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Introduction

“For the EU as a whole, the euro is a keystonduother economic integration and a potent
symbol of our growing political unity. And for thrld, the euro is a major new pillar in the
international monetary system and a pole of stgbftir the global economy*These words
are nothing less than part of the introductionazfgliin Almunia, Commissioner for Econom-
ic and Monetary Affairs, in a report to celebrate huge success of the common currency in
2008:EMU@10? And yes, at the time the introduction of the commearrency seemed to be
a huge success. Of course Joaquin Almunia alsemqexsthe major challenges for the Mem-
ber States of the Eurozone. The foremost challemgesalization, ageing and climate change.
Stronger coordination and surveillance are mentdandhe report to tackle these problems in
order to become the world-leading area in variéeisis® Despite the challenges of the Euro-
zone, the sun was shining, and almost nobody conddict the outbreak of economic thun-
derstorms.

However, during the years 2007 and 2008 heavydslmeccurred above the construc-
tion of the euro. The architecture of the currem@s designed and described in the Maas-
tricht Treaty, signed by the leaders of the mendtates of the European Community on 7
February 1992. Paul de Grauwe, currently profeastive London School of Economic (LSE),
used the metaphor of the weather conditions toagxpthat happened to the Economic and
Monetary Union since 2007 and 2008The Eurozone looked like a wonderful construetio
at the time it was built. Yet it appeared to bediea with design failures. In 1999 | compared
the Eurozone to a beautiful villa in which Europsamere ready to enter. Yet it was a villa
that did not have a roof. As long as the weathes fuae, we would like to have settle in the
villa.” * In 2007 and 2008 the rain started to fall. And ¢hastruction proved not to be ready
to deal with the rain, named Global Financial GriSince the outbreak of this crisis the Eu-
rozone has been experiencing severe repercus3ibedvMiember States of the Economic and
Monetary Union experienced more or less three tgbesisis: a banking crisis, a fiscal crisis
and a severe economic crisis. The three crises vmreected to each other. Especially the
countries of the southern parts of the Europeamt/and Ireland faced huge problems. And
some problems are still there.

Although some of these countries are still fa@ngeconomic crisis, the past years the

! Commission (2008) iii.
2 Commission (2008).

® Commission (2008) iii.
* De Grauwe (2013) 1.



leaders of the Eurozone proved to be able to comeith ad hocmeasures and structural
reforms in order to save the continuation of theency. The result: the euro still exists. This
thesis will not take a look at why it happened, amdtake for granted that ondfter the out-
break of the Eurozone crisis, the European leathade strong efforts to save the euro in the
first place, and created a sustainable currencyhierfuture. The leaders of Europe are still
trying to reconstruct and redesign the EconomicModetary Union, in order to create a safe
and stable system. To return to the abovementiammeds of Paul de Grauwe, they are trying
to repair the design failures of the Maastrichtatye

The original design of the EMU of the Treaty of &d&richt contained various faults
and proved to be insufficient to survive major mepssions. Not only economists and aca-
demics like Paul de Grauwe warned about these faltetesign failures. In retrospect also
politicians admitted that the construction of theoBomic and Monetary Union was not sus-
tainable. For instance, Ruud Lubbers, one of thedog father of the new common currency,
admitted in the Dutch newspapBErouw that the creation of the Eurozone was a work o3 pr
gress that was never completed. At the time ofctieation and the years of transition after
Maastricht, politicians tended to be undisciplired unpunctual, according to Lubbérs.
Wim Kok, Dutch Minister of Financial Affairs duriniipe negotiations, admitted that the lead-
ers of the European Community did not take intamaat the potential problems of a common
currency in the design of the Treaty of Maastrfcht.

Nevertheless, we will not focus on the questiory Wie designers of Maastricht were
undisciplined or short-sighted. We will rather takéook at what information was available;
what could they know? And what did they with th&t?, the research question of this thesis is
about to what extent the politicians could know dasign faults, and how they responded to
that information. This it to say how the informatiavas translated into statements, policies

and proposals.

® Trouw, 3 May 20131 ubbers: de euro blijft een onvoltooid weAvailable at:
http://www.trouw.nl/tr/nl/4504/Economie/article/@dt3435868/2013/05/03/Lubbers-de-euro-blijft-een-
onvoltooid-werk.dhtml)

® Interview with Roel Janssen, author of the bddé&:Euro(Amsterdam 2012)Available at:
http://www.ftm.nl/exclusive/we-zij-de-euro-in-geroneld/
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|. Literature, objectives and research plan

As already mentioned in the introduction, amongnecaists and other academics there is
strong consensus about the very fact that the Eomnand Monetary Union of the Maastricht
Treaty contained several design failures. It ismgttask to blame all the responsible actors
of Maastricht, but it is rather interesting to sdgether these actors could know the potential
problems and how they reacted on this informatiorarder to focus | will research the posi-
tion of the Dutch government. This introductory ptes serves to take a look at the existing

literature about the topic and elaborates on hai find answers on the research questions.
Academic considerations regarding the EMU and thertsis

The last few years several economists and acadeuldsshed about the design failures of
Maastricht. It's impossible to discuss all the rkieire, however | will elaborate of a few
trends and the foremost academics. During theiemiebme studies occurred on the function-
ing of the Economic and Monetary Union. During tlatade, but even today, academics and
economists focused on the functioning of the Eunezfsom a perspective of the so-called
Optimum Currency Area Theory (OCA). The famous ecoist Robert Alexander Mundell
was more or less the founding father of this thealthough during the seventies, eighties and
nineties, much of the theory was not yet intergtét€he main research question with regard
to the application of the theory on the EMU iswtbat extent was or is the European Union
an optimum currency and how could policy-makersv@né the occurrence of a-symmetric
shocks? When it comes to labor mobility, the EUraswery badly. Other criteria like fiscal
transfers are more or less absent and forbiddethdoy reaty of Maastricht: no bail out, no
monetary financing.

From this perspective one could expect that tlegders of the Treaty of Maastricht
took into account this information and did try teoa potential problems by creating instru-
ments, institutions or whatsoever. That is to sesgruments to adjust a-symmetric shocks in
case they occurNevertheless, it did not happen and the OCA Theay more or less ig-
nored. Barry Eichengreen rightly observes thathe impact on policy-making was limited by
the fact that the literature focused almost enyireh analytical constructs. There were few

efforts to apply it to actual or prospective momgtanions like the one about to be construct-

" De Grauwe (2006) 712.
8 De Grauwe (2006) 720.



ed in Europe? So, the OCA seemed to be part of academic debéte o

Since the outbreak of the Eurozone crisis at fadttention has been paid to the so-
called design failures. The next chapter will elab® on four main design failures. | will not
only mention and explain the design faults, bub atswhat extent the contemporary academ-
ic world was aware of these potential design fadiftshis very famous article in thiurnal
of Common Market Studi&arry Eichengreen refers to several authors whtheabeginning
of the nineties, pinpointed potential problems tmaght occur due to the architecture of the
EMU.™

Recent years, most of the academic literaturd@itathe severe economic repercus-
sions of the Eurozone and the design failures efMaastricht Treaty. Barry Eichengreen,
Paul de Grauwe and Maurice Obstfeld are some ofrthim economists and academits.
They do not only stress the design faults, but tsto present potential solutions to redesign
the architectural fundaments of the Economic anahéfary Union. Also O’'Rourke and Tay-
lor emphasized the failing architecture and thé& laicapplication of the OCA-theory during
the making of the Treaty: The fact that the eurozone scores so poorly omwgbtcurrency
area grounds suggests a need for mechanisms afjosnmoother and more symmetric ad-
justment between its memberS.Maurice Obstfeld, for instance, elaborates on themtial
ways to reconstruct the design of the EMU. In ay\arge article he talks about the lessons
we need to learn from the outbreak of the cris@ what is required to reconstruct the EMU
in order to make the system sustainable and readshé future’® Paul de Grauwe did the
more or less the samé.

Another trend in the literature about the EMU mn@re general reflections on the pro-
cess towards the ratification of the Treaty. VaalRind Metten describe and analyze the pro-
cess of negotiations leading up to the Treaty. iM$teidy focusses on key issues of the negoti-
ations, the controversies, the changing positidrtke participating states and the dichotomy
between the Germans and the French. Recently, AMeten wrote an article about the ra-
tionale behind Maastricht, and with the terrible@lepments of the recent years in mind, he
reflects on the process of Maastricht on a moreeggrevel; analytical and less descriptive.
He argues that Maastricht meant more or less tgabieg of drafting the rules of the game

of the EMU, rather than a final collection of thdes. Maastricht proved to be an insufficient

° Eichengreen (2012) 124.

19 Eichengreen (2012) 123-125.

M For instance: Eichengreen (2012), De Grauwe (2848)Obstfeld (2013).
12 0’Rourke and Taylor (2013) 186.

13 Obstfeld (2013).

4 De Grauwe (2013).



compromise of the Germans and the French, andsitneasustainable to survive the crisis.
Here we return to the words of Paul de Grauwe raeatl in the introduction of his thesis: the
EMU as a nice house, but without a roof, thus imistied yet:®

The introduction already mentioned that the paditiactors during the age of Maas-
tricht admitted that the design was insuffici€hRoel Janssen collected a series of interviews
with the main Dutch actors, active during the nedmins before and during the intergovern-
mental conference (IGC) of Maastricht. Main figulde Minister of Finance Wim Kok,
Prime Minister Ruud Lubbers, Treasurer-General Géaas and the President of the Dutch
Central Bank André Szasz reflect in this book oa pinocess and the shortcomings of the
Treaty'®

However, these reflections are not only to be tbimliterature after the outbreak of
the Eurozone crisis. Roel Janssen, again, wratdealdooklet on the financial system in 1993,
just after the ratification of the Treaty. In thisoklet he quoted the former President of the
German Bundesbank, namely Karl-Otto P6hl. Pohprssingly, compares the strategy of the
Treaty of Maastricht to a strategy to win the last, and not a strategy to win the upcoming
war. P6hl argues that Maastricht was the outconeetefrible hurry of the European leaders;
it was a well-intentioned reaction to the recented@oments of the fall of communism and
the reunification of Germany, but the Treaty wagtem too fast. At the time, 1993, there was
already some awareness about the potential proldéimsnging together economically very
different countries and regions under a singleanwy. Roel Janssen mentions the example of
western and eastern Germany: large fiscal trangége required in order to introduce the
German D-Mark, flows from the rich to the poor gaftom west to east. The same should be
done for the Eurozon®.This indicates the potential awareness of desigurés.

‘Filling the gap’

So we have literature concerning the design fasl@feMaastricht, and we have more general
reflections on the process and outcome of Maastritthat the academic literature more or
less ignores is the question to what extent theraaould be aware of the potential designs

faults and if so, how they responded to that ‘waghinformation. The current literature on

15 Metten (2013) 64-65 and 71.

5 De Grauwe (2013) 1.

" For instance Ruud LubberfBrouw,3 May 2013:Lubbers: de euro blijft een onvoltooid wesuailable at:
http://www.trouw.nl/tr/nl/4504/Economie/article/@dt3435868/2013/05/03/Lubbers-de-euro-blijft-een-
onvoltooid-werk.html

18 Janssen (2012).

19 Janssen (1993) 133-134 and 144-150.



the EMU elaborates very extensively on the desegiit$ and also elaborates on the underly-
ing nature of the negotiations process towards Mahg but not on the information available
at that time. If we focus on the literature abdw@ Dutch, we might conclude that much atten-
tion has been paid to the role of the Dutch as atedi between the French and the German.
Especially when it comes to the final weeks bettwe IGC of Maastricht; the Dutch really
wanted to succeed. It seemed as if Lubbers andsiéokficed the wishes of the Dutch in or-
der to find compromise.

Politicians like Lubbers admitted, in retrospdbit they made wrong decisions and
did underline the statement that the rules of Madgtwere not sufficient to create a sustain-
able economic and monetary union. Neverthelesgeireral the literature ignores the ques-
tion to what extent the political actors were imh@d about the potential flaws during the road
to Maastricht, and how they reacted on that infdioma In other words, how these insights
were translated into statements of the Dutch gawent. This thesis aims at filling this ‘gap’
in the current literature. And maybe it also fudfia bit of the wishes of the authors of a very
recent article in the Dutc¥olkskrant Wat wist de regering over de risico’s van de eaf@:
what did the Dutch government know? However weratinterest in the ‘why’, why they
did ignore potential information and potential wiags, but only to what extent this infor-
mation was available and how these insights warestated into statements, policies and po-
sitions. We will not consider what happened with thformation and the statements during
the dynamic process of negotiations. In order tahdd, we would require information from

still closed archives and interviews with all traifical stakeholders and diplomats.
How? Methods

How | am going to find answers on these questidie? next chapter will elaborate
on the general process towards Maastricht, the Evitl the Treaty itself. The chapter after
that deals with the outbreak of the Eurozone casid the design faults that occurred during
the crisis. So this chapter is more or less therg®s/e and analytical basis for this research.
A very important part of this chapter is the quastio what extent the design faults were al-
ready part of academic research. Of course, weotdslame the designers of the Maastricht
Treaty for things they could not know. So | willtnonly describe and explain the design
faults, but also indicate to what extent the academorld was aware of the potential prob-

lems at the end of the eighties and the beginnirnleonineties.

