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A MAN AND HIS VISION

FOREWORD

Pierre Werner, in his capacity as Prime Minister, and as occupant of other ministerial
posts, was able to place his negotiating skills and the fruit of his lifelong reflections on
monetary problems at the service both of his country and of Europe. He was convinced
that the progress of Monetary Union was linked to the strengthening of economic,
social and political solidarity. The report of the group which he chaired, which was
handed to the Heads of State and of Government of the Member States of the
FEuropean Community in 1970, contained the central elements of what was to become-

30 years later - the framework of European Fconomic and Monetary Union.

Prerre Werner’s role of visionary was accompanied by his roles as man of action and
statesman — intensely committed to the causes for which he fought. Those roles reflected
his personality — a personality forged by an idealisim, which was confronted by the

many difficulties of the last century.

As a member of its Council, Pierre Werner contributed actively to the creation and to
the launching of the operations of the Central Bank of Luxembourg in the framework
of the Liuropean System of Central Banks. His faithful participation in the Bank’s
activities and his firm, precise and commatted remarks at meetings of the Council

remain (’,‘Ilgf‘(lV(’,‘(l n our mermory.

1t was an honour and a privilege for the Bank to benefit, from its very inception, from
the involvement of a personality who had acted so decisively in the promotion of

Luropean monetary integration.

The Central Bank of Luxembourg will always be grateful to Pierre Werner.

[t is with those few words but with the deepest emotion that I introduce Michael
Palmer’s tribute to Pierre Werner.

Yves Mersch
Governor
Central Bank of Luxembourg
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“During my university studies, in the middle of the 1930s, | developed a passion
for monetary theory and followed the courses given by outstanding experts such as
Charles Rist, Jacques Rueff and others. No thought of becoming rich tainted this
fixation. | came to learn how the monetary behaviour of states affected the
economic and social aspects of life in general and more particularly the distribution
of wealth between nations and individuals. | meant to penetrate the secret work-
ings of this machinery. | was not discouraged by the abstract nature of monetary
theories. My efforts could have seemed useless with little likelihood of practical
conseqguences in view of the tightly corseted monetary system of the Grand-Duchy.

Nonetheless when | became a part-time official at the Ministry of Finance in
the autumn of 1944, the problems | had to deal with fascinated me in the context
of the knowledge | had acquired. | have continued to deal with these problems

throughout my administrative and political career.”

Pierre Werner'

" Paul Margue and Marie-Paule Jungblut, Le Luxembourg et sa monnaie, L'Institut Monétaire Luxembourgeois, 1990.
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If there is a single person who
deserves credit for the creation of
Economic and Monetary Union and of
the euro, that person is Pierre Werner.
Others, including Richard Coudenhove-
Kalergi and Jean Monnet, had a similar
vision, but Pierre Werner was the one
statesman with governmental responsi-
bilities who took this vision and had the
mandate and the authority to place it
before the governments, institutions and
peoples of Europe, to make it acceptable
and to put it on the road to what was to
become - thanks to the work of Jacques
Delors and others — reality. The achieve-
ment of EMU was due to many heads
and many hands but the underlying
vision, as expressed in his report of
October 1970 addressed to the Presidents
of the Council and the Commission of
the European Communities, was that of
Pierre Werner, the architect of the euro.

Pierre  Werner was born on
29 December 1913 at Saint-André, near
Lille in France, of Luxembourgish parents.
He went to school in Luxembourg and
later studied law at the University of Paris.
In 1938 he obtained his law doctorate
and began his career as a lawyer. After a
short while he was recruited by the
Banque Générale for which he worked
during the war years. In 1939 he married
Henriette Pescatore by whom he had
three sons and two daughters. She died
in 1984. At the end of the war M. Werner
was appointed to a part-time position in
the Ministry of Finance and in 1945 —
having gained the confidence of Pierre
Dupong, then Minister of Finance, and

having drafted a report for the Govern-
ment on the problems of banking surveil-
lance — he was named to the newly
created post of Commissioner for Banking
Surveillance. From 1949 he combined
that task with that of Adviser to the
Government. In these two positions he
was concerned with the organisation of
Banking Surveillance, the credit market
and international financial cooperation —
specially with respect to the International
Monetary Fund (IMF), the World Bank
and Benelux.

