Slovak University of Agriculture

Faculty of Economics and Management

History of the Economic and Monetary Union, ESCB and ECB

2007/2008                                                                                
Class 2 MPA




                    
Ivana Ďurovkinová  
Group 11







          Jana Kóňová
Contents
2Introduction


3Economic and Monetary Union (EMU)


5Stage One of EMU


5Committee of Governors


6Legal preparations


6Stage Two of EMU, establishment of the EMI and the ECB


7ERM II


7The new banknotes


7Stability and Growth Pact


7Initial participants


8Preparation for fixing the conversion rates


8Appointment of decision-making bodies


8Stage Three of EMU, irrevocable fixing of exchange rates


9The European System of Central Banks (ESCB)


9The European Central Bank (ECB)


10Protocol


10Decision making bodies of the ECB


11Responsibilities of the ECB


11Financial and general provisions


13Conclusion


14Bibliography




Introduction


Central banking in Europe always used to be connected with issuing and managing national currencies. A national currency became an essential element of national sovereignty. National banknotes, which occupied important role in the circulation of money, replaced gold and silver coins. Concurrently with the increasing role of banknotes as a means of payment in modern economic life, their issuers, the central banks, grew in importance and the conduct of monetary policy became an important part of a nation’s economic politics.

The realization of European Economic and Monetary Union (EMU) at the end of the 20th century was unique in that it introduced a new monetary regime with a single currency for a large part of Europe. The history of EMU consists of three stages. The first began on 1 July 1990, the second on 1 January 1994 and the last on 1 January 1999. The 12 Member States of the EU that have so far adopted the euro represent two-thirds of the EU’s total population and the extension of the euro area to other EU Member States is expected in due course. The establishment of a new supranational monetary organisation, the ECB and the integration of NCBs into a European central banking system, the ESCB, are representative of the supranationalisation of European central banking. The ECB also represents modern central banking. 
Economic and Monetary Union (EMU)

The first attempt to create an economic and monetary union between the members of the European Communities goes back to an initiative by the European Commission in 1969, which set out the need for "greater co-ordination of economic policies and monetary cooperation, what was followed by the decision of the Heads of State or Government at their summit meeting in The Hague in 1969 to draw up a plan by stages with a view to creating an economic and monetary union by the end of the 1970s.


On the basis of various previous proposals, an expert group chaired by Luxembourg’s Prime Minister and Finance Minister, Pierre Werner, presented in October 1970 the first commonly agreed blueprint to create an economic and monetary union in three stages (Werner plan). The project experienced serious setbacks from the crises arising from the non-convertibility of the US dollar into gold in August 1971 (i.e. the Bretton Woods System) and from rising oil prices in 1972. 


The debate on EMU was fully re-launched at the Hanover Summit in June 1988, when an ad hoc committee (Delors Committee) of the central bank governors of the twelve member states, chaired by the President of the European Commission, Jacques Delors, was asked to propose a new timetable with clear, practical and realistic steps for creating an economic and monetary union. This way of working was derived from the Spaak method. The Delors report of 1989 set out a plan to introduce the EMU in three stages and it included the creation of institutions like the European System of Central Banks (ESCB), which would become responsible for formulating and implementing monetary policy.

The resulting Delors Report proposed that economic and monetary union should be achieved in three discrete but evolutionary steps. 

·  Stage One of EMU 

·  Stage Two of EMU 

·  Stage Three of EMU 
Table 1: The three stages to Economic and Monetary Union
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Source: ECB: European Central Bank [on-line], Economic and monetary union (EMU), 2007
Stage One of EMU 

(1 July 1990 – 31 December 1993)

On the basis of the Delors Report, the European Council decided in June 1989 that the first stage of the realisation of economic and monetary union should begin on 1 July 1990. On this date, in principle, all restrictions on the movement of capital between Member States were abolished. 

Committee of Governors


The Committee of Governors of the central banks of the Member States of the European Economic Community, which had played an increasingly important role in monetary cooperation since its creation in May 1964, was given additional responsibilities. These were laid down in a Council Decision dated 12 March 1990. Their new tasks included holding consultations on, and promoting the coordination of, the monetary policies of the Member States, with the aim of achieving price stability. In view of the relatively short time available and the complexity of the tasks involved, the preparatory work for Stage Three of Economic and Monetary Union (EMU) was also initiated by the Committee of Governors. The first step was to identify all the issues which should be examined at an early stage, to establish a work programme by the end of 1993 and to define accordingly the mandates of the existing sub-committees and working groups established for that purpose. 