2 De Volkskrant7 March 2015Wat wist de regering over de risico’s van de eufo2ilable at:
http://www.volkskrant.nl/opinie/wat-wist-de-regegiover-risicos-van-de-euro~a3889486/
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The fourth and fifth chapter are the analyticat d this research. The fourth chapter
is about the information provided to the Dutch goweent parties by advisory boards and the
Dutch Central Bank. Keep in mind that during theigue we discuss, namely between 1985
and 1991, three coalitions were in charge undeersigion of Minister-President Ruud Lub-
bers. Lubbers | and Lubbers Il were a combinatibthe Christian Democrats (CDA) and the
Liberals (VVD). Lubbers Il was a coalition of th&hristian Democrats and Labor (PvdA).
By advisory boards | mean three types. Firstly,Sbeial and Economic Council of the Neth-
erlands, or in Dutch: Sociaal-Economische Raad (SERen the Scientific Council for Gov-
ernment Policy (Wetenschappelijke Raad voor heeRegsbeleid, WRR). And finally, 1 will
use some material of the Dutch Central Bank (DeeXaddsche Bank or DNB). So this
chapter elaborates on the question to what extenDutch government was informed about
the design failures. That means that we will foounsthe design faults mentioned in the sec-
ond chapter. Then the fifth chapter will shortly igto the reaction of the Dutch government
and governmental parties with regard to that infitrom. Did they use it? Of did they ignore?
Therefore | will take a look at official publicate, letters to the Dutch Parliament and reports
of meetings of the States General. Thus, the aisalys thesis is more or less threefold: from
the design failures in the academic literatureth® advises of the advisory boards and the
DNB, to the Dutch government.

Last but not least, it is a good thing to men@ml explain the timespan of this study.
| will consider the period between 1985 until 19%hy 19857 That is because this year was
marked by the publication of the White Paper ofdielon the completion of the internal
market?* This report was an important step towards the Timaty of 1986: the Single Euro-
pean Act. This act merely aimed at the stimulatbthe free flow of goods, services, capital
and people. The Single European Act also hintsctmergence of economic and monetary
policies, thus set a basis for further integratmwards an economic and monetary union. So
the Single European Act provided the legal basigHe transformation of the Common Mar-
ket of the Treaty of Rome (1957) into the Interirket, and further up to the Economic and
Monetary Union. This study ends of course in 198en the Treaty was written, and ulti-

mately signed in February 1992.

2L Commission (1985).



II. The concept Economic and Monetary Union and Maatricht Treaty

The idea and political commitment to create an eooo and monetary union were not en-
tirely new. The very start of thinking about theation of a monetary union was much older
than the installation of the Delors Committee.Hrs tshort introductory chapter we will take a
brief look at the history of the process of theati@n of an economic and monetary union,

important theoretical matters, and the so-calle@ttecht criteria.
Before the Delors Committee

Since 1944 the international regime of exchangesratas based on the so-called Bretton
Woods system. In short, this system meant thaextobange rates were fixed and connected
to the US dollar. And the dollar could be convertedjold at a fixed price of 35 dollars per
ounce. However, ‘fixed’ didn’t necessarily meantthay mutations of exchange rates were
impossible. The exchange rates of other curreromakl be adjusted in case it was necessary.
For more than two decades this global system adfiexchange rates worked very well.
However, during the last years of the 1960s théegyslid not function anymore. Due to the
immense costs of the Vietham War, the United Staft@smerica was not able to maintain its
position in the system. As a consequence the systdlapsed and participating countries had
to look for alternative systenfs.

The countries of the European Economic Communéyted to avoid a situation of
exchange-rate instability. The states of the EE@ght that this kind of instability would
cause severe effects on international trade. kst of free float of currencies trading part-
ners have less certainty regarding the value aidor currencies and this would cause e de-
creasing levels of trade. This fear and the striighgness of the political elite to cooperate
on European level pressed the European leademsie ap with a first attempt to establish an
economic and monetary union. The problems regartliegadministration of the Common
Agricultural Policy (CAP) are an additional factir clarify the European attempt to avoid
strong currency fluctuatiorfs.It seemed that the leaders, or the political etiféhe European
nation-states wanted to move forward when it cornesconomic and monetary integration,
and ultimately wanted to adopt a single currenaytfie European Economic Community.
However, according to Kathleen McNamai@his occurred despite the lack of either empir-

ical or theoretical proof of the clear necessityaosingle currency for the single market to

2 El-Agree (2011) 163.
% McNamara (2005) 143; McNamara (2006) 173.
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function efficiently.* Later on, we will return to this kind of eagerneéspolitical leaders.

At the The Hague Summit of December 1969 the heéadsate and government de-
cided to appoint Pierre Werner, the prime ministet.uxemburg, to chair a committee to
draw a plan for the creation of an economic andetany union. In 1970 Pierre Werner pre-
sented his so-called Werner Plan. The goal of & BFooked quite comprehensive and sim-
ple, according to Desmond Dindh:.fixed exchange rates, a common monetary poliey &
single monetary authority..?® But how to achieve? There was a lot of disagreemaeming
the six member states about the ins and outs ofréetion of a monetary union. However,
after a series of negotiations the plan for an EMA$ adopted in 1971. Nevertheless it proved
to be a major failure. Despite good intentionsyanie of the three stages was ultimately im-
plemented; the exchange-rate regime, the ‘snake’adapted in 1972 (in this system the ex-
change rates might fluctuate within a certain badtvw and implemented in 1973. However,
the system collapsed very soon as a result ofrtteenational exchange-rate crisis, and only
continued to exist for a few countries, connectimgjr currencies to the German D-M&Pn
1974 the Council failed to continue the projectite second stage. Mutation of the plan didn’t
make it?’

The plan to establish an economic and monetargnuoollapsed due to several rea-
sons like the outbreak of the oil crisis in 1978jhhlevels of inflation and other economic
repercussions. Instead of cooperation and attetoptonverge economically, the member
states of the European Economic Community maintkiheir own policies to attack the eco-
nomic repercussiorfs.The end of the era of Bretton Woods was more s fearked by the
floating of the German D-Mart in March 1973. It wast only a definitive collapse of Bretton
Woods, but marked also the beginning of a periodhlafost five years of disagreement
amongst the members of the European Economic Cormtyrnwiith regard to the solutions to
tackle the problem of exchange ratéslevertheless, the Werner Report marked more er les
a new approach towards the idea of economic cotperaAdlfredo Panarella argues that
“The Werner report, in fact, emphasized the insighcy and incompleteness of the Common
Market and defined the basic elements for the exist of a full scale EMU® In retrospect,

it seemed that the creation of a monetary unioh @itommon currency was only a matter of

24 McNamara (2005) 143.

% Dinan (2004) 132.

% McNamara (2005) 144; Dinan (2004) 134-135; McNar(@006) 173; Baldwin and Wyplosz (2012) 385-387.
2" panarella (1995) 20.

2 Dinan (2004) 126.

2 |ssing (2008) 5.

% panarella (1995) 18.
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time.

The abovementioned system of the snake in theetymoved to be a disappointing
system that persisted for only a few states. Thpes@cipating countries were prepared to
connect their currencies to the German D-Mark. Dyithe late 1970s a new European sys-
tem for exchange rates was proposed, the so-dalieapean Monetary System (EMS). | will
not elaborate on the technical details of thiseystbut we might conclude that this system
looked quite similar to the snake in the tunnelMarch 1979 the EMS began to start func-
tioning, and a lot of European countries were pguditing from that very moment: Germany,
France, ltaly, Ireland, Denmark, the Netherland|giBen and Luxemburg joined the ex-
change rate mechanism (ERM). Despite some doulotst élve system, because it was more
or less like the disappointing ‘snake’, it provedoe a success. During the initial years of the
EMS the system was a bit instable, due to thetfadtthe international financial world was
worried about the high levels of inflation in Fran@fter a change of the economic and mon-
etary policy of France, the whole system becameenaod more stable. The success of the
EMS throughout the 1980s and converging ideas ahowtto create exchange rate stability

stimulated a new sense of creating a monetary ufion
From the Single European Act to the Delors Report

In 1985, the new elected president of the Euroggammission Jacques Delors decided that
it was time for a revival of economic integratiddased on Lord Cockfield’s White Paper on
the Common Market, Delors pushed for intense ecamadntegration, transforming the
Common Market of the Treaty of Rome (1957) into 8iegle Market. The Single European
Act of 1986, adopted by all member states in 128ned at the completion of the internal
market. It set an legislative basis to remove tizaleiers, and barriers that block the free flow
of capital throughout the Community. All in all tisengle Market Programme of Delors was
created to fulfill the promising goals of the Trneaff Rome, namely the free movement of
goods, capital, services and peofle.

The success of the functioning of the European éfemy System and the Single Eu-
ropean Act, and of course the efforts of a verypuoopean Jacques Delors, created an at-
mosphere facilitating further ideas about integratDuring the Summit of Hannover in 1988
the heads of state and government appointed tlalkm Delors Committee to draft a plan

for the creation of an economic and monetary unidre European Council received the De-

3 McNamara (2005) 144; Baldwin and Wyplosz (20123.39
32 Baldwin and Wyplosz (2012) 24-25 and 499.
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lors Committee Report in June 1989 during the SunminMadrid. The proposals of Delors
were rather controversial and determini§fisccording to Charles Wyplosz'The Delors
Report goes at great length to present the monatargn as a natural, indeed unavoidable
consequence of the Single Aéf.And Katheleen R. McNamar&The success of the single
market programme (...) in moving towards the disnvagtf barriers to trade and commerce
seemed to forge a logical link with a move forwaetvards a single currency®°

The Delors Report delivered more or less a coagrath towards a monetary union.
The report advises that the economic and monetaighushould be implemented by three
states. And in order to introduce the EMU, Tredmamge would be requiref After the
presentation and the start of the IGC’s Delors ribtl hesitate; the horse towards the EMU
galloped at full speed. And this is where criticism the EMU-project comes in. The speed
was too fast and Delors was too eager to movegbtifarward to a new Treaty. The publica-
tion of the Commission report on the costs and tisnaf an economic and monetary union,
‘One Market, One Moneytame too late according to the observation ofriéeaNyplosz.
The train was at full speed already and didn’'t sigfore the academic world and other spe-
cialists on this topic could react on the proposdlPelors, the negotiations were moving
towards the draft and signing of a new Treaty.thmeowords:!'The Delors Committee Report
was transformed into the Maastricht Treaty befoimmg from outside official circles could
significantly affect key decisions”And this may have let to major design failurestlie
original architecture of the EMU. The academic woslas not able to warn the officials and
the drafters of the Treaty. At the end of 1991ydwlo years after the presentation of the De-
lors Report, the Treaty was there.

It worthwhile to say something about the dimensbthe unification of Germany and
the impact on process of creating the Economic Modetary Union. Some scholars argue
that the fall of the Berlin Wall in November 198%&svdecisive for the creation of the EMU.
However, Van Riel and Metten argue that this is thet case. The Summit of Hannover of
1988 appointed the Delors Committee in order tda®epthe possibilities for the creation of
the EMU. And during the Summit of Madrid, a few niimg before the fall of the Berlin Wall,
the first decisions to move on with the creatiomewmade. Nevertheless, the Berlin Wall did

accelerate the process of decision-making. Van Bl Metten mention the agreement

% Thygesen (1989) 637.

3 Wyplosz (2012) 212.

% McNamara (2005) 145.