On 29 December 1953, six days after
the death of Pierre Dupong, Pierre
Werner was appointed Minister of
Finance. Between 1954 and 1974 he held
numerous ministerial appointments, in-
cluding those of Prime Minister, Foreign
Minister and Finance Minister. M. Werner
was Prime Minister again from 1979
to 1984.

Pierre Werner’s determination to see
an Economic and Monetary Union put
in place alongside the European
Communities as a step towards not only
monetary integration but also towards
ever closer union in the economic and
political spheres came from his realisation
that nothing else could provide Europe
with the economic stability that it needed
but which it lacked. Recent history had
taught him that the beggar-my-neigh-
bour devaluations of the 1930s led to
inflation, unemployment and social and
political chaos. He understood fully what
the changes in monetary systems that
Luxembourg had known in 1921, 1940



and 1945 had meant for Luxembourg’s
economy. M. Werner had seen and
approved the strengthening of the world
monetary order in the form of the
Bretton Woods agreements, based on
gold and the dollar, which led to the
creation of the IMF and the World Bank,
and he admired also the resolute
American leadership, in the form of the
Marshall Plan initiative, which enabled
Europe to achieve post-war economic
recovery, with the European Payments
Union in particular contributing to
monetary stability. Finally, he welcomed
the new ideas of those such as Robert
Triffin or the members of Jean Monnet's
Action Committee for a United States of
Europe concerning European monetary
solidarity.

It was on 21 November 1960 that
Pierre  Werner gave a lecture in
Strasbourg, to the Bas-Rhin Chamber of
Commerce and Industry, in which he
opened his personal campaign for
European monetary integration. Public
attention was attracted, in particular, by
his idea of using a European unit of
account — to be known as “Euror” —in
public and private business alike.

In October 1962 the Commission
submitted its memorandum on an action
programme for the second stage of the
Common Market including a chapter on
monetary relations. In meetings of the
Finance Ministers it was M. Werner alone
who supported the Commission’s pro-
posal that, after the transitional period, it
would be necessary to move to a system
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of exchange rates with only small mar-
gins of fluctuation, since any major
changes could endanger the efficient
operation of the Common Market itself.

One month later Pierre Werner pro-
posed, in a lecture given at the Cercle
Royal Gaulois, in Brussels, the creation
of a Community Monetary Institute
which would direct and implement a
common monetary policy. This idea was
well received by the public but for offi-
cial circles he was a man preaching in
the desert, and the most eminent mone-
tary experts turned a deaf ear to his pro-
posals. For his part, Pierre Werner
remained struck by the imbalance
between the ambition of the Rome
Treaty to achieve free movement of per-
sons and goods and its insufficient
emphasis on monetary harmonisation —
an imbalance that created unequal eco-
nomic opportunities.

M. Werner returned to the attack on
24 January 1968 when, in the crisis-
ridden atmosphere engendered by the
devaluation of the pound sterling, and
other monetary disorders, he addressed
a "Euro- forum” organised by the CDU
at Saarbrticken. In his speech, which
received wide publicity, he set out a
monetary action programme which
included the definition of the unit of
account, the organisation of balance of
payments support and the development
of monetary cooperation. Shortly after-
wards he developed these ideas further
at a meeting of the Finance Ministers at
Rotterdam.
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At the end of 1968 the European
situation deteriorated, with France and
Germany failing to reach agreement on
parities, the French refusing to devalue
and the Germans to revalue. The Com-
mission reacted by publishing the “Barre
Plan”? on 12 February 1969. This text
nudged Community thinking into a new
direction, most specifically by proposing
the creation of a mechanism which could
provide short-term monetary support
and medium-term balance of payments
support.

