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* EURO-SCLERDSIS OR FURD-REHABILITATION ?

_BEC COMBISSION PRESIVENT GASTUN_THORN -

at a luncheon suunsured_by tha

1he "Croup of Thirty®

New York, 7th December 1984

This speech was dellvered by
EEC Commissioner Mr Ivor RICHARD
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Tie woeks ago 1 oread cie mote dllltle on "tUFObCIOl"kls“ ) o
by Hobart Rowen of Lo Hiriiiotos bnat wu,-g I uni n:atand r 5

hiah u1=mwloxment, low economic H:cw!h and hth laUrur
cnsts and rlgldiiy

lt’is unqursttunahlé thgr Europscons have been UdlLIfU“rlY
éffuctod oy scotor decaf stagnatlnq cmploymnnt and Ly

T&CR of Uity and vision of a better future. This has
glven rise to a goed deal of ' £m7has-eame

to hc called *Luropessinism,

, . , . .
" The cuie is we!l kngwn- }t reuuires a nositive att.tude

hy the Latient. that is & new resolve to lntngrate knrone,bdsed
oh the ﬂvolina of sovcreignty over key issues.
Emery a@lttltal Ieaﬂer iR Eureue
knows this {s inevltabie._ Some have sald so. Those whu |
cannot give up their nattonal vetoes on DFOQFESS‘at the

v s v

Eﬂzﬁﬁﬁaﬁm lzever mayT”f ﬁave to ne left behlnd

-’ a

- b U

Those who see Europe'sglass half- emptv are writing 1t off
- &8s & fallure, because Europe s safd to nave proved itself
incapable of providing a fully-fledged strategy to reverse
its current loss of compet{tiveness In relation to-the
US and Japan. A substantial part of our problem stems

../from the longest'ECﬁnomlc
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from the longest econumic crisis since the 1830s. 1o
this extent. a loss of falth in cur owﬁwfﬁfﬂlémfgmd |
Ccenjunctaral factor,  Masn't this tie case of APLFIF“H’

in the late sev ntlcs t Hus the nnerlnan mood not
radically changed simoly because of a renewed sense of
'*adarchip, of ecenomic enterpris: and, may | add, of

tdhlan”J 115L11 ld\it“ ? (vu!d ihe story rot look less

S one-sided tomerrew ¥ S, 3@ the US trude deftcit.tlzu.bns
Ln_SuJmtontinuesmxu;¢uaLuase_Ln_ﬁea4fieLms_and—Decomesgﬁg_

hig that the rest of the iwcrld becores unable to continue
fingncing if, the canitel 1nfloa‘jnro'tne‘us dries up,
the dollar coll av‘v“"’sand the US n«*alfty of 1.1‘-jfé’_-su‘rfers' 7

Thcse who see a glass lef;fgll,‘aolnt out
that part‘of ous current huwaﬂean brofrkems. are QHE‘EU au;
staggering success, to a uuadruvling of real living standd;
‘since 1950, a virtual disanpearance of poverty, a social |
seeari%y—sy%tem that s the ey of uorkers ‘everywhere,

Aﬁd it is a fact that Europe remains by far the largest and the
most open trading block, with a share of world trade
exceeding that of the US and Japan combined, a haven of
democracy and of peace, & center of knowledge and of
‘learning, the largest source of financial ald to the
Third Horld, twice as important in relative terms as
that of the US.

> | . ./FOUr years @go,.....
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Four vears aon,  whan the oresent Curepean Coumission vas
appoinied, tne Comunity was facing a scerles of unprecedented
combined challenges : stagnation, rising unemployment, loss
of technoloufcat leadership, a debilitating budgetary
confiict, an tmending shortfall In the resources available
to finance the Comnunitly budget, a threat to the survival
OF.the European Comnion Market due to national measures of
protection, an unprecedented steel crisis, a Common
Agricultural Policy (CAP) which was getting out of hand,

a prospective internal fish row which was linked to the
establishment of the 200 mile zone at sea, to mention

but a few.

In order to tackle these problems, the Commission made
an unprecedented number of proposals aimed at putting
Europe back on the road again.

Four years later i

- the economic indicators, with the tragic exception of
unemp loyment, are more promising than they have been for
a number of years, also though prospects are limited by

substantial structural rigidities. .