3% Committee for the Study of Economic and Monetanjod (1989).
3" Wyplosz (2012) 210-211.
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among Kohl and Mitterrand to set a starting datent@rgovernmental conferences (IGC) just
after the happenings in December 1989 in Strasbé&unghermore, the unification of Germa-
ny required political approval of for instance Feanof course in exchange for support of the
German for the common currency. The high coststdulee backward situation of the former
DDR caused that Germany was not able to stickaatimvergence criteria; German’s deficit
spending was too high. This damaged the powerkeoGermans during the negotiations be-

fore Maastricht®
The Maastricht Treaty: Economic and Monetary Union

The Delors Committee report set a good standardhtichange of the Treaty; it was taken
seriously by the heads of state and governmener Aftfew years of negotiations the Treaty
was signed in Maastricht in 1991. | will elaboratethe negotiation in the third chapter. On 1
November 1993 the Treaty on the European Union datoeforce. The new Treaty was not

only about the Economic and Monetary Union, butdbmponent ‘EMU’ was, of course, the

most important. All member states joined the maryetaion except the United Kingdom and

Denmark. Despite the so-called opt-outs the Madutrireaty prescribes that all member
states should join the Eurozone as soon as possillieonly if an individual member state

would be ready to joift’

The rules, regulations, and conditions of the EbfUhe Maastricht Treaty are rather
similar to the Delors Report, although not all dstare the same. As Charles Wyplosz ob-
serves!'The Maastricht Treaty faithfully took up nearlyl #he proposals made in the Delors
Committee Report*? But what does the Maastricht Treaty describe atimiEconomic and
Monetary Union? In fact there are different compuaeFirstly, the Treaty describes the main
goal of the creation of the EMU, namely price digbin order to ensure to support the gen-
eral economic welfare of the Member StdfeBurthermore the Treaty describes how the sys-
tem will function, the creation and the role of thEB (statutes) and the entry-conditions of
the Eurozone. In Maastricht too, the Member Statgeed on a time-path. The entry condi-
tions and the time-path of the economic and mogetaion were the two main topics during
the negotiations before the signing and ratificatd the Maastricht Treaty.

Especially France and Italy wanted to ensure rileacability of the EMU and want-
ed to set a number of data towards the completiagheoEMU. The member states agreed on

¥ van Riel and Metten (2000) 64-65 and 108.

39 Baldwin and Wyplosz (2012) 436-440.

“0Wyplosz (2012) 212.

“! Treaty establishing the European Community, @&ticand 105.
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a ‘time-path’ of three stages. According to thealyethe first stage began on 1 July 1990; the
start of the liberalization of the movement of ¢alpiOther important components are the
completion of the functioning of the common mar&etl economic convergence. The second
stage commenced on 1 January 1994. This stageirethtthe creation of the institutional
framework of the Eurozone. That is to say the EeappMonetary Institute, the predecessor
of the European Central Bank. This institution aina enhancing cooperation between the
national central banks This stage was more ordgssriod of transition before the introduc-
tion of the euro, and therefore, again, there viasg emphasis on economic convergence.
The final stage, beginning on 1 January 1999 aiatest , was the ultimate introduction of
the single currency: the euro. This meant thahatlonal currencies were at a certain level,
the introduction of the euro in the financial systéanks), and finally the physical introduc-
tion of coins and banknot&sThe heads of state and government ultimately eecith ac-
cordance with the Treaty, on the exact startingipai beginning of the third stage. But, stage
three would start automatically on 1 January 190¢here would be no agreement on this
date at the end of 1997.

Another major topic of discussion during the negains were the entry criteria. Es-
pecially Germany and the Netherlands wanted torpurate the so-called ‘convergence crite-
ria’. The member states agreed on five criteriargter to enter the Eurozone. Firstly, the in-
flation rate of a Member State might not be higthen 1,5 percentage points of the average
of three countries with the lowest inflation rat8gcondly, the long-term interest rate (nomi-
nal) should be less than 2 per cent higher tharthire® countries with the lowest inflation
rates. Thirdly, the government debt should be lothan 60 percent of the Gross Domestic
Product (GDP). And the annual budget deficit shdaddess than 3 per cent of the GDP. An
additional criterion prescribes that a potentiahmber state of the Eurozone should participate
in the Exchange Rate Mechanism (ERM) for at least years, without devaluating its cur-
rency. In the end, it would up to the Councilloé €U to decide whether countries might join
the Eurozone, based on the critéfi&Ve should keep in mind that the time-path ancetitey
criteria both were highly disputed during the négjains before Maastricht.

“2 Molle (2001) 380-390.
*3 Panarella (1995) 42-55.
4 Molle (2001) 381-382; Baldwin and Wyplosz (201254438,
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Theoretical character of the Maastricht Treaty

However, before we move to the design flaws inahginal architecture of the EMU, we will
take a brief look at the theoretical backgroundhef discussions towards Maastricht. This is
useful to see and explain a bit why different coesttook different positions during the ne-
gotations. It seems that the Treaty of Maastrishinbre or less an outcome of negotiations
between countries ‘connected’ to different theaadtischools. The negotiations before the
ratification of the Maastricht Treaty were charazied by a dichotomy between monetarists
on the one hand and economists on the other. astes¢hool is also known as ‘behaviorist’.

The Dutch and the Germans were more or less stipgadhe ideas of the economist
school. That means that they are in favor of aesystf convergence before moving forward
to a monetary union. So: first a long period ofrhanization of economic policies, and if
countries proof to be ready to enter a monetargnyrthey may enter. In this scenario there is
no time-path or deadline. Only if a country meedgain levels of convergence it could enter
the Eurozone. This clarifies why the Germans wereagjer to add real quantitative criteria of
convergence: inflation rate, real interest rategtetra. Once a common currency is introduced
there is no option anymore to adapt the exchantge Aand without this instrument other
measures are required in order to become compgtitine so-called alternative adjustment
mechanisms. For instance to lower wages to ensomepetitive unit-labor costs. These
measures are very difficult to implement accordiogeconomist view, so they want to rest
assure that a certain level of economic convergencsached before losing the instrument of
exchange rate adaptions. Of course, all this haeab with the ability of participating mem-
ber state to correct internal imbalances. We iilim to this later.

The other school consists of the so-called moist$arThe Italians and the French
were advocates of this school of economic thoutiey believed that once the common cur-
rency and institutions were introduced, convergemoald be of less importance. The intro-
duction of fixed exchange rate, without taking iatttount the level of convergence of partic-
ipating states, would automatically mean that medihs opt for measures that restore a cer-
tain balance in the Eurozone; options like redudeficit spending or lowering wage levels
in order to keep pace with other participating does. The monetarist camp opted for the
irrevocability of the introduction of the EMU, arist time-path and agenda to introduce the
new institutions”

Overall the plan of the EMU looks quite econonaistirst sight. The Maastricht Trea-

> Wyplosz (2012) 216-216; Molle (2001) 372-374.
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ty lays strong emphasis on the entry criteria dredgrocess of convergence. Meanwhile the
Treaty set a timetable (the three stages) andrisclear about the irrevocability of the Eco-
nomic and Monetary Union. So in the end, the MaastiTreaty is a mix of both economist
and monetarist elements. We should keep this widgrbackground when we will take a
look at the design failures and more in partictler negotiations | will elaborate on in the

fourth chapter.
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lll. The design failures in the Maastricht Treaty

Initially the Economic and Monetary Union was a éusgiccess. The system was rather stable.
The Member States of the Eurozone could profit feosmooth functioning of the payment
system, a strong and stable common currency, ptatality and many other benefits of the
introduction of the euro. In May 2008 the EurozeeiebratedEMU@1Q a decade of success
of the common currency. Almost nobody could prethett a huge financial crisis in the Eu-
rozone would break out only a few months later.ddininately, this crisis proved to be three-
fold. A triple crisis occurred: the sovereign delisis, the banking crisis, and the outbreak of
a deep recessidfi.

The triple crisis was a major test; would the Eore survive or not? Due to painful
measures and strict crisis management the EMU \adviBut still; the fundaments of the
EMU building proved to be weak. The Eurozone crisigealed some major design flaws in
the original architecture of the EMU. This chaptelt elaborate shortly on the causes of the
triple crisis. We need this information, becausshibws us the weak parts of the design of the
EMU. The second part of this chapter will closelgk at the design flaws.

The Eurozone Crisis

What went wrong? We will take a brief look at tlaets of the Eurozone crisis in chronologi-
cal order. The outbreak of the Eurozone crisis cemead more or less with the outbreak of
the Global Financial Crisis in 2007. The fall oktlhehman Brothers in September 2008
marked the beginning of a period of financial chdnsEurope there were already underlying
problems before the outbreak of the Global FindrCigsis. In the first place the high levels
of public debt in countries like Greece and Itdllxese countries never realized a lower debt
than 60 per cent of GDP, which was neverthelessobitliee entry criteria to enter the Euro-
zone. The public debts of the southern countriegwaich higher than those of Germany and
the Netherlands. However, the low spreads on tlersgn debt bonds indicated that the
market was not worried about this situation. Thghhyi indebted countries could borrow at a
low interest rate. This was not an incentive tdruesure public debt or change policies in
order to reduce public debt. In particular Greeideatimost nothing to reduce deficit spending,
but rather maintained the exceptional benefithefwelfare state. Another major problem was
the flow of huge amounts of money to the southé&ates. Due to the introduction of the Eu-

rozone, and liberalization of capital flows, thenks in the southern states could easily bor-

“® pelkmans (2014) 1-2.
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row from banks of the northern countries. This ealuig current account imbalances across
the zone. These large flows of capital to the sawdhe also facilitated by low levels of inter-
est; it was cheap to borrow money. The flows ofiteafrom the northern banks were used
for deficit spending of the governmé¥itAnother part of the story, according to Philip kda
that"...lower interest rates and easier availability ofedit stimulated consumption-related
and property-related borrowing..®® A large part of this money was used to investeal r
estate. The investments in real estate causedpenpydboom. Lane observes that these in-
vestments had little effect on the productivity gtio, which meant that countries like Spain
and Portugal did not become more competitive (despi the investments).

The global financial crisis of 2007 and 2008 cauaetempering of growth expecta-
tions and falling property prices. It became clédeat the boom of real estate in for instance
Spain could not keep pace with the demand of retake Less economic activity caused less
tax revenues for the governments and higher cagsta unemployment (especially Spain).
Meanwhile the same governments failed to restrecexpenditures. In 2009, so two years
after the outbreak of the financial crisis in thBAJ it became clear that countries like Greece,
Ireland and Portugal were in huge trouble. Greémreinstance, reported a budget deficit of
12.7 percent in 200%.The financial markets overreacted. According te tesign of the
EMU, it's up the financial markets to disciplinestmarket. The capitalist system itself would
solve the problems as long as the system couldiamwithout barriers. However, the finan-
cial market failed to correct the imbalané®&intil 2008 and 2009 the spreads on sovereign
debt were very low, but from 2009 onwards the spgeskyrocketed. The debt-to-GDP ratio’s
and interest levels on sovereign debt proved tarsustainable, and over the years several
bail-outs took place. It was the beginning of theeseign debt crisis.

The financial markets recognized the fragile gitum The banks realized that the real
value of sovereign debt on their balances was nmwhr than expected. And they were also
faced with bad loans of consumers and (large ypenses. They had to revise the value of for
instance the mortgages on Spanish real estateot8dHe value of sovereign debt and private
debt had to be estimated again. After reassessménkte banks, a huge amount of banks
couldn’t meet anymore the international agreements$or instance tier-core 1 capital-ratio.
The banks of the northern countries, which were atsfronted with huge problems (for in-

stance ING Group and Commerzbank), tried to putkbmoney from banks of the southern

" For instance Crédit Agricole invested major sufisioney in sovereign debt of Greece.
8 Lane (2012) 52.

9 |dem, 56.
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states. Between roughly 2005 and 2008 large sunmaofey flowed to the banks of the
southern states, but from 2008 onwards the momdfyctvas the other way around. This en-
dangered the financial system further; some baekarbe almost empty shelfs.

The situation was so dramatic that governmentsestdo nationalize banks. In most
case the government had no other option. They haé wr less only two options: to save a
bank in trouble or to let collapse the whole finahsystem. The banking system had expand-
ed rapidly after the introduction of the euro. Titenking assets were in some cases larger
than multiples of the GDP of a country. A lot ofnkka were so-called ‘too big to fail'. And
here we notice a combination of weak sovereignseed of banks buys their sovereign debt
with weak banks in need of sovereign that would €dmthe rescue. This phenomenon is
called ‘deadly embracé® And to mention again: the market overreacted. Uesdelkmans
puts this as follows?Of course, this alarmed financial markets as waedl credit rating agen-
cies, after first having ‘dosed away’ for years.dther words, when risk taking should have
been ‘priced in’, it was not. Once it was pricecHtiorced by rating agencies and jittery mar-
kets — it severely worsened the crisis both forksaand national budget authorities®’

The overall combination of financial and fiscaktability caused severe economic
repercussions. Banks were not able or willing tovjgte loans to companies and people to
buy for instance a house, a lack of confidenceustamers, high unemployment rates, aus-
terity measures, and so on and so forth. All thisnately caused a deep recession of the Eu-

rozone. The debate on the causes of this crisihawdo solve the problems is still ongoing.
The shortcomings of the Treaty of Maastricht: desig failures

In retrospect we might say that the causes belhiadriple crisis could be found in the origi-
nal architecture of the EMU. The Eurozone crisieeeded several design faults in the Treaty
of Maastricht. Let us try to categorize the maisige flaws. In addition | will elaborate on
the question whether the architectures of the Jreatlld be aware of the flaws, based on a
survey of the contemporary literature.