Pierre Werner approved the general
thrust of the Commission’s me-
morandum, but he did set out some
detailed comments and criticisms in the
monthly newsletter of the Dutch branch
of the European Movement. He stressed,
in particular, that credit lines should not
be provided automatically to a govern-
ment in need of aid from its partners
since that could provide too easy a solu-
tion, thus discouraging the country con-
cerned from taking effective corrective
measures. He also expressed his prefer-
ence for a Community mechanism that
would limit the margins of fluctuation in
exchange rates rather than resorting to a
system of free floating. But no new mon-
etary mechanisms were in place within
the Community when the French franc
was devalued by 11.1% on 8 August
1969 and when the German mark was
revalued by 9.3% on 24 October 1969.

In this disturbed and disturbing state
of affairs the goal of EMU was first set
out at a meeting of the Heads of State or

of Government at The Hague on 2 and 3
December 1969 with 1980 being set as
the target date for its achievement.
A number of governments then made
their own detailed proposals concerning
the creation of an Economic and Mon-
etary Union, among them the Belgian,
German and Luxembourg Governments,
in January and February 1970. The
Commission presented its own plan on
4 March. The governmental plans were
discussed at a meeting of the Ministers
of Finance held in Paris on 24 February.
The author of the Luxembourg plan was
M. Werner and in it he developed the
ideas he had expounded in his
Saarbricken speech of January 1968. He
recommended a step-by-step approach
to EMU, with seven stages to be com-
pleted over a seven-to-ten-year period,
leaving the sequence of the stages to be
determined according to the circum-
stances.

Underlying these plans there were
two distinct approaches. One, the thesis
of the "Economists”, advocated by
the German Government, was that
monetary union could be achieved
only after convergence in economic and
budgetary policies. The German Govern-
ment also argued that majority voting
should apply in meetings of the Finance
Ministers concerning monetary matters,
but such a transfer of national sovereign-
ty to a European body was unacceptable
to the French Government. The other
thesis, that of the “Monetarists”, backed
by the French Government, was that
there had to be a rapid freezing of

2Memorandum on the coordination of economic policies and monetary coordination in the Community. Raymond Barre, after
whom the plan was named, was then Vice-President of the Commission.



exchange rates. Once that had been
achieved convergence of member states’
economies would ensue.

It was perhaps the existence of such
differences that led the member states to
decide, at The Hague Summit of 3 and
4 December 1969, to set up a Working
Party under the chairmanship of Pierre
Werner, then Prime Minister of Luxem-
bourg, which was instructed to submit a
global report covering all aspects of the
measures that were required to achieve
full Economic and Monetary Union after
a series of intermediate stages®. The
Working Party started its labours on 20
March 1970.

< . i 3 2
Pierre Werner, Yves Mersch and Jean-Claude Juncker
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After five meetings, marked by fierce
confrontations between “Economists” and
“Monetarists”, the Working Party com-
pleted an interim report which was sent
to the Ministers of Finance and the
Presidents of the Council and the
Commission on 22 May. On 9 June the
Council gave the green light to the
Working Party to conclude its work on
the basis of the interim report.

After ten more meetings the
Working Party finished its drafting during
the night of 7/8 October and on
15 October Pierre Werner sent its report
to the Ministers of Finance in the first
instance. These final meetings of the
Working Party were devoted to in-depth
discussions of the more controversial pro-
posals made in the interim report.
M. Werner's aim was to reach compro-
mises on the points at issue and thus to
enable the Working Party to attain con-
sensus on the contents and recommen-
dations of the report as a whole. In this
aim he was successful. The Werner
Report achieved a delicate balance
between the competing preferences of
“Economists” and “Monetarists”. The
Report proposed a three-stage move to
full EMU in the period between 1971 and
1980. Whereas the first stage would
ensure that the economic infrastructure
was appropriate and could prepare the
ground for institutional progress, the
second stage would build on the eco-
nomic and institutional developments of
the first, leading in the third stage, to the
irrevocable fixing of exchange rates and
possibly the adoption of a single currency.