- @ budgetary reform, which had defied all previous efforts
has been achieved : notably, a solution has been found
to the UK budget problem, which had poisoned the
European atmosphere for too long , moreover, member

- fasavornmonte anrsart €A raten
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Govei tennls aeree] 1o raise te tnmwnuitv‘* P’*Hnn
aveilohle receipts 1o 1“ iy 1 ' ol \A;r In
atfi Uien, Uy are adeting o svatem of "1 Inancis)
discinline® ror LOWhUHIlF expendi LUre, in.uartrculqr
for aoriculture;
L
: - nudte tionist pressurns wore kept at bay both wirhin
S the Lhmanﬂu»én—é~+$&#$w++g~eewnirtﬁe: the internal rzrxet

was consolidated by removing dozens of non--tarit‘f

ST TEr S and STRp Iy TG Barder lurmalf?feé‘)"sevéfbf
clashes were preempled by selting up o "crisis
}@nmﬁmgﬂ%“%wgm%%iﬂw&aff
mectings; o

Fegular US-EC-minlsterts)

2

- a najor steel'refofm.tnuk.pluae involving capacity
reductiohs aﬁd7changgs'tn the preduct mix s steel is
expected to'onerate wler nolmal warket conditions
as from 1986, |

- . PN —

- the EHS performed beyonss lie nost optimlstic |
expectations. I shall return to this,

- the CAP was reformed, notably through limitations in
 the price guarantées for surplus products such as
dairy to certaln production cellings, reductiofs in
US-EC cereal price differentials. and'the'progresslvs_
elimination of border taxes,

- @ new common pollcy for fishing was established, -

../substantial achievements vere
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substantial achievemen's woere chtained fn the industrial
secter, notably with the establishment of a comnmon
proaramme on controlled thermonuclear fuston |
(JCT vroject), which puts Europe ahead in the 21st
century encrgy race: the adoption of the ESPRIT ‘
programme, whose aim is to encourage EC-wide DroJects/

. bf Information technology and rescarch 5 an action
C brogronme in the area of telecommunications ang

biotechnalogy » a new actlion programme on environment,
Encluding proposals on unleaded petrol, water pollution,
and waste ; and guidelines for the establishment of a
common market for broadcastings |

the operations of the European Scclal and
Reatonal funds were overhauled and rationalized,

-

the Third Lomé Agreement, a historic global cooperation -
pact with 65 countries in Africe, the Caribbean and

the Pacific which stands in sharp contrast to the
current stagnation of the so-called Nor th-South Dialogue,
Is being signed - which accounts for President
Thorn's absence today:

further progress was achieved in our agreements with
ASEAH and the Andean Group and the decision was teken
to sign a general cooperatlion agreement wltthentral-
America, including a substantial amount of ald as

a contribution to solving the socio-economic root-

../causes of that region's problems.
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causes of that regien's probicmks:

- the third enlaruyenent of the Communtty to include
Spatn amd Portugal reached the last hurdle and agreement
{s nears

.- the Fontainebleau stumit decidad to make the EC more
relevﬁnt to tts citizens, inclwding a common European
fiag, a Eurepean anthen, a single Eturopean passport
and unified Europeasn sports teaws,

Would you then still say that Europe is going down the tube,

or rather - as 1 do - that it looks pretty nuch alive and
kicking ?

The achievements I listed are no peanuts, particularly In

times of economic anﬁ budgetary crises, which are the enemies

of progress., Some are even nflestones that show that Europe

is back on the road, But it is not a straight and fast road llke
the steps of a child. It is the more tortuous itinerary of

an adult,

Of course, the Commission ﬁould have wished to do more and better
and to achieve results more speedily and smoothly, that is, to
avold losing wasteful tlme on trivia and bumping up égalnst the
continual obstacle of national vetoes placed in front of almost
every initiative which we have taken. [ don't know whether you

realise that over 400 major poilcy proposals. by the Commission have
not yet been acted upon by the Community's Council of Ministers.
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Could I Just mention here sepe of the things that the (o muni
could already have done by now « aa cven bolder refors of
thie CAP, an tncrease tn the maadaos Lindt of budsstary resour
1o 20 of ¥al, the vceeognition thnt the Commumity as such tad
the powor to ralse taxes, an agreceent between Council g
thi: Eurllamvnt on a comeson sysier of financial discipline,

\ I weuld have liked to see wore proaress In satters concerning
the internal market, ang transport, ' '

I would have welcomed a radical approach to border delays, -
which cost Eurcpenn cltizens some 12 biilion dollars a year.