Maurice Obstfeld argues th@ecause of the rapid growth in financial markesgy-
eral distinctive features of EMU have had conseqasrthat were largely unforeseen before

the single currency’s launch, or that turned outb® even more damaging than could have

°1 Obstfeld (2013) 7-24; Lane (2012) 55-57.
%2 pelkmans (2014) 2; Véron and Wolff (2013) 3.
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been predicted then> That sounds like an ‘adequate’ explanation fordasign flaws: ‘un-
foreseen’. We have to make a distinction betweditials and leaders who designed the
Treaty and people from the outside (academic) wofrlspecialists and scholars. So we better
ask whether the architects of the Economic and MwpdJnion could know or not; could
they be informed by the academic world? Thereftins, part of the chapter explores the de-
signs failures and the position of the contempoergdemic literature. We should keep in
mind the very fact that the academic world publishivays some years after political devel-

opments.
Too intergovernmental

The first failure is not that complicated. The dgsof the governance structure of the EMU is
rather intergovernmental. This means that them®istrong supranational body to control and
supervise the Member State to see whether theattteccording to the Treaty. The Europe-
an Commission has very limited power and stateg @gupervise each other on the basis of
the principle of peer pressure. Eichengreen en @égpargue that it is very unlikely that the
leaders of the different Member States are goingnjpose sanctions on other leaders; this
could cause political difficulties in the futurehd intergovernmental set-up of the Eurozone
also explains the lack of institutions to enforcervber States to comply with the rules. In
absence of strong supranational institutions ilcctappen that for instance Greece and Italy
could present results, facts and figures basedeatice accounting. Eichengreen argues that
the idea that the endeavor to comply with the rffi@sinstance on convergence) would start
once the EMU was there was a bit naive.

The power of the existing institutions is limitadcording to the Treaty. The European
Commission could only start procedures or give @elvUltimately, key decisions about the
further developments of the EMU and to decide wiettountries do not comply with the
rules (and should be sanctioned) are always ugtinepean Council. For instance, the Treaty
of Maastricht leaves some room to measure and eeddther candidate members meet the
criteria. They can decide that, although the ddtare not met, a country restructures on a
good pace® In 1994 already, Bini-Smaghi and other scholagsied that the combination of

a rule with an potential escape to not to fulfiétrequirements, could lead diverging interpre-

>4 Obstfeld (2013) 1-2.

% Eichengreen (2012) 125-128; In addition: the Sitgbiand Growth Pact of 1997, to enhance fiscatiiline
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tations of the rules of the Treaty. So again, veyintergovernmentay.

In the end, only one country did comply with thé&ezia of Maastricht. All other
countries could enter due to the soft intergovemmaieapproach of Maastricht.Peer  pres-
sure, peer review and unbinding agreements werplainot enough for the adequate func-
tioning of the EMU. Member States did not feel egloincentives to comply with the rules;

the design of the EMU allowed this attitude.
Macro-economic imbalances

Secondly, the architectures of the Treaty focusedniuch on budgetary surveillance. Espe-
cially the Germans were very eager to maintairafisicscipline. Accordingly two of the entry
criteria are about fiscal discipline, namely a d@btP-ratio of 60 percent and a maximum
deficit spending of 3 percent of GDP. If a courftrifill these criteria, and some other condi-
tions, it could enter the Eurozone. The Treaty duoastake into account binding standards
concerning macroeconomic coordination and coopmeratichengreen observes that before
the outbreak of the crisis only Greece was in tl®wihen it comes to fiscal and budgetary
discipline: "Elsewhere in the Eurozone periphery, however,drid had been in balance or
even surplus before the crisis. Imbalances werecentnated in the private sectoP”The
problems commenced mainly in the sector of privaaking and not in the fiscal sphere.
Nevertheless, the problems of the banks led talffisroblems due to the very fact that gov-
ernment had to save the banks. The design didaketihto account this scenario, but focused
too much on fiscal discipline, thereby neglectinigen dimensions.

Divergent macroeconomic trends in the differentmber states of the Eurozone could
endanger the zone as a whole. Paul de Grauwendtanice, mentions the problem of diver-
gences in unit labor costs and inflation. Espegile divergence of unit labor costs had led
to a loss of competitiveness of the southern caasmttompared to the northern countries. An-
other major problem were the abovementioned curaenbunt imbalances. In general the
northern countries experienced major surplusegtadouthern countries the opposite. These
divergent macroeconomic trends caused major pratfitin the end, the ability to correct
the current account imbalances and the possiklitjurther deficit spending evaporated.

In the absence of the possibility to use the emghaate or a national interest rate, the
member states of the Eurozone should search femalives, in case of imbalances in the

*" Bini-Smaghi, Padoa-Schioppa and Papadia (1994) 31.
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Eurozoné®* One of the main costs of the introduction of thenetary union was the loss of
the interest rate as an adjustment mechanism. duteesn states could borrow at a very low
real interest rate due to high inflation. One @& thain consequences was the occurrence of a
housing boom, part of a much broader trend of esteescredit growth. This credit growth
caused higher inflation — notice a kind of a I§6fhis caused huge liquidity shortages of the
southern states. Because of the loss of the exehatg mechanism and the standard adjust-
ment mechanism, the interest rate, countries wexgaimred to opt for alternative adjustment
mechanisms, according to the theory of optimumenay areas (OCA). The southern states
could ‘repair’ the imbalance through the use of tenpetitiveness channel (generate cash
flow due to low prices of products and servicespwidver, the design of the EMU lacked
institutions and policies to do this on an EMU-leeeto enforce this; it is up to the Member
States of the Eurozone to do that. To quote Chavigslosz:"These ‘real criteria’ are no-
where to be found in the list of ‘nominal’ criterihat, after considerable debates (...) were
incorporated into the Maastricht Treaty and camééoknown as the Maastricht convergence
criteria.” &

Back to the OCA theory. Again, could they know fievere consequences of macroe-
conomic imbalances? Paul the Grauwe argues thaigdtive years of the process towards an
economic and monetary most academics supportedd#das of optimum currency areas.
There were widespread doubts about the introduaifae monetary union among academic
scholars. Already during the 1960s Mundell preshis classical theory about the optimum
currency areas. In short, this is more or lesssaessment to see whether or not it is attractive
for a state to join a monetary union; that is tg 88 benefits exceeds the costs of joining.
According to the OCA theory a state has to sati&fgtain criteria or conditions in order to
join a monetary union. Paul de Grauwe conceptudlibe different criteria: symmetry of
shocks, flexibility and integratio®"

In case of a shock within the monetary union,ahee potential alternative adjustment
mechanisms; mechanisms in order to stabilize ie cdshocks. These are: wage and price
flexibility, labor mobility and fiscal transfers.hE Treaty of Maastricht explicitly prohibits
fiscal transfers. So, according to this theory, vagd price flexibility and labor mobility are
required. The Eurozone scores very badly with ikdarlabour mobility compared to the

USA, for instance. The people of Europe is leséinglto move throughout the Union to find

®1 Jaumotte (2011) 41.

2 \Wyplosz (2006) 216.

% 1dem.

% De Grauwe (2006) 709-715.

-22-



a job. Then price and wage flexibility. Unit labaysts diverged over the years, in favor of the
northern countries. The policies of the southerantwes were not aimed at lowering labor
costs, wages were too high compared to the nortt@untries. This caused a major imbal-
ance in the Eurozone. The original architectur¢hef EMU lacked instruments to repair the
imbalances on macroeconomic level. Again, the Jre#fers no strong incentives to do so.
So we might consider that the theory in itselfyied different critiques on the design.
But why didn’t they use this theory? Charles Wyplasgues that'Two problems stood in
the way of making OCA theory the centerpiece obitlers Report and the deliberations that
followed its acceptance® Firstly, the theory was very complicated and restrfalized yet.
The interpretation and understanding of the thewag a work in progress at the time. Sec-
ondly, there were additional problems to analyzpraxtical conclusions. For instance how to
measure an OCA index. Wyplosz mentions Eichengasemne of the first, who started to use
the OCA, to attempt to make an ind&<hus, the reaction of the European Commission on
the Delors ReportDne money, one marketmphasized that the OCA theory could be very
useful, but nevertheless it could not be used @lyae the consequences of the ER{The

construction of the EMU was at full speed; there wa time to elaborate on the OCA theory.
Financial integration, national supervision

The third big design failure is the system for finel integration, the free flows of capital
across the Eurozone, without creating a framewbdupervision on a level above the Mem-
ber States. Firstly, there was a lack of institugigpowers to control and to supervise the
banks. The Eurozone contained no banking unioneiSigion of the banks was left to the
national authoritie&® Capital requirements, for instance, differed tiglmaut the Eurozone.
The introduction of a single currency stimulatedssrborder flows of capital and credits. The
balance sheets of the European banks grew rapidiggithe 1990s and the first decade this
century. The balance sheets of a lot of banks eetkmultiple times the GDP of the country
of residence. At the time the banking system fagled big banks like Santander, ING, and
many others, had to be saved by national goverrsriena simple reason: ‘too big to fail’.
The governments became responsible for the hulgéities of banks, way too big for most
countries, instead of a shared burden.

Since it was very unusual that banks go bankmpurope, governments felt more
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obliged to rescue banks in case of emergency.agpsoach of European governments en-
hanced the problem of moral hazard; if a banksg®hough, the government will automati-
cally come to the rescue. Bankers abused thistsituand took way too large risks —lets
gamblef® And problems in one country could lead to problémsther countries, due to fi-
nancial integration and big banking; the problencaitagion. The collapse of a bank in for
instance Greece meant that banks in other couritagé$o amortize. Consequently, these
banks were in hit as well.

In the end, the taxpayer and the depositor pa&gtlte for the misbehaving an mis-
management of the banks and the lack of coordimagiopervision and collective programs
on a union level. The European Central Bank foctisednuch on price stability. Many of
the other tasks were left to the national centaalds, which didn’t do their supervisory job
very well. In order to summarize this problem, Beld and Wyplosz quote a former board
member of the ECB, namely Padao-Schioppa, to expinés problem:’A normal central
bank is a monopolist. Today’s Eurosystem is, irtstaa archipelago of monopolist®’And
ccording to Barry Eichengreefirhis revealed the contradiction between a singlierency
and single financial market, on the one hand, anddparate national bank regulators, on
the other. National regulators at neither the lemginor the borrowing ends of intra-eurozone
imbalances had adequate incentive to take the dvosger implications of lax domestic
regulation into account...”

If we compare this situation to the USA, we noticat there are collective programs,
collective deposit insurance and other permanestieg options to rescue a bank. The Euro-
zone had none of these options or instrumentsbéirk fails, the tax payer or the depositor is
the victim/? In a fully operating banking union, a huge amaefrtnoney is reserved for even-
tual rescue operations. This prevents the occuerehttleadly embrace’: weak sovereigns
rescuing weak banks, and weak banks rescuing veakeaigns.> A banking union makes it
possible to solve the banking problems on a untates sharing the costs instead of weak
sovereigns forced to nationalize banks in trodble.

But could they know? Barry Eichengreen and Mau@bstfeld signalize that at the
beginning of the nineties, yet before the introthucbf the EMU, some scholars already

warned about the potential consequences of theopeapEMU-model. In 1992, Folkerts-
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Landau and Garber argued that the financial systesald be repressed; common rules,
standards, requirements and supervision were atdeit Otherwise the ECB would be forced
to step in with emergency liquidity in case of lidjty problems, to save the banking system.
And indeed, it sounds strange that bank resol@mhbank regulation were left to national
authorities, and meanwhile these national autlesriidn’t have instruments like money crea-
tion or a role of lender of last resort. In retresp they were right; the ECB was forced to
provide emergency funding, a role of lender of tasort. And that was not the initial role the
designers of the Maastricht Treaty had in minditt@rmore, Obstfeld paraphrases David
Begg and other scholars who already emphasizesigdp’ in the framework before the start
of the second stage of the EMY.

Most of the critique originated in older theorikst us focus on the theoretical back-
ground. The mix of financial stability, cross-bordi@ancial integration and national financial
policies and supervision seems to be incompafiiies is the so-called ‘financial trilemma’.
Schoenmaker, using different models, observesidiatnal financial policies become less
effective if financial integration increases. A doimation of two of the above-mentioned
conditions is possible, but three not. He madabksimptions based on older ideas of R.A.
Mundell.”® So we might conclude that the designers of the Eivtige or less ignored the old
ideas about the incompatibility of fixed exchangeerstability, free movement of capital and
national monetary policy. Part of the last-mentmbrgeesupervision of the system.

