.

EUnationsagreeonanewscheduleforthechangeoverto
thesinglecurrency･
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