
European Currency Reform Initiatives, 
1969-1978

The Werner report (1969)
 It set out a blueprint for the stage-by-
stage realization of Economic and Monetary 
Union by proposing a three-phase program to:
1. Eliminate intra-European exchange rate 

movements
2. Centralize EU monetary policy 

decisions
3. Lower remaining trade barriers within 

Europe 

Two major reasons for adopting the Euro:
1. To enhance Europe’s role in the world 

monetary system.
2. To turn the European Union into a truly 

unified market

The European Monetary System, 1979-1998

Germany, the Netherlands, Belgium, 
Luxemburg, France, Italy, and Britain 
participated in an informal joint float against 
the dollar known as the “snake.”
Most exchange rates could fluctuate up or 
down by as much as 2.25% relative to an 
assigned par value.

The snake served as a prologue to the more 
comprehensive European Monetary System 
(EMS).
Eight original participants in the EMS’s 
exchange rate mechanism began operating a 
formal network of mutually pegged exchange 
rates in March 1979.

Capital controls and frequent realignments 
were essential ingredients in maintaining the 
system until the mid-1980s. After the 
mid-1980s, these controls have been abolished 
as part of the EU’s wider “1992” program of 
market unification.  During the currency crisis 
that broke out in September 1992, Britain and 
Italy allowed their currencies to float.

In August 1993 most EMS currency bands 
were widened to ± 15% in the face of 
continuing speculative attacks. 

German Monetary Dominance and the 
Credibility Theory of the EMS

Germany has low inflation and an independent 
central bank. It also has the reputation for 
tough anti-inflation policies.

Credibility theory of the EMS

By fixing their currencies to the DM, the other 
EMS countries in effect imported the German 
Bundesbank’s credibility as an inflation fighter.
Inflation rates in EMS countries tended to 
converge around Germany’s generally low 
inflation rate.

The EU “1992” Initiative

The EU countries have tried to achieve greater 
internal economic unity by:
1. Fixing mutual exchange rates
2. Direct measures to encourage the free 

flow of goods, services, and factors of 
production

The process of market unification began when 
the original EU members formed their customs 
union in 1957.The Single European Act of 
1986 provided for a free movement of people, 
goods, services, and capital and established 
many new policies.

European Economic and Monetary Union

In 1989, the Delors report laid the foundations 
for the single currency, the euro.

Economic and monetary union (EMU)

A European Union in which national currencies 
are replaced by a single EU currency managed 
by a sole central bank that operates on behalf 
of all EU members.

Three stages of the Delors plan:
1. All EU members were to join the EMS 

exchange rate mechanism (ERM)
2. Exchange rate margins were to be 

narrowed and certain macroeconomic 
policy decisions placed under more 
centralized EU control
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3. Replacement of national currencies by 
a single European currency and vesting 
all monetary policy decisions in a 
ESCB

Maastricht Treaty (1991)

It set out a blueprint for the transition process 
from the EMS fixed exchange rate system to 
EMU.
It specified a set of macroeconomic 
convergence criteria that EU countries need to 
satisfy for admission to EMU. It included steps 
toward harmonizing social policy within the 
EU and toward centralizing foreign and 
defense policy decision.

EU countries moved away from the EMS and 
toward the single shared currency for four 
reasons:
1. Greater degree of European market 

integration
2. Same opportunity as Germany to 

participate in system-wide monetary 
decisions

3. Complete freedom of capital 
movements

4. Political stability of Europe

The Maastricht Convergence Criteria and 
the Stability and Growth Pact

The Maastricht Treaty specifies that EU 
member countries must satisfy several 
convergence criteria:
1. Price stability

2. Maximum inflation rate 1.5% above the 
average of the three EU member states 
with lowest inflation

3. Exchange rate stability
4. Stable exchange rate within the ERM 

without devaluing on its own initiative
5. Budget discipline
6. Maximum public-sector deficit 3% of 

the country’s GDP
7. Maximum public debt 60% of the 

country’s GDP

A Stability and Growth Pact (SGP) in 
1997 sets up:

• The medium-term budgetary objective 
of positions close to balance or in 
surplus

• A timetable for the imposition of 
financial penalties on counties that fail 
to correct situations of “excessive” 
deficits and debt promptly enough.

The European System of Central Banks

It consists of the European Central Bank in 
Frankfurt plus 12 national central banks. It 
conducts monetary policy for the euro zone. It 
is dependent on politicians in two respects: 
• The ESCB’s members are political 

appointments.
• The Maastricht Treaty leaves exchange 

rate policy for the euro zone ultimately 
in the hands of the political authorities.

Further Reading

http://www.econ.kuleuven.ac.be/ew/academic/
intecon/degrauwe/

http://ec.europa.eu/economy_finance/
emu_history/index_en.htm

http://www.ecb.int/ecb/history/emu/html/
index.en.html
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