3 The report was to be drafted in view of both the decision
of the Heads of State or of Government at The Hague, of
December 1969, and of the mandate given to the
Working Party by the Council on 6 March 1970.
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A strong preference was expressed for
the adoption of a single currency as
opposed to the maintenance of national
currencies though a move to a single
currency was not considered to be
absolutely essential. A progressive nar-
rowing of currency fluctuation margins
was foreseen. During the first and sec-
ond stages the economic policies of the
member states would be increasingly
closely coordinated so as to promote
convergence. Institutionally, the creation
of a Community System of Central
Banks — to replace the Committee of
Central Bank Governors — was proposed
and, also in the second stage, that of a
European Monetary Cooperation Fund
to manage a proportion of the reserves
of member states and to intervene to
provide balance of payments support
required by weaker economies. An
“economic policy decision-making
centre” would be responsible for coordi-
nating macro-economic policy in coopera-
tion with the Community System of
Central Banks. The Werner Report sug-
gested that there should be a specially
important general coordinating role for
the Committee of Governors of Central
Banks, or its successor body, in the gen-
eral context of moves towards EMU.
Although the Report did not suggest the
creation of a European Central Bank as
such, its proposals to establish an “eco-
nomic policy decision-making centre”
and to give an increased role to the
Committee of Governors of Central
Banks were moves in the direction
of the establishment of such a body,
particularly in view of the proposal that

the “economic policy decision-making
centre” would be responsible for modi-
fying the exchange rates of the single
currency or those of the basket of
national currencies, thus foreshadow-
ing one of the roles of the European
Central Bank.

It should not be forgotten that the
Werner Report made a number of ambi-
tious comments and proposals that went
beyond the strict limits of EMU. Thus, in
general terms, the Report pointed out
that the transfer of responsibilities from
national to Community bodies and the
creation of new Community bodies rep-
resented “a profoundly significant polit-
ical process which would involve the
progressive development of political
cooperation. EMU thus appears as a
seedbed for the development of that
political union by which it must, in the
long-term, be accompanied.” More
specifically, it suggested that the prelim-
inary draft budgets of the member
states should be examined at a
Community level, by the Council, before
each individual government finalised its
draft budget. Further, it proposed that
national budgetary procedures should
be synchronised. These ideas were
meant to ensure that the budgetary poli-
cies of the member states were drawn
up in the light of the objectives of the
European Community. The Report also
made wideranging proposals concerning
capital markets, regional and structural
policy and, stargazing, pointed to the
possibility of some degree of fiscal
harmonisation.



From October 1970 the Werner
Report was the benchmark for all
discussion of EMU. But although most
member states were sympathetic to the
aims and proposals of the Report, the
French Government was not prepared
to accept more than cautious and
evolutionary institutional consolidation
since it could not agree to the overt trans-
fer of monetary sovereignty from the
national to the European level. As a result
of the differences of approach between
France and its partners the Ecofin Council
could only agree, in March 1971, on
achieving EMU “during the coming
decade” by stages — only the first of
which was defined in any detail.

The turbulent economic climate of
the early 1970s prevented much real
progress being made in implementing the
Werner Report. The unilateral revaluation
of the German mark took place in May
1971, the coming into being of the
Snake, planned for June, had to be post-
poned, and in August the dollar became
a floating currency and the whole Bretton
Woods system collapsed. There ensued
the world-wide recession triggered by the
first oil crisis of 1973-1974. Thus
although the Werner Report opened the
way, the achievement of EMU was
delayed for three decades during which
only piecemeal progress was made.
However, in 1979 the European
Monetary Systems (EMS) entered into
force. It had been proposed jointly by
Valéry Giscard d'Estaing, President of the
French Republic, and Helmut Schmidt,
the German Chancellor. The EMS was
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intended to create “a zone of monetary
stability in Europe”. The EMS had three
main features: an exchange-rate mecha-
nism open to all members of the System,
though not obligatory; credit facilities
between the NCBs of member states; and
its unit of account, called the ECU
(European Currency Unit). The EMS in-
corporated the monetary Snake, in which
five countries took part on a regular
basis. It was not until 1989 with the pub-
lication of the report by Jacques Delors,
President of the Commission, that the
next major step towards EMU was taken,
a step which was to lead to an
Intergovernmental Conference on EMU
and, eventually, to the signature of the
Maastricht Treaty in February 1992 which
in its turn gave form to the dream of
Monetary Union by detailing the second
and third stages of EMU — the first having
started in 1990.