Legal preparations


For the realisation of Stages Two and Three, it was necessary to revise the Treaty establishing the European Economic Community (the Treaty of Rome) in order to establish the required institutional structure. To this end, an Intergovernmental Conference on EMU was convened, which was held in 1991 in parallel with the Intergovernmental Conference on political union. 










The negotiations resulted in the Treaty on European Union which was agreed in December 1991 and signed in Maastricht on 7 February 1992. However, owing to delays in the ratification process, the Treaty (which amended the Treaty establishing the European Economic Community – changing its name to the Treaty establishing the European Community – and introduced, inter alia, the Protocol on the Statute of the European System of Central Banks and of the European Central Bank and the Protocol on the Statute of the European Monetary Institute) did not come into force until 1 November 1993. 

Stage Two of EMU, establishment of the EMI and the ECB

(1 January 1994 – 31 December 1998)

The establishment of the European Monetary Institute (EMI) on 1 January 1994 marked the start of the second stage of EMU and with this the Committee of Governors ceased to exist. The EMI's transitory existence also mirrored the state of monetary integration within the Community. The EMI had no responsibility for the conduct of monetary policy in the European Union – this remained the preserve of the national authorities – nor had it any competence for carrying out foreign exchange intervention. 

The two main tasks of the EMI: 

· to strengthen central bank cooperation and monetary policy co-ordination, and 

· to make the preparations required for the establishment of the European System of Central Banks (ESCB), for the conduct of the single monetary policy and for the creation of a single currency in the third stage 

To this end, the EMI provided a forum for consultation and for an exchange of views and information on policy issues and it specified the regulatory, organisational and logistical framework necessary for the ESCB to perform its tasks in Stage Three. 

About the EMI's preparatory work 


In December 1995 the European Council agreed to name the European currency unit to be introduced at the start of Stage Three, the ‘euro', and confirmed that Stage Three of EMU would start on 1 January 1999. A chronological sequence of events was pre-announced for the changeover to the euro. This scenario was mainly based on detailed proposals elaborated by the EMI. 

ERM II


At the same time, the EMI was given the task of carrying out preparatory work on the future monetary and exchange rate relationships between the euro area and other EU countries. In December 1996 the EMI presented its report to the European Council, which formed the basis of a Resolution of the European Council on the principles and fundamental elements of the new exchange rate mechanism (ERM II), which was adopted in June 1997. 

The new banknotes


In December 1996 the EMI also presented to the European Council, and subsequently to the public, the selected design series for the euro banknotes to be put into circulation on 1 January 2002. 

Stability and Growth Pact


In order to complement and to specify the Treaty provisions on EMU, the European Council adopted the Stability and Growth Pact in June 1997 – two Regulations form part of the Stability and Growth Pact, which aims to ensure budgetary discipline in respect of EMU. The Pact was supplemented and the respective commitments enhanced by a Declaration of the Council in May 1998. 

Initial participants


On 2 May 1998 the Council of the European Union – in the composition of Heads of State or Government – unanimously decided that 11 Member States had fulfilled the conditions necessary for the participation in the third stage of EMU and the adoption of the single currency on 1 January 1999. The initial participants were Belgium, Germany, Spain, France, Ireland, Italy, Luxembourg, the Netherlands, Austria, Portugal and Finland. The Heads of State or Government also reached a political understanding on the persons to be recommended for appointment as members of the Executive Board of the European Central Bank (ECB). 

Preparation for fixing the conversion rates


Also in May 1998, the ministers of finance of the Member States adopting the single currency agreed together with the governors of the national central banks of these Member States, the European Commission and the EMI that the current ERM bilateral central rates of the currencies of the participating Member States would be used in determining the irrevocable conversion rates for the euro. 