and runrlie procurement policies, which cost the european tox

paver some 40 biilion dollurs annually., | would have expecte
from certain governnenis a stronger european spirit and from

thelr leaders a greater foresiohl and courage,

There is no denying that In getling agreemnent on some of the
propousals some preclous Community china has been broken and
1t wiil be gifficult to stick It together again . One of the
most negative factors has undoubtedly becn the attempt by at
least one FKember State to get what it regards as a falr retur
from the Community, This gave rise to an "accounting compiex
which was and {s poisoning the atmosphere in the Cqmmunlty an
has weakened the Community spirlt, with serious éonsequences
for its future functioning. Member countries do mot ask anym
what they can do for Europe, but only what Europe can do for
them,

I am convinced that ...
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[ am convinced that through its succe.sive achievements, the
Cameunity could transform this negative attitude into a
more posilive one.

The return of "Eurooptimism" largely depends on increased
political integration and security, on economic recovery
and on gainful activity.

Political integration has become of the essence. Defence
matters will have to be decided together. starting with.

‘weauons procurement, The decislon-making machinery will = .
have to be overhauled and streamlined. The European Parliament
will have to be given the right to legisiate.

The recurrence of institutional reform proposals - of whlch
the European Parliament's draft treaty on European Union ls ,
the latest and the most far-reaching - are signs of the qrpwlngr”
inpatience of several of our leaders and cltizens with tne- 5
European-Minister "circus®. Few deny the Importance of -
further Integration, although steps in this directlion are bound
to be slow and sometimes still-born. -

In the short term, the battie agalinst unemoloyment and lndustrlal
decline is the battle for the future of the Eurouean ldea.‘

w i

. The Commission has suvmitted a plan, whose main elements enJoy
the support of all Member States. Since the first oil crisis,
there has never been such a large consensus In Europe on
analysis as well as action required :

1

- a macro-economic pollcy framework more conducive
to growth and employmnent through a pause 1n public
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expenditure Incresses, a reduction In tax
burdens, greater investments and yreater
convergence between Member countries of
budget balances and monctary policles

the promotion of expansion ....

L AT R
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- the promotici of expansion and competitivily of the
enterprise sector, notably through a greater opening |
up of the tnternal Community market for goods, services, +
capital and professions. the revicw of regulatory policles;

- the expanslun of employment by moterating real wages and
| labopr: costs, reexamining labour market regulations
and conventlons to increase employment propensity,
fncreasing flexibility in working time, and tralnlng:

- the furtherance of a more stable lnternational economy throuan
cooperative action with the US and Japan and the LDCs, notablv
within the GATT, and support for measures to strengthen
the international monetary and trade system, and to manage
the debt problem successfully. - o i

This plan constitutes a package. Its implementatlon requlres;

Increased coordination among EC members. An lmportant avenue

to this effect is the strengthening of the European. Hoaetary ‘%

System (EMS), to which I shall devote my final remarks. ’

e
-I;A“'a"... i PPN

The performance of the EMS, which was launched in 1979, has
shot early critics full of holes. The EMS has become a j
European zone of relatively stable exchange rates, whether
measured in nominal or real terms, as compared to outéide
- currencies. This achievement has only been made possible
- by Increased implicit or explicit coordination in setting
. fiscal and monetary policies. Exchange rate realignments .
were decided together in a Community spirit and in an orderl

FRAEFF SN
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fashion and surved the purpose of correcting diverging tnternal
inflation rates and nct to valn competitive advantayes to the
getriment of other meiber countries,

As t0 the ECU, private_ users have shown a growing interest
in ECU transactions and investments. On 15 September of this

‘year, thg.Greek Drachnma entered the ECU and the amounts of

those Eurrencles which appreciated during the past five-year
period were slightly decreased to compensate partially for
changes In weights occasloned by exchange rate realignments. |
1t is a very encouraging sign that this composltlonal adjustment
caused no market disturbance and affected in no way operations.

In Eurocurrency markets, the ECU now assumes an importance
about equal to that of the DM and the pound sterling, all three e
falling, of course, well behind the dollar. Private ECU
transactions witness continuous innovations. Allow me to

quote only a few recent deveiopments. The Belgian firm

Cote d'0r recently floated the first bond issue in ECU,
convertible fnto shares, and quoted on the Brussels stock
exchange. A number of French banks and the European Investment
Bank recently gave life to a short-term secondary ECU market

in the nature of "note of i{ssuance facilities". The ECU is
already quoted on the Rome, Milan, Brussels, Paris and
Copenhagen stock-exchanges. Yesterday, a first ECU loan has
been placed by the Commission in the US market. It was
oversubscribed and | expect it wili be followed by others,

N A clearing mechanism is being established with the BIS lni

Bale, Switzerland, for private bank settlements inm ECUs.