No crisis management and tools

Last but not least, the lack of a mechanism faigmmanagement. After the outbreak of the
Eurozone crisis it became clear that the EMU ladkedtools to forcefully implement poli-
cies that could solve the problems; that is tom@yenting states or banks from going bank-
rupt (again the crisis showed us the interconneetssl between the two). In absence of these
tools and mechanisms, the leaders of the MembéesStead to agree repeatedly on ratbr
hoc measures and panic management. The Treaty of Mdmstid not contain the right tools
and possibilitied! In general, the Maastricht Treaty comprises mairticles about how to
prevent a crisis, especially the convergence aitétarco Buti and Nicolas Carnot argue that
one could find more or less no tools, regulatiggrecedures or whatsoever in the original
architecture of the economic and monetary unids.pnly about preventing crisis, and not
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about solving a crisi€&

The Eurozone crisis caused that several stakes(3reece and Portugal, were not able
to borrow money on the international financial nedrlat sustainable levels of interest. The
financial market overreacted, as described in itlsé part of this chapter, and was not willing
to lend anymore to these countries. This is theadled a ‘sudden stop’. Before the introduc-
tion of the common currency, states could makeafigae national central bank in order to
create money in case of emergency. However, theduattion of the EMU had the severe
consequence that states could not use this toohargy The role of the national central banks
as lenders of last resort did not exist anynfore.

The alternative could be twofold: fiscal transfesighin the Eurozone, in order to pro-
vide countries like Greece with cash, or inflatigndebt monetization, that is to say: to print
extra money. However, the Maastricht Treaty is \@ear about these solutions: prohibitéd.
Article 104b says that member states are not resiplenfor the finances of other member
states. The article prohibits to assume the delotleér member states. This is the so-called
bail-out clausé&! In addition, the Maastricht Treaty does not previdframework for a Mem-
ber States to leave the Eurozone. Thus this comibmaf no bail-out and no exit ultimately
makes it that there are no other options than eclsdar alternatives. The risks of contagion
were underestimated; so the crisis in Greece,rideénd other southern countries caused cri-
sis in the northern states through contagion.

The other abovementioned solution of debt monidizaof deficits is also prohibited
in the Treaty of Maastricht. Buti and Carnot argjugt the drafters of the Treaty expected that
the market would regulate and discipline the peticdf the Member States. It did not happen.
And once it happened, the markets overreatidtbvertheless, already during the beginning
of the nineties Bini-Smaghi and others warned thatperceptions of the financial markets of
the financial outlook of a country are not alwargnslated into the right levels of interest for
instance. The free market simply functions not gsadequat&®The lack of crisis manage-
ment caused huge troubles throughout the Euroabfitbout an adequate framework for cri-
sis management, there was a lot of delay in solemattacking the immense problems, due to
negotiations between disagreeing states. Ad hosunes saved the Eurozone, but neverthe-

less, the reconstruction of the EMU is still a workprogress.

8 Buti and Carnot (2012) 900-906.

" De Grauwe (2013) 9-10.

8 Buti and Carnot (2012) 900; Obstelfeld (2013) 26-2

8 Treaty of Maastricht (TEU), article 104b.

82 Buti and Carnot (2012) 900-901.

8 Bini-Smaghi, Padoa-Schioppa and Papadia (1994) 27.
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Could the know? The academic literature at the tinthe Maastricht Treaty does not
provide extensive analyses regarding the topiaziefs management. The original designers
of the Treaty could take a look at the system efghccessful monetary union of the USA.
O’Rourke and Taylor offer us an comparative ovesvgd some important different monetary
unions throughout history. The USA has the instminoé debt monetizatid#i Of course, debt
monetization could cause high levels of inflati80. especially Germany was against this tool.
A fiscal union, more or less a logical new stephgkide the road of crisis management, was a
bridge too far. Price stability, that is to say lavilation, was the main concern of the Ger-
mans (and Dutch) during the design of the EMU. Niatess, the expectation that this kind
of crisis management and other tools were not reduiue to the free working of the finan-
cial market, was a major miscalculation.

So we have four big design fault in the originesign of the Economic and Monetary
Union. This is actually a lot, and anno 2015 thisretill a lot of work to be done to repair.
Nevertheless, we should not look at the future jomky might ask why all this this could hap-
pen. And we could ask why all this information abthe potential faults was more or less
ignored by the architects. Again, Barry Eichengrebserves that...the impact on policy
making was limited by the fact that the literatdioeused almost entirely on analytical con-
structs. There were few efforts to apply it to attr prospective monetary unions like the
one about to be constructedThis is more or less an overall conclusion. Thet m&apter
will elaborate on the Dutch case. What did govemmadeadvisory boards and institutes know

about the potential design faults in the Treatiahstricht?

Summarizing table 1

Design failures Part of academic litera-
ture?

1. Too intergovernmental, causing insufficient| Yes

compliance with the (fiscal) rules
2. Too much focus on budgets, less on other mas, the OCA theory
ro-economic imbalances
3. Financial integration, though maintenance gfYes, though not explicit
national supervision ‘banking union’

4. Lack of crisis management and mechanisms Ng\@gue

8 O’Rourke and Taylor (2013) 169 and 177-185.
8 Eichengreen (2012) 124.
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I\VV. What could the Dutch government know? The adviery boards

The previous chapter elaborated on the questiovhtd extent the architectures of the Treaty
of Maastricht could know the design failures, basaccontemporary literature. This chapter
is the second step and will elaborate on the rbkae advisory boards of the Dutch govern-
ment. To sum up: the Sociaal Economische Raad (SE&)Central Plan Bureau (CPB), the
Wetenschappelijke Raad voor het Regeringsbeleid RYWRnd the Nederlandsche Bank
(DNB). I will categorize the advices and commeriftshe four institutions under the four de-
sign faults in order to draft conclusions per dedmult to what extent the Dutch government
was informed.

General observations
However, let us first make some brief observatiabsut the advises of the abovementioned
institutions in general. This serves to see thaalvattitude of the advisory boards towards
the EMU, the years between 1985 and 1991. In JA88 ithe European Council decided to
appoint the committee of Delors in order to expliwe possibilities to create an economic and
monetary union. Nevertheless, the ideas about anmonturrency were much older, so the
advises concerning more economic and monetaryratieg were already there before Han-
nover and the Delors Committ8&The advises after the publication of the Delorgdiein
1989 were more or less reactions on that repogahticular, the publicatiorAdvies Econo-
mische en Monetaire Unie (advies 1990/28j'the SERn 1990 was a reaction on that report
and more or less the foremost source of advicehDutch governmefit.

However, first some general observations. We moginiclude that there was not that
much attention for the creation of the EMU shodfter the introduction of the Single Euro-
pean Act in 1986. After 1989 the attention incrélasehe Dutch Central Bank (DNB) did
report regularly about the progressive plan fordreation of an EMU. But the Centraal Plan
Bureau (CPB) did not publish at all on the creatidrthe Economic and Monetary Union.
The WRR and the SER did report on a quite regudaish However, not every single year
these institutions did write about the plans. TE&RSeported about the creation of the EMU
in four of the seven annual report between 19851881 . Nevertheless, the WRR and espe-
cially the SER did write some very specific andemsive reports about the EMU, in particu-
lar about the costs and benefits of this plan.

In general the abovementioned institutions weng/ ymsitive about the EMU. The

WRR regarded the EMU as another logical step tosvird completion of the internal market.

8 SER (1990b) 8.
87 SER (1990b).
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The Single European Act was still not enough; ideorto let the internal market function
properly, economic and monetary cooperation wowdnbcessary States would join the
common currency if benefits exceeds the costs.llinot elaborate the potential costs and
benefits and costs, but the WRR- author F. varPiteeg — summarizes these as following:
“The calculus of participation (Hamada, 1985, Cheaip3) argues that an individual country
will join a European Monetary Union when the betsefrom participation (such as from the
reduction in exchange rate uncertainty, the inceeasbargaining power as a group, and the
use of a common currency) exceed the costs (sugiviag up an independent monetary poli-
cy).”89

In addition, the WRR argued in a report in 1989 tha creation of the EMU was al-
ready behind pace. In 1979, the Werner Plan, fabbetl the intentions were still there. The
WRR also realized that the Netherlands was waystmall to influence coordination on
world-scale. The open Dutch economy, the incredsmternational capital flows and the
growth international trade created the awarenestsdbordination was necessary. To influ-
ence international coordination, the Dutch shoydt for European economic and monetary
integration. As a strong block, the Europeans canildience coordination and policy on a

19 Many of the reports referred to the so-called VBeflan of 1979 and regarded

world leve
the plans of Delors as a re-launch of the origplahs of Werner. The plans, introducing a
common currency in phases, looked quite similae Dielors Committee re-introduced more
or less the postponed plans of Werner, therebilliindf the idea of further European integra-
tion. The internal market and the creation of a iwmmn currency had been on the agenda for
decades; it was like utopia, but now was the morterealize it

The WRR argued that the creation of the EMU wasomby the fulfilling of utopia,
but also the only option. Due to the open charawtarsmall economy like the Netherlands, it
should be part of a bigger entity. Nevertheless, dfganization was aware of the very fact
that during times of elections government partiesegally are not willing to propose interna-
tional coordination that will lead to convergenifethis could lead to costs for the peopfe.
The SER was also very much in favor of the idea cbmmon currency. The SER focused in
some of its report for instance on the disadvarstdgethe Dutch trade and industries of the

fluctuations of the exchange rates. More stabiibuld be necessary to enhance the position

8 WRR (1989a) 70.

8 1dem, 94.

9 |dem 64-65.

L For instance: WRR (1989a) 100-101.
2 WRR (1989c) 7.
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of the open Dutch economy. However, a common cayr&ould not only mean more stabil-
ity and less exchange rate risks — no more excheatgefluctuations within the Eurozone —
but also less cost due to transactions of currefitie

In 1988 the SER showed some worries about thetiqnet® what extent the Europe-
ans could compete with Japan and the USA. Accortdiritje SER, the European Market was
still fragmented, the internal market not yet coetgdl, and due to the still existing borders the
costs for trade and industries too high. The cotigrieof the internal market and the creation
of one economic and monetary entity, by creatingb@mon currency, would enhance the
position of the Europeansds-a-visthe USA, Japan and other strong economic blocks. T
Cecchini report estimated a growth of GDP of appnately five percent, by completing the
internal market only. The SER argued that the natiggovernments should speed up deci-
sion-making and should be willing to take hard nieas and decisiorfs.And the Dutch gov-
ernment should base decision-making on the devedafsmof the creation of the common
currency’

The creation of the Economic and Monetary Uniomae or less regarded as a natu-
ral consequence of the Treaty of Rome: more cotipardetween the different nations of
Europe. The WRR argues that the country does nat ha alternative to enhance economic
and administrative integration than the creatiormafEMU,; it's just another logical step of
European integration which could be very benefiémal the open economy of the Nether-
lands®®

Another observation concerns the time-path of ghegect. In general, the advisory
boards of the Dutch government emphasized the fogequick action. The open character of
the Dutch economy required increasing integratioarder to compete on a world scale. One
of the main points of negotiation was the time-paitthe stages towards the final introduction
of the currency. The second chapter already elédxbran the dichotomy between the Ger-
mans on the one hand and the French on the othdr Tike first did not want to write down a
strict time-path, as the French were really eageiotthat. In 1990 the SER advised the Dutch
government that was not yet possible to set a iiedrtime-path because the criteria of tran-
sition were not formulated yet. The SER recognittedpolitical motivation of some states to

set a final datum of introduction of the commonrency, but emphasized that fulfilling the

% SER (1986b) 9-10.

* SER (1988) 95-97.

% SER (1991) 7-8.

% WRR (1989a) 38; SER (1991) 7-8.
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criteria are of main importancé.

Last but not least something about the composdiahe states constituting the Euro-
zone. The design of the Treaty prescribes moress that all member states of the European
Union should join the Eurozone. Of course, onlgnfindividual Member State meets the cri-
teria of the Treaty. However, the WRR doubted iBd@hether it's a good idea to create one
monetary union for Europe as a whole. The WRR mtssthe possible alternative, proposed
by Rudiger Dornbusch, of a separate approach battieenorthern and southern states. This
could be more sensible to make sure that the lesfetompetitiveness within the different

currency areas would be stable and not divergfing.
From the EMS to EMU

An additional observation is that many of the répdetween 1985 and 1991 still focus on the
system of the EMS. The European Monetary Systemoneeged to enhance monetary stabil-
ity. The EMS was an important part of the condisidn enter the Eurozone. Already men-
tioned in the second chapter: according to thetyreBMaastricht, participation of the Euro-
zone requires active and successful participatiathe EMS (that is to say without devalua-
tion or revaluation). So, not surprisingly, the ENdSan important part of the analysis of the
advisory boards. The maintaining of stable exchamages and the growth of international
capital flows is often approached in the reporsrfithe perspective of the EMS. Nevertheless,
the EMS was presented as a scientific experimempraof the support for the next step. In
other words: the success of the EMS was one ofnidie factors in favor of the idea of De-
lors®®

The European Monetary System proved to be a sw&dem. The Dutch focused
mainly on the policy of the German Bundesbank. Geman D-Mark was stable and by
connecting the Dutch guilder, the Dutch profitednfrthat stability. Nevertheless, the WRR
expected a limited role of the German on a wonetlleThe German role as a ‘key currency
country’ meant &tatus quamn an international level. More integration angansion of EMS
system were required to keep pace with economickbltike the USA, Japan and other up-
coming big countries. The creation of an EMU wast aulogical step”

The Dutch Central Bank (DNB) reported in 1985 tifvet EMS functioned very stable,
despite some adjustments. The stability of theesystould be explained by real convergence

9 SER (1990b) 59.

% WRR (1989b) 139.