Appointment of decision-making bodies


On 25 May 1998 the governments of the 11 participating Member States appointed the President, the Vice-President and the four other members of the Executive Board of the ECB. Their appointment took effect from 1 June 1998 and marked the establishment of the ECB. The ECB and the national central banks of the participating Member States constitute the Eurosystem, which formulates and defines the single monetary policy in Stage Three of EMU. With the establishment of the ECB on 1 June 1998, the EMI had completed its tasks. In accordance with Article 123 (ex Article 109l) of the Treaty establishing the European Community, the EMI went into liquidation on the establishment of the ECB. All the preparatory work entrusted to the EMI was concluded in good time and the rest of 1998 was devoted by the ECB to the final testing of systems and procedure.
Stage Three of EMU, irrevocable fixing of exchange rates

(1 January 1999 – continuing) 

On 1 January 1999 the third and final stage of EMU commenced with the irrevocable fixing of the exchange rates of the currencies of the 11 Member States initially participating in Monetary Union and with the conduct of a single monetary policy under the responsibility of the ECB. The number of participating Member States increased to 12 on 1 January 2001, when Greece entered the third stage of EMU. Slovenia became the 13th member of the euro area on 1 January 2007, to be followed one year later by Cyprus and Malta. On the day each country joined the euro area, its central bank automatically became part of the Eurosystem. 

The European System of Central Banks (ESCB)

The European System of Central Banks (ESCB) is composed of the European Central Bank (ECB) and the national central banks (NCBs) of all 27 European Union (EU) Member States.
The ESCB's principal aim is to maintain price stability by way of: 

· defining and implementing the monetary policy of the euro area; 

· conducting foreign-exchange operations; 

· holding and managing official foreign-exchange reserves of the countries of the euro area; 

· promoting the smooth operation of payment systems. 

The monetary functions and operations of the ESCB involve in particular:

· the opening of accounts by the ECB and the national central banks for credit institutions, public entities and other market participants; 

· open market and credit operations; 

· the requirement on credit institutions established in Member States to hold minimum reserves; 

· operations with public entities; 

· making regulations to ensure efficient and sound clearing and payment systems; 

· cooperation with the central banks and credit institutions of third countries and with international organizations. 

The European Central Bank (ECB)


The European Central Bank was established on 1 June 1998. It has legal personality and is fully independent of national and Community institutions. The ECB ensures the smooth running of the Economic and Monetary Union by managing the European System of Central Banks (ESCB). Its primary objective is to maintain price stability by defining the monetary policy of the "euro area" so as to preserve the value of the euro.

Protocol

Protocol on the Statute of the European System of Central Banks and of the European Central Bank annexed to the Treaty establishing the European. This Protocol sets out the responsibilities of the decision-making bodies of the European Central Bank, which manages the European System of Central Banks (ESCB). It also explains the aims and tasks of the ESCB. The Protocol forms part of the Maastricht Treaty , which was annexed to the Treaty establishing the European Community and which provides the legal basis for the European Central Bank (ECB) and the European System of Central Banks (ESCB). 

Decision making bodies of the ECB

The European Central Bank manages the ESCB. The ECB's three decision-making bodies are the Governing Council, the Executive Board and the General Council.

· The Governing Council: This is the highest decision-making body and comprises the six members of the Executive Board and the twelve central bank governors of the Member States that have adopted the euro. Each member has one vote. Its main task consists, in particular, of formulating the monetary policy for the euro area. To this end, the Governing Council may set interest rates at which commercial banks can obtain money from their central bank. This has an indirect effect on interest rates throughout the euro-area economy: the interest rates at which the banks themselves can obtain money obviously have an influence on the loans they grant or on the remuneration on deposits by investors. The Protocol also sets out provisions for maintaining the Governing Council's capacity for efficient decision-making in an enlarged euro area, irrespective of the number of Member States that adopt the euro. These amendments were introduced by Council Decision (EC) No 223/2003, which relates to a rotation system . 
· The Executive Board: The Executive Board comprises the President and Vice-President of the ECB and four other members. They are appointed by common accord of the countries participating in the euro area at the level of the Heads of State or of Government. The Executive Board implements the monetary policy as defined by the Governing Council and gives the necessary instructions to the national central banks. It also prepares meetings of the Governing Council and is responsible for the day-to-day management of the ECB. 