.+./ Demand of ECU travellers chegues


User
Rectangle

User
Rectangle


DEC,10 ‘84 12:37 CCE NEW YORK KI 73

11

Demand of ECU travellers cheques is such that several French

banks tn cooberation with American Express as well as Thomas

Cook are preparing issuance for 1985, Acceptance of the ECU

by private transactors ts all the more remarkable as some .
official hindrances still exist, Only If these obstacies are
—ellmlndted, and that is the arca where political will is required,
will the ECU recelve its chance to develop into a full fledged
international currency. ‘ '

Host lmportant of all, the ¢rrwan authorities still refuse tol
grant the private ECU equal glalus to any foreign currency

on leyallstic grounds, They also object to the ECU on {ts _
Inferior quality to the DM and its inflationary potential, and

are concerned about the nartlcu!ar burden that falls on the

Di4 as lony as other participating currencles malntain exchange.’: S
restrictions. I fully share the German.government’s vtew tn£“£3 ?*
for the normal development of the ECU, exchange controls withi[f{?”
the Community need to be reduced and eventually eliminated.

However, the existence of exchange controls elsewhere does u;iiiq;;
not justify the German government's discrlmlnatlon agatnst ciie
the ECU. Notably, because if ECU transactions were fully
exempted from exchange controls where they exist, those

L i

contrdls.could easily be circumvented.

German banks have shown increasing eagerness to deal in ECUs,
Because law mukes ECU transactions impossible in Germany,™ . i M

../banks transfer those deals
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banks transfer those deals to thelr Luxembourg branches,
theraby escapring the control of the Fundesbank., Would
it then not be much simpler and consistent, particularly
for a government commitied to market principles to eliminate .
discrimination against the ECU, to let the market decide o
whether the ECU 1s attractive or not, and to regain control
over }hpse operations 7 As to the lnflatléaary potential -
of ECUs. It s quite clear that the private ECU cannot /¥ 7%,
create inflation : only official ECU creation could. o

-

.~

To render the ECU moie attractive, 1t should be remunerated at
wefghted market, Instead of official discount, rates. The “:
current swap arrangements ought to be replaced by a permanent
transfer part of national exchange and gold reserves. ECUs should
also Le created through credits to natlonal authorities beyond ;
what is possible now, comblned with a rule Ilmltlnu ECU i g{J‘ o
creatlon and assuring a non- inflationary impact. As a flrst

step, the role of the ECU should extend to intra-marginal .
tnterventions. This would have the additional bemefit of -
rendering interventions more coherent insige the EMS Tne i
holding of ECU reserves by outside monetary authOrlt!es i‘%
should be allowed. The ECU would be offered as a means to
diversify reserve assets without creating pressure on

specific member currencies, as can now happen to the DM,

Finally, the role of the ECU as an tnternational transaction
currency can be beneficially expanded for commodity

agreetients, or pricing of natural oil or other commodlties.

The Commission 1s now negotiating for the first time the use

of ECU In a commodity agreement.

..) As to the EMS in general,.. -
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As to the ENS In general, I strongly regret that the: UK'ﬂf:fyﬂ;
continues to withhold its participation ! The UK clalmS":l
that 1ts major concern is based on the Detrocu;_ P
character of the pound. It can, however, be’ easlly seen
that, unlike during the initial period of North Sea 011

discovery, which indeed implied a significant structural
change, It is not desirable, even from a UK perspective,
to let the pound fluctuate according to varlatlons in the lh,4~
price of oll, . | ‘

Thls is the presumed advantage of flexlble exchangegrates 2
to protect the domestic economy from outside dlsturbances £
and free domestic policles for the pursult of domestic  ”
objectives. Experience with floating rates has shown that,
due to frequent and protracted overshooting, this presumed
advantage does not materialize fn practice, Therefore,

the UK is bound to gain from Joining the EMS.

During the first years of the EMS the UK authorities found
i1t difficult to joln the EMS because the pound was
overvalued. Now they find It equally difficult because

../the pound is undervalued.
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with outside developments such as a reversal of the dollar
apprecfation,

This should be In the long - or even medium - term
interest of the US itself. A lowering of excessive US
interest rates and exchange rates {s as essential to the
Urfited States as to Europe and the rest of the world.

It 1s my view that the ECU could grow into a major

{nternational currency if existing institutional
limitations are removed.

P
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