% For instance: WRR (1989a) 45 and 101.
10WRR (1989a) 65-66
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of economic developments of the participating stalde elements of convergence were re-
garded as important conditions for more monetaigpecation. And the functioning of the
EMS enhanced confidence about the possible creafiam economic and monetary union.
During its presidency of the Monetary Committee Ei¢B signalized a general sense of will-
ingness to start talks about the creation of amewic and monetary unidfi*

According to the SER the internal market couldydaihction properly if the wish to
create an economic and monetary union would béléafduring the next yearS8? The SER
advised the government from the perspective thatBMS ultimately should be the funda-
ment for the creation of a common market. Existimgjitutions should be reformed and pre-
pared for the common currency. The SER mentioneduthmate institutional example: the
current European Monetary Cooperation Fund shoeldceplaced by a kind European Mone-
tary Fund (Europees Monetair Fonds) with additiggmlers and competences. And, in turn,
this institute should be the forerunner of a Euesp€entral Bank. Thus, here we notice the

quite deterministic approach of the SER.
Too intergovernmental

‘In the general macroeconomic field, a common oNessessment of the short-term and me-
dium-term economic developments in the Communitydueeed to be agreed periodically
and would constitute the framework for a betterrdamation of national economic policies.
The Community would need to be in a position toitooits overall economic situation, to
assess the consistency of developments in indivedutries with regard to common objec-
tives and to formulate guidelines for poli¢)*'This was the general approach of the Delors
Committee. The approach was more intergovernmémaal supranational. They preferred the
principle of subsidiarity and a strong role for tBeuncil, instead of the creation of strong
supranational institutions to supervise the pertoroes of the Member States.

In general the SER was aware of potential creatitexpretations of excessive deficit
spending. The participating states should formulaty clear standards, procedures and rules
in order to avoid possibilities for excessive diggicWith regard to deficit spending and debt
levels the SER offered different potential solusiphased on the ideas of the Monetary Com-
mittee. The SER emphasized that a common budgetypebuld not be necessary. And the
advisors wanted to leave some space for the gaatiog states to correct or stabilize short-

91 Wellink et. al. (1997) 106-107.

192 SER (1986a) 23-24; SER (1989) 18-22.

193 For example: SER (1986b) 27.

104 Committee for the Study of Economic and Monetanydd (1989) 20.
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term imbalances by ‘using the tool of deficit spegd Nevertheless the SER was really ea-
ger to note that binding rules and procedures wboeldequired, and possibilities to impose
sanctions in case of breaking the ruf®s.

In 1991 the Dutch Central Bank argued that itesspimportant to avoid flexible inter-
pretation of the criteria in. The consequence ef ¢heation of an economic and monetary
union is the transfer of some power to a supranatipower or authority. Nevertheless, the
transfer of sovereignty is limited. The criterionttwregard to deficit spending, for example,
contains to some extent a bandwidth. Deficit spamds allowed, but with a maximum of
three percent of GDP. Budgetary policy and powdefisto the participating member state,
but monetary policy would be transferred to the EGB, the overall structure is rather inter-
governmental. According to the DNB, it is very inmfamt to maintain strict criteria and leave
no room for creative interpretatiof?

The SER, for instance, argued for more obligeardination procedures. The
procedures for coordination and convergence wdréaost voluntary. According to the SER it
was desirable to coordinate more strictly in oriemeet the goals of economic convergence
and coordination. In a very extensive report alExgnomic and monetary cooperation the
SER argued that further convergence is not asswigwbut enhancing the procedures for
economic and monetary cooperation. Coordinatiomulshibe the key to tackle problems on a
European level, but also on a national level; beeaubecomes increasingly difficult to solve
problems like unemployment, when the internal miafuactions more properly and the fi-

nancial market becomes more and more open anclit3ér

Macro-economic imbalances

The main criteria of the Maastricht Treaty focusyveuch on deficit spending and the max-
imum level of debt. Surveillance in order to maintthe formulated goals was one of the
main objects of the Treaty of Maastricht. Howevke Treaty does not focus on other param-
eters like the labour market and other variables ¢éxpose potential economic imbalances in
the zone. | will sum up different observationslod boards, in order to prove the awareness of
dangers of macro-economic imbalances. There iswrmnological order, but | tried to catego-
rize the advises to some extent.

However there was awareness of these issues atrtbegadvisory boards. Neverthe-

195 SER (1990b) 37-39 and 42-43.
1% wWellink et. al. (1997) 255-256.
197 SER (1986a) 24; SER (1986b) 22-23.
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less, the focus on budgets was very pregnantattcplar, the SER focused very much on
budgetary discipline. The committee approached aaaconomic policies of the participating
member states, mainly from the perspective of inemment budget (deficit spendirdy.
Though, besides, one of the main concerns of tHe \B&s the very fact that due to the loss of
the exchange rate mechanism, imbalances shouldeberged and, in case of an imbalance
should be repaired by other ‘tools’, the so-calidrnative adjustment mechanisms: wage
and price policy, labour mobility and fiscal policjn 1990 the SER referred to the Delors
Report by paraphrasing different causes of imba&snEirstly, different reactions on the pro-
cess of restructuring due to increasing integnat®econdly, different impacts of externalities
on the different national economies. Furthermdrerd are diverging trends when it comes to
the developments of labour costs and other typeosts. And last but not least the different
economic policies of the member states. Withoutdiseiplinary working of the balance of
payments and, thus, the exchange rate, imbalammeéd occur. The SER argued that more
binding coordination would be required in ordeptevent and correct imbalancés.

However, the SER concluded that the Delors Rewed rather vague about how to
coordinate national policies in order to prevenedjences. And indeed, if we take a look at
the Delors Report, we might conclude that the repomphasizes the need for more economic
cooperation several times, but remains rather vagueow'° The report focuses on the de-
velopments of the wages and labour mobilityédge flexibility and labour mobility are nec-
essary to eliminate differences in competitivenasdifferent regions and countries of the
Community. Otherwise there could be relatively éadgclines in output and employment in
areas with lower productivity.*** But how to create a certain level of convergesaenclear:
monitoring and more coordination, but still non-qarsory. The Delors Report mentiones
‘new procedures’, but exclusively focusses on fiscal budgetary policies? And although
the SER was very much in favour of more macro-esooaoordination, the committee re-
mained rather vague, just like the Delors Repone BER argued that the Member States
should have to negotiate about to what extent naticompetences should be transferred to a
supranational levels. Thereby, the SER maintaihedptinciple of subsidiarity: only transfer
of competences, if necessaryNevertheless, the SER was aware of the importahemit

labours costs. But, instead of emphasizing the mapoe of convergence within the Euro-

1% For instance: SER (1990b) 37.

19 SER (1990b) 10 and 21.

10 committee for the Study of Economic and Monetanydd (1989) 11, 15, 16, 17 and 19.
1dem, 19.

121dem, 20.

13 SER (1990b) 26.
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zone, in order to prevent imbalances, the SER ss#tethe need for maintaining the Dutch
very competitive'**

The WRR in 1989, for instance, emphasized the meechore coordination between
the member states on economic level. That is tonsme levels, fiscal harmonization, etcet-
era. The advice is from the perspective of the Eallthe end of the horizon, but mainly for
the functioning of the European Monetary Systems Bystem was doing well at the time
and the WRR argued that more coordination couldavgp the system further. That, coordi-
nation, is to say convergence of national policied harmonization of rules and standdrds.
The completion of the internal market, liberalipatiof the capital market, fixed exchange
rates, and the increase of structural funds caaftdy a process of convergence, lead to the
creation of a monetary union. Here we notice agilanposition of an advisory board with
regard to the EMU: it should be the final destioatof the process of integratioff.

In addition, the SER advised in 1990 that furtteonomic convergence was one of
the foremost conditions to move on with the projédthough, the SER argued that setting a
time-path is very important to speed-up the pro@ssto make the creation an irrevocable
fact, but the start of the third stage could betpamsed if the necessary convergence is not
sufficient. The economic statistics, policies, énitire prospects should be on a similar level,
and macro-economic imbalances in the zone shouivbided:'’

In addition the WRR laid strong emphasis on twg issues before the start of the
EMU in 1992. The WRR argued that coordination ohetary policy alone was not sufficient.
And convergence and coordination of fiscal policikesre also necessary. Though it was
vague whether it was about direct or indirect taxesa report in 1989 the WRR was very
clear about the desirability of convergence andraioation. However, the WRR did not
elaborate on that. Questions like how, what, wie¢écetera with regard to these key concepts
remain unanswered®In 1988 the SER also emphasized be need for nmradination of
budgetary policy and wage policy in order to enleafuzther monetary cooperation and thus
to strengthen the EMS?

Furthermore the WRR argued that functioning ofdbemmon market is crucial for the
eventual functioning of an Economic and Monetaryddn‘The completion of the European

Common Market leads to more identical structures tnerefore may facilitate the movement

14 SER (1990c) 9-10.
MSWRR (1989c) 49.
11%1dem, 51.

17 SER (1990) 32.
H8\WRR (1989b) 14.

19 SER (1988) 18 and 95.
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of the European Community towards an optimal curyearea.*?° The WRR did not elabo-
rate of how the completion of the common market iddead to an OCA. And maybe this
was a bit shortsighted. Of course, the EMU coulttfion better to the degree there is ‘more’
OCA, but, unfortunately, the WRR presented onlheaigeneral ways to ‘create’ an optimum
currency area, if the internal market would be clatgal, this would automatically lead to an
OCA. To sum up: the SER and WRR hammered very roactihe completion of the internal
market and more coordination and convergence.

Now back to the OCA theory. At the time, as mamdid in the second chapter, there
was a lack of consensus and in general a lack @vleulge to interpreted the Optimum Cur-
rency Area Theory, and the WRR was rather vague ¢daawdination of monetary policy and
economic convergence would enhance an optimumrayrarea. Based on scientific litera-
ture of Basevi and Giavazzi, Van der Ploeg of tHeRAstated in addition that economic con-

vergence and coordination of monetary policiegsali was not enough: “..aordination of
monetary policies within Europe will facilitate tibovementowards monetary union in Eu-
rope only as long as the European economieshérey identical shocks and have identical
structures.”*?* Here we notice the awareness of the applicatidthe@DCA theory.

The reports of the advisory boards did warn alibatpotential dangers of macro-
economic imbalances. The WRR for instance, empédsiaat Member States would lose
their exchange rate mechanism , so they shouldsfoowemaining or becoming competitive.
‘However, if there is unemployment, wages are xitfle and the exchange rate cannot be
devaluated, one must rely on fiscal action to fighémployment. }3?Fiscal policy is just one
of the options.

There are more methods. The SER argued that tredagenents of the wages should
be controlled in a disciplinary way. That is to sayhigh increases of the wages. However,
the SER was also aware that wage policies weramatys the best mechanism of adjustment.
It could endanger socials cohesion and solidafite board opted for possible solutions on a
communal level, although the SER remained vaguetabbat instruments could be imple-
mented; freeriding and other tools that endangseipline of the states should be avoid&d.