· The General Council: The General Council is the third decision-making body of the ECB. It comprises the President and Vice-President of the ECB and the central bank governors of all the EU Member States. It thus brings together the central bank governors of Member States which have introduced the euro and of those which have not. The President of the Council of the European Union and one member of the Commission can attend ECB General Council meetings but do not have the right to vote. The responsibilities of the General Council are listed in full in Article 47 of this Protocol. In particular, it: 

· carries out the transitional tasks of the ECB;

· contributes to the advisory functions;

· collects statistical information, contributes to the reporting activities of the ECB, etc.

Responsibilities of the ECB 


To ensure price stability and maintain a realistic economic policy, the ECB's tasks are:

· to issue bank notes and coins. Under the EC Treaty, the ECB is the only body entitled to authorise the issue of bank notes in the euro area. Member States can issue coins, but the amount must be authorised by the ECB beforehand; 

· to cooperate at international and European level. In the field of international cooperation, the ECB decides how the ESCB is represented. Within its range of responsibilities, it establishes working relations with several institutions, entities and suitable third bodies within the EU and worldwide; 

· to stabilise the financial system and monitor the banking sector. The Eurosystem contributes to the smooth conduct of policies pursued by the competent authorities in connection with the prudential supervision of credit institutions and the stability of the financial system. 

Financial and general provisions


The Protocol lays down several financial provisions for the ESCB relating to financial accounts, audits, the capital of the ECB, the key for capital subscription, the transfers of foreign-reserve assets to the ECB, etc. 







The ECB is authorised to make regulations (directly applicable in all Member States) or to take decisions (compulsory for the addressee) necessary for carrying out the tasks provided for in the Protocol. It can also make recommendations and deliver opinions (which are not legally binding). The acts or omissions of the ECB are open to judicial review by the Court of Justice of the European Communities (CJEC). At national level, disputes between the ECB and its creditors, debtors or any other person are decided by the courts in the Member States, except where jurisdiction has been conferred upon the CJEC. The ECB is subject to the liability regime provided for in Article 288 of the Treaty establishing the European Community. Lastly, the ECB enjoys in the territories of the Member States such privileges and immunities as are necessary for the performance of its tasks, under the conditions laid down in the Protocol on the Privileges and Immunities of the European Communities . 










The seat of the ECB was established in Frankfurt (Germany) by common accord of the Member States at the level of the Heads of State or of Government. 
Conclusion

After the studying all available materials and information about history of the Economic and Monetary Union, ESCB and ECB we hope that we have described you them in the best possible way. In our seminar work we focused on establishment, member states, responsibilities and structure of the Economic and Monetary Union (EMU), The European System of Central Banks (ESCB) and The European Central Bank (ECB). We used also one table to illustrate better the principles which were achieved in each of the three stages of Economic and Monetary Union.
In our opinion the benefit of our work is the summary of all important information about the Economic and Monetary Union, The European System of Central Banks and The European Central Bank. We think that our work can help to many others who will need some information about this topic. We consider this topic interesting and also very important. We have to know more about this topic because then we can understand the economic and financial situation in the past, at present and in the future. And now it is even more important to know more about it as we are member of European Union and on 1st January 2009 we will join the stage Three of EMU and our central bank will automatically became part of the Eurosystem.     
Bibliography

The European Central Bank [on-line], Economic and Monetary Union (EMU), n.d. Retrieved at: 05-04-2008 Available from: <http://www.ecb.int/ecb/history/emu/html/index.en.html>.
The European Central Bank [on-line], The European Central Bank - History, role and functions, second version, 2006. Retrieved at: 05-04-2008 Available from: <http://www.ecb.int/pub/pdf/other/ecbhistoryrolefunctions2006en.pdf>.
Europa – Activities of the European Union – Summaries of legislation [on-line], The European Central Bank (ECB), 2007. Retrieved at: 06-04-2008 Available from: <http://europa.eu/scadplus/leg/en/lvb/o10001.html>. 
Wikipedia contributors [on-line], Economic and Monetary Union of the European Union,  n.d.  Retrieved at: 11-04-2008 Available from: <http://en.wikipedia.org/w/index.php?title=Economic_and_Monetary_Union_of_the_European_Union&oldid=195968045>. 
Wikipedia contributors [on-line], European System of Central Banks, n.d. Retrieved at: 

11-04-2008 Available from: <http://en.wikipedia.org/w/index.php?title=European_System_of_Central_Banks&oldid=194243227>. 

3