Then back to fiscal adjustment mechanisms. The 8&ERhasized the possibility to
use fiscal instruments by the national governmefitel here again, we might notice some-

thing like ‘tunnel vision’, a rationale that diveng (labor) costs could be solved by using the

120\WRR (1989b) 57.
21 1dem, 56

12Z2\WRR (1989a) 98.
123 SER (1990b) 50.
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fiscal instruments. But what if other member statéh lower (labor) costs also implement
lower fiscal burdens? The SER mentioned the imtantf the Community to harmonize direct
taxes like value added tax (VAT). A good thing, @cling to the SER, in order to complete
the internal market. Now they focused changed ttectltaxes. Member States could become
more competitive by changing direct tax policieawéver, this change of policies has also
disadvantages, according the SER. Effecting satidéor instance. Unfortunately the SER
did not translate this observations into concreteommendation for the national govern-
ment'** In addition the WRR also emphasized the possjtitituse fiscal tools in order to
become competitive, could cause a race to therdftd

The WRR emphasized that there is a strong castaéocreation of an economic and
monetary union in a world without externalities aselyere unemployment. However, this
could never be the case. In a monetary union thigcipating states lose the tool of the ex-
change rate to enhance the levels competitivemessder to reduce unemployment. That
means that other ways are necessary to stabile@rtbalances within the monetary union.
According to the OCA theory there is a strong nfeedorice and wage flexibility, and labor
mobility to correct the imbalances and to restaabiity. In retrospect the high relative high
unit labor costs of the southern member stateh@fBurozone proved to be a disaster and
obstructed the restoration of inter-Eurozone baanBesides the WRR warned for the need
for flexible adjustment of wageSHowever, when certain areas of Europe are depeelsand
suffer from unemployment and wages do not adjusteiiately to clear all labour markets,
the case for a European Monetary Union is much weadspecially as there is little mobility
of labour between the member states of Eurdjge.”

The Dutch Central Bank was also worried aboufptbiential loss of the exchange rate
mechanism to correct imbalances. Due to this Ithes,participating should focus very in-
tensely on the developments of the wages. Divergimitj labor costs throughout the zone
could endanger the zone as a whole. The ratioredietis this, was that the DNB wanted to
avoid (fiscal) transfers from the more wealthy araless wealthy areas. That meant that the
DNB was not in favor of eventual fiscal transfeFbus, besides the importance of control of
deficit spending, the participating member statesukd coordinate and converge when it

comes to for instance wages and other criteriA®fQCA theory. And, of course, this would

124 SER (1990b) 77.
125 WRR (1989a) 98.
126 \WRR (1989b) 138.
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affect, to some extent, the sovereignty of theigipeting states?®’

However, although it seemed that coordination emavergence were the main con-
cerns of the Dutch, in order to avoid imbalancethm future Eurozone, the SER wanted to
maintain the policy for wages and prices on a mati¢evel. Due to the creation of the com-
mon currency, the ‘disciplinary tool’ of the balanof payments will not exist anymore.
Hence, it will be very important that participatistates have similar statistics like unit labor
cost in order to avoid too large gaps of compaditess. Coordination, not only on a voluntary
basis, is required, but, nevertheless, the SERsnmarkeep that on an intergovernmental lev-
el *?® Although the SER was, like the DNB, against fisitahsfers, the committee opted for
enhancing the economies of these (southern) statmsgh the programs of regional policies.
The programs should enhance structural reformsimpdovements in order to make these

regions competitivé?®
Lack of international supervision

Not surprisingly, the Dutch Central Bank focusedttom developments with regard to the lib-
eralization of the international capital marketeTBER and WRR did not advise about this
topic. The Netherlands was one of the leading s@mstvhen it comes to the liberalization of
the international market for capital and creditdAhe DNB supported the idea to harmonize
the standard and rules, and mainly the supervisfahe banking systefii® The DNB sup-
ported this principle in 1985. A few years latdtgathe presentation of the Delors report, the
DNB opted for the creation of an institution on @ar@&pean level to assure sufficient supervi-
sion of banks that operated in more than one cpumtiere was also awareness of the fact
that national supervision would be insufficientctitrol and correct the ‘policy and behavior’
of the ever increasing big banks throughout theopean Community. Banking supervision
could be part of the main tasks of the future EsespCentral Bank, according to the DNB.
And, of course, the DNB supported the ideas of noo@peration between the national au-
thorities of supervision, on the basis of the gpteof subsidiarity:*! In 1991, the DNB for-
mulated the support for more harmonization and dioation again. Harmonization of the
reports of the different central banks, was memtibas one of the exampf&8.

The DNB was very much aware of the consequencdsalevelopments of big bank-

27\Wellink et. al. (1997) 186-187.

128 SER (1989) 37-39

129 SER (1986b) 18-19; SER (1989b) 59.
130Wellink et. al. (1997) 109.

131 1dem, 209.

1321dem, 269-270.
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ing and the internationalizing of capital flows. dggeaphical borders became increasingly
vague. The DNB recognized the very fact that afatnprovement was made on enhancing
international coordination and harmonization ofewysion. In addition, the European Com-
munity should also cooperate with the rest of tleeldv An isolated policy within the Europe-
an Community would be insufficieAt® In addition the SER argues that there is a strovegl

to bring the jurisdiction with regard to financettivities to a common standard. In order to
do so, the European Community could negotiate thighrest of world as one strong uniform

power*
Lack of mechanisms in case of trouble

Last, and in this case least, the lack of mechafasrarisis management. The advisory boards
of the Dutch government did not take into accotnet doptions for crisis management. One
could not find descriptions of scenarios in whibings could go wrong. Transfers of money
from one state to the other, or monetary financiogld be options to stabilize the system and
prevent a collapse (notice the creation of the pemo Stability Mechanism in 2011). The
SER and WRR did elaborate on that.

The WRR explicitly stated that the ECB could nelvera lender of last resort for gov-
ernments in need of credit Indirectly, the SER was also against the principiefiscal’
transfers of money from one country to the othéde BER warned for the fact that the Delors
Plan offered options for extra financial suppont éountries that, due to the creation of the
EMU, would lose the exchange rate instrument. Th&b say that these (southern) countries
could not devaluate anymore after the creation@ramon currency. Delors opted for finan-
cial support for these countries. Structural fun@se a good option to enhance competitive-
ness, but permanent or regular fiscal transferg weroption:>®

The SER was also very clear about problems coimgerexcessive deficit spending
and too high debt to GDP ratios: no extra finansigdport-*’ The approach of the SER em-
phasized prevention of problems and gave less mptim solve problems. The committee rec-
ognized the inability of the market to disciplinember states that break the rules with regard
to deficit spending. The Delors Report summarizet problem!However, experience sug-

gests that market perceptions do not necessaryige strong and compelling signals and

133 Wellink et. al. (1997) 210-211.

134 SER (1986b) 20-21.

135WRR (1989c) 75.

136 SER (1986b) 18-19; SER (1989b) 59.
137 SER (1990) 37.

-39-



that access to a large capital market may for soime even facilitate the financing of eco-
nomic imbalances. Rather than leading to a gracaddptation of borrowing costs, market
views about the creditworthiness of official boreya/ tend to change abruptly and result in
the .closure of access to market financing. Thesitamts imposed by market forces might
either be too slow and weak or too sudden and ptsre.”*® The SER agreed with that and
argued that it was of utmost importance to limé pgossibilities of excessive deficit spending.
So again: it was all about prevention. The SER sertpfd the ‘no bail-out’ clause; member
states should be responsible for their own finangemetary financing and indirect monetary
financing (borrowing money from outside the Eurogpshould be limited by formulating
binding rules-*

Summarizing table 2

Design failures Part of aca- Reported by the advisory boards and
demic litera- DNB?
ture?
1. Too intergovernmental, causing in-| Yes Yes. Strict interpretation of the criteria,
sufficient compliance with the (fiscal) though focus on coordination.
rules
2. Too much focus on budgets, less onYes, the OCA | Yes, focus on convergence and alterpa-
other macro-economic imbalances theory tive adjustment mechanisms (based pn
subsidiarity)
3. Financial integration, though mainte-Yes, though not| Yes, but DNB only concerned with
nance of national supervision explicit ‘bank- | this. Focus on harmonization and coor-
ing union’ dination and cross-border banking.
4. Lack of crisis management and No No, explicit against fiscal transfer and
mechanisms monetary financing

138 Committee for the Study of Economic and Monetanjdd (1989) 20.
139 SER (1990b) 36-37 and 42-43.
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V. The attitude of the Dutch governmentvis-a-visthe design failures

Last but not least a short history about the mosibf the Dutch government with regard to
design failures. One basis of the preceding chaptermight argue that the Dutch govern-
ment could know that the architecture would be fisant to become a stable house for the
common currency. This chapter will elaborate ondhestion to what extent these insights
were transmitted into official statements of thetdbugovernment. Thus this chapter will not
elaborate on the general position of the Dutch gowent during the different intergovern-

mental conferences of Strasbourg, Madrid, RomeNaadstricht. Once the archives contain-
ing information about the negotiations will be opare will be able to reveal the rationale
behind the (changing) positions and statementsnguhie negotiations. Of course, we will

also need interviews with all the leaders and dialts involved in the negotiations at the dif-

ferent intergovernmental conferences at the time.
General observations

The second chapter was about the most controvgrsiats during the negotiations towards
the final draft of Maastricht: the convergenceeasid, the time-path and the transfer of sover-
eignty. The negotiations were characterized bychalomy between the German on the one
hand and the French on the other. The GermanshanButch supported the economist ap-
proach; that is to say that a certain level of egence would be required in order to move
on to the next steps of the EMU. The French andratbuthern countries supported the ideas
of monetarists; they wanted to stick to a time-paid argued that the creation of the institu-
tions would automatically lead to convergence. iRstance during the Summit of Rome in
October 1990 the French and the Germans clashdbeoissues concerning the transfer of
sovereignty and setting a definitive time-p&thn general the Dutch supported the ideas of
the Germans, but they were really eager to suadgssitablish the economic and monetary
union** As a small country, it was sometimes rather diffito expose its own ideas about
how to create the common currency. For instanceMiigenennota’ of 1992, presented in
September 1991, did not emphasize the opinionebDiitch government; information about
the creation of the EMU reflected more or lesshanrtegotiation$??

Before we are going to take a look at the techmiads of the story, we might observe

that the Dutch government did not go very often idétail about all the technical parts of the

140van Riel & Metten (2000) 25.
141 For instance: Miljoenennota 1989 (1988) 44.
142 For instance: Miljoenennota 1992 (1991) 18 and 75.
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design of the new Treaty. Just like the advisespidy papers of the advisory boards, most
of the statements on the creation of the architeadfithe EMU were a reaction on the origi-
nal plan of Jacques Delors. This report was rathgue in many aspects, and not about all
details, and mainly focused on the entry critefia.we saw before, the design failures are
more about the situation after the start of theneatic and monetary union; further integra-
tion, surveillance, macro-economic imbalances argiscmanagement. However the content
of the statements of the government and the offmmenions of the government contained
commentaries and ideas about the general ratitvedlimd, and the overall architecture of the
EMU. It seemed that more technical details werettefspecialists, technocrats and special-
ized civil servants. Nevertheless it is possibléigiil some information with regard to design
failures from the literature and official documehke the ‘Miljoenennota’ and letters of the
ministers to commissions of the Dutch Parliameng Will take a brief look at these state-

ments and ideas. Again categorized.
Too intergovernmental

And although the advisory boards, like the SER,isstl/to formulate very strict rules and
standards, Wim Kok stated that the applicationhaf triteria should be not ‘mechanical’.
During the Dutch presidency the Dutch opted foicstpplication of the criteria and even
suggested to divide the potential participant imto groups; one group that could start if all
the criteria would met, and the other countries tiwd yet fulfilled the criteria; these countries
should postpone membership. However, Kok withdiessé¢ suggestions after protests of the
Commission and ltaly and Frant€The interpretation of the criteria became veryst®in
general. And the assessment of the policy plansrasdits of the participating states re-
mained on a rather intergovernmental level. Thegss and the willingness of participating
states was more or less sufficient, as long asrémel towards meeting the target was main-
tained. Kok argued that long-term perspectivesmigg economic and budgetary develop-
ments should be part of an overall assesshieai course, this leaves some room for crea-
tive interpretations of the criteria.

In accordance with the Delors Plan, the Dutch gawent argued that the creation of
supranational powers to control the budgets waglesirable. Based on the principle of sub-
sidiarity the policy should be up to the membetest#® In 1991, the Dutch government al-

143van Riel & Metten (2000) 27-28.
144van Riel & Metten (2000) 28-29; Eerste Kamer (199B2) 27 november 1991, 31.
145 Miljoenennota 1990 (1989) 43; Milioenennota 1992290) 20.
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ready mentioned some of the possible criteria diggrbudgetary policy. And sanctions
should be part of the solutions to maintain fisgiscipline. The Dutch seemed very much
aware of its own problematic situation of high defspending and wanted to maintain budg-
etary policy on a national level, as long as theyld operate within the bandwidths of the
criteria. Surveillance to maintain the criteria slibbe up to the EC Council of Ministers.
They should signalize problems and decide on there; more or less based on a confiden-
tial approach of peer pressure. The governmentseomember states had to judge about each
other’s performance. All in all this seems rathreigovernmentdf*®

Then something about the role of the EuropearidPaeht with regard to supervision
and controlling decisions and proposals concertiiegEMU. A strong position of the Euro-
pean Parliament could mean a more supranationabagp. During the process of negotia-
tions the Dutch opted for more power for the EusspParliament. They supported the Bel-
gians in order to try to place the EMU under themmad procedures of the Treaty of Rome.
However, during the process of negotiations thestemof financial affairs Wim Kok argued
it was desirable to enhance the powers of thedPaent, but there were some problems. Ac-
cording to Kok member states would be less wilimgvork and talk about their national po-
sitions if the role of the Parliament is too bidneTapproach should be confidential. So multi-
lateral surveillance remained on the level of treuil, and decision-making on a rather

intergovernmental levef’
Macro-economic imbalances

The Dutch government did not expose their viewhiaw to prevent macro-economic imbal-
ances. The focus of the documents and statemestsftesm on deficit spending and debt lev-
els. However, we can trace some awareness of imtedaand possible alternative adjustment
mechanisms. The Dutch government emphasized régtier need for more economic con-
vergence, and avoiding economic imbalances. Nesiedh, the Dutch government remained
very vague about how to avoid these imbalarit&8udgets seemed to be the core business
concerning the question of more convergence. Moon@mic convergence was a work in
progress, ever since the creation of the interralket. The creation of the EMU was just
another step, and should enhance the attempt for oumvergenc&® The Dutch Parliament
also mainly focused on reducing deficit spendingh&et the targets. Wage and price policies,

148 Miljoenennota 1992 (1991) 18.

147van Riel & Metten (2000) 73-75.

18 For instance: Eerste Kamer (1991-1992) 27 noverh®@t, 31.

149 For instance: Verenigde Vergadering (1989-19903¢ember 1989, 2.
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and fiscal policies in order to counteract imbaemwere of less concetrf,

The ‘Miljoenennota’ of 1990 elaborated on the sgyoneed for more economic con-
vergence. Nevertheless, the Dutch government haedragain mainly on discipline regard-
ing the budgets of the participating states. ThecBgovernment was very much aware of the
high labor costs in the Netherland comparing toesathmer states. The government opted for
moderating increases of the wages and wanted tes foo producing high-tech products and
services:=>! The dangers of using the tools of wage and figolities in order to maintains the
competitive position, were social and fiscal dungpiRiet Dankert, Secretary of State of For-
eign Affairs, emphasized that some level of pooprdination on a European level was re-
quired to prevent these problems. The market coalde a race to the bottdm.

Then the issue of harmonizing fiscal policies. Théch government wanted to main-
tain the responsibilities of social policies (aksacial security system) on a national level,
based on the principle of subsidiartty. The Dutch were very much aware of the huge differ-
ences within the union concerning fiscal policiege do different standards of for instance
social security. The harmonization of indirectesxin order to complete the internal market,
were regarded as necessary, but the Dutch appoosderning harmonization of direct taxes
was very reluctant?

All in all it looked like the Dutch government dibt really bother about potential
imbalances and tools to correct these imbalancesvé&gence was the main issue, whatever
that meant. For instance, after the conference pdldoorn in September 1991, Kok stated
that the Dutch government would hand in a converggmrogram. But, the content of the
convergence programs remained rather vague angrdiggams of the other states were only
allowed to circulate within the European Courlzil.

Financial integration, supervision on a national leel

Cross-border capital and international banking werehe agenda of the Dutch government
during the years before the Treaty of Maastriahtgéneral the Dutch government was very
much in favor of more cooperation between the naficupervisors. Already in 1987 the

Minister of Financial Affairs Onno Ruding, aboutemhpts on a European level to enhance

legislation for criteria regarding supervision betfinancial system, mutual recognition and

1% or instance: Tweede Kamer OCV/UCV (1990-1991)r8 j1991, 20-21.

151 Miljoenennota 1990 (1989) 50.

152 Eerste Kamer (1991-1992) 8 april 1992, 29.

153 For instance: Tweede Kamer OCV/UCV (1989-1990)121j990, 18 and 21.
1% For instance: Tweede Kamer OCV/UCV (1990-1991)r8 1990, 9.

1% Tweede Kamer (1991-1992) 21501-07 72.
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cooperation between member states of the interaket>° Besides initiatives to enhance
mutual recognition, common standards and rulegrsigion on a supranational level was not
really a topic of discussion. It was more aboutpayation between the supervisory institu-
tions. In 1990, for instance, minister of finan@#airs Wim Kok informed the national par-

liaments about a legislative proposal to broadendptions to transfer information between
national supervisory bodié3’

Supranational supervision was often connectetiéccteation of the ECB. In Decem-
ber 1988 the Secretary of State of Foreign Affairas very clear about the role of the ECB.
Berend-Jan van Voorst tot Voorst argued that th& ERould focus on price-stability, that is
to say low inflation, and exchange-rate stabilkyrthermore, one of the other primary goals
of the ECB should be supervising and the bankirdy@edit systeni>® However, two years
later the Dutch government was less clear abouwgrsigion of the banks. In 1990 the Minis-
ter of Financial Affairs declared that supervisarthe banks should be remained on a nation-
al level. Issues regarding cross border effectsamking and the application of harmonizing
measures should probably up to the ECB. Whethemikeof the ECB should be coordinating

or advisory remained rather vagtié.
Lack of crisis management and crisis mechanisms

First we might observe that, just like the advisboards, the Dutch government did not fore-
see the option that things could go wrong. The Bgiavernment did not expose ideas about
tools and mechanisms which could prevent a calagshe system. Maybe a collapse was
regarded as unrealistic and was never in the moidee designers of the Treaty and the
Dutch government. After the outbreak of the Eur@zonsisad hocmeasures had to be taken
in order to stabilize the system — the Europearil8ta Mechanism (ESM) for instance.
Nevertheless, the Dutch government was very cieut monetary financing: no
monetary financing in case of emergeriyIn 1990 the Dutch government repeated its
statement about the Delors Report concerning teassff money from more wealthy to less
wealthy states. The Dutch government argues tleaetbuggested transfers were not desirable.
According to the Dutch, transfers that would n@déo structural improvements, could ena-

ble receiving member states to maintain their kea#llabor unit costs. So despite transfers,

1% Tyeede Kamer (1987-1988) 20200 IXB no. 30, 2-3.
15 Tweede Kamer (1991-1992) 21800 IXB no. 21, 3.
18 \Wellink et. al. (1997) 185.

159 Tweede Kamer (1991-1992) 21501-07 no. 43, 11.
180 Miljoenennota 1989 (1988) 44.
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the level of competitiveness would remain low, andre and more transfers would be re-

quired. The Dutch government argued that the lesspetitive states should improve their

performance by structural reforms; that shouldb®the task of the Eurozone as whéfeSo

member states should be responsible for their dalilgy (that is to say to remain competi-

tive). And maybe this attitude explains the lackcofiective crisis management and mecha-

nisms.

Summarizing table 3

W

Design failures Part of Reported by the advi- | Statement of the
academic | sory boards and Dutch government?
literature? | DNB?

1.Too intergovernmental, Yes Yes. Strict interpreta- | Strict interpretation of

causing insufficient compli- tion of the criteria, the criteria on the one

ance with the (fiscal) rules though focus on coor- | hand, but leaves spacé
dination. for interpretation on the
other. Approach rather

intergovernmental

2. Too much focus on budg-| Yes, the Yes, focus on conver- | Focus on the budgets,

ets, less on other macro- OCA theo-| gence and alternative | but also convergence

economic imbalances ry adjustment mecha- (sometimes vague) to
nisms (based on sub- | avoid imbalances.
sidiarity) Awareness of alterna-
tive adjustment mecha
nisms (up to the states
to use these tools)
3. Financial integration, Yes, Yes, but DNB only First in favor of supra-
though maintenance of na- | though not| concerned with this. | national institutions,
tional supervision explicit Focus on harmoniza- | but later preference of
‘banking | tion and coordination | subsidiarity and focus
union’ and cross-border bank-on coordination, coop-
ing. eration and harmonizal
tion.
4. Lack of crisis managementNo No, explicit against No crisis management|

and mechanisms

fiscal transfer and
monetary financing

and mechanisms. Ex-
plicit against monetary
financing and fiscal

transfers

181 Miljoenennota 1990 (1989) 43.
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Conclusion

The EMU proved to be a house without a roof. Thealy of Maastricht and the architecture
of the common currency were too weak to prevemvare crisis. According to many scholars
and politicians, the Maastricht Treaty was moréess the beginning of a long process of im-
proving and enhancing the architecture. For ircgahe Stability and Growth Pact of 1997
was one of the major improvements. Neverthelessvias not simply enough if we consider
the outbreak of the Eurozone crisis. The consiactif the EMU building remained unfin-
ished!®® However, the Eurozone did not collapse and wasdséy implementingad hoc
measures, structural measures and different tbalisvwere not part of the original design.

Many politicians, academics and scholars and ewvembers of the cabinets of Ruud
Lubbers admitted that the original architecturetaored different design failures. The Maas-
tricht Treaty was more or less an unfinished worlriogress. But could we blame the Dutch
government? The first chapter mentioned a recéiieain the Dutch newspap#&olkskrant
the authors plead for intense research in ordéintbout whether the former Dutch govern-
ments of Lubbers did know information concerning ttsks and design failuré® This the-
sis is more or less a first attempt to find ansveershis question. This research elaborated on
the question to what extent the Dutch governmerst wibrmed about the design failures by
the advisory boards and the Dutch Central Bank. Ao@ these insights and observations
were translated into official statements.

The preceding three chapters were about thesdigueket us sum up the main ob-
servations. With exception of the design failurgareling the lack of crisis management, all
failures could be traced in contemporary literatamel academic discussions. With regard to
the lack of crisis management and tools, we migictude that academics and the advisory
boards could not predict the severe repercussiotgpeoblems that endangered the existence
of the Eurozone as a whole. So we can’t blame twermment for that. With regard to the
intergovernmental approach: the literature andatihgsory boards warned the Dutch govern-
ment for creative interpretations of the Treatyséime cases the Dutch government defended
these principles, but in the end, Lubbers, Kok atieers left space for interpretation and not
complying with the rules. With regard to the foaus the budgets, thereby neglecting other
macro-economic imbalances, we might conclude thataicademic literature mentioned the

need for enhancing the adjustment mechanisms. dkisay boards and the DNB also

162 Metten (2013) 64-65.
183 De Volkskranty March 2015Wat wist de regering over de risico’s van de eufv@ilable at:
http://www.volkskrant.nl/opinie/wat-wist-de-regegiover-risicos-van-de-euro~a3889486/
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warned for imbalances. And although these boaisoehted on the OCA theory and the im-
balances, there was much stress on ‘vague’ codroimand convergence. The Dutch gov-
ernment, in turn, was aware of the dangers of iarzads, but focused very much on the prin-
ciple of subsidiarity. It was up to the states émain competitive. Concerning international
supervision of the financial system we might sagt the academic world notified the incom-
patibility of liberalization, increasing big bankjrand free movement of large amounts of
capital on the one hand, and national supervisiothe other. The DNB opted for more coor-
dination and harmonization, just like the Dutch gawment. Both parties mentioned at some
point that the ECB could play a role on a supramaii level, but later they opted again for
more harmonization and coordination of the bassubfsidiarity.

All in all we might conclude that both the advigdmoards and the Dutch governments
did not had very clear ideas about the potentiaigihefailures. The Dutch government could
know some of the design faults. Both were awar@aiéntial problems, but focused very
much on rather intergovernmental ways to prevenblpms: coordination, harmonization,
convergence and other terminology was common s&wanain approach was rather inter-
governmental, non-compulsory and based on subgjdibievertheless, it seems that the gov-
ernment could not predict the severe crisis dubdoveak architecture. The absence of crisis
management, firewalls and other tools in the statégsmand documents of the government
and, ultimately, the Treaty might explain that fact

Although this is the end of this thesis, this & the end of the research concerning
this topic. In particular, | left out the dynamiasthe negotiations. This could be another part
of the story. But why did it happen? We could ospeculate. As far as | could judge, it
seems that the Dutch politicians were very eageed¢oncile the French monetarists and the
German economists. That meant too much focus oesdike the time-path and convergence
criteria during the negotiations. And perhaps, meehnical details like alternative adjust-
ment mechanisms were ignored or neglected. Anyway,Dutch were very eager to find
compromise in Maastricht. Or was it the speed efflocess? After the presentation of the
Delors Report and due to the fall of the Berlin Weile process of transforming the internal
market — not yet completed at that time — intoEeenomic and Monetary Union was at full
speed; maybe too fast. And what about the perdaotaitions of political leaders? Did they
want to succeed at all costs?

However, we could speculate for ages about theesaaf the incomplete and instable
architecture of the EMU. Once the archives will mpand all the stakeholders like Kok, Lub-

bers and Maas and other diplomats are willing lio &hout the (technical) negotiations we
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might eventually reconstruct why the design faduoeuld occur in the original architecture
of the EMU. So, to be continued...
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