Since progress towards EMU has
been based largely on the blueprints con-
tained in the Werner and Delors Reports,
it might be of interest to compare some
of their salient features. First, the Werner
Report enjoys the historical precedence of
having been, in 1970, the first fully
worked out official plan for achieving
EMU. Of the proposals made in the
Werner Report only a small number were
implemented, but these were significant.
The European Monetary Cooperation
Fund was set up (to be replaced by the
European Monetary Institute in 1994),
mechanisms for closer cooperation bet-
ween central banks were agreed, and a
new exchange rate arrangement, the
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Snake, came into being in 1972. In 1974
the Council took a decision on
the attainment of a high degree of
convergence and adopted a Directive on
stability, growth and full employment.

Nineteen years after the Werner
Report, the Delors report followed in
April 1989. From the point of view of its
timing it enjoyed the advantage over the
Werner Report of there being, in 1989, a
more general awareness of the need to
move to EMU. But if the French
Government had emasculated the Werner
Report, the British Government of
Margaret Thatcher attempted, in its turn,
to denature the Delors Report.

As concerns a single currency, the
Werner Report, while expressing its pref-
erence for a single currency left open the
option between that solution and that of
the irrevocable fixing of exchange rates.
The Werner Report did, nonetheless,
express its desire, “for psychological and
political” reasons to move to a “single
currency which would affirm the irrevoc-
ability of the enterprise”. The Delors
Report went one small but significant
step further in stating, rather more defi-
nitely, that “the replacement of national
currencies by a single currency should
take place as soon as possible after the
locking of parities.”

Regarding the creation of a
European Central Bank, the Werner
Report proposed reconstituting the
Committee of Central Bank Governors
as a "Community System of Central

Banks” with the task of coordinating
monetary and exchange-rate policy. The
Report suggested that this system could
be modelled on the American Federal
Reserve System. The authors of the
Report also proposed that macro-eco-
nomic policy should be coordinated by
an "“economic policy decision-making
centre” responsible to the European
Parliament. That was as close to an ECB
that M. Werner's Working Party got.
The Delors Report did not mention a
European Central Bank as such but it
did mention a “central institution” and
the idea was implicit — indeed 99%
implicit — in the following passage:
“Considering the political structure of
the Community and the advantages of
making existing central banks part of a
new system, the domestic and interna-
tional monetary policy-making of the
Community should be organised in a
federal form, in what might be called a
European System of Central Banks
(ESCB). This new System would have to
be given the full status of an
autonomous Community institution. It
would operate in accordance with the
provisions of the Treaty, and could
consist of a central institution (with its
own balance sheet) and the national
central banks. At the final stage the
ESCB - acting through its Council -
would be responsible for formulating
and implementing monetary policy as
well as managing the Community’s
exchange rate policy vis-a-vis third cur-
rencies. The national central banks
would be entrusted with the implemen-
tation of policies in conformity with



guidelines established by the Council of
the ESCB and in accordance with
instructions from the central institu-
tion.”

It is, of course, the words “central
institution” that are all important.
Paradoxically, however, there is no fur-
ther mention of the “central institution”
in the following paragraphs of the
Report which describe the mandate and
functions of the ESCB, its policy instru-
ments, its structure, organisation and
status.

The third aspect of the Werner and
Delors Reports which it seems interesting
to note is that both documents proposed
stage-by-stage or step-by-step approaches

Pierre Werner and Yves Mersch examining a Euro banknote.
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to the completion of EMU. In 1989
Jacques Delors was clearly better placed,
from the point of view of timing, than
had been Pierre Werner, two decades
earlier, to make specific detailed pro-
posals concerning the nature and
sequence of the steps to be taken in
each stage, though M. Werner's broad
approach of a stage-by-stage move to
EMU was echoed by Jacques Delors.

Much of the Delors Report drew on
the rich seam of arguments and pro-
posals made by Pierre Werner in 1970,
notably as concerned: a single currency,
a European System of Central Banks,
and a step-by-step path to the comple-
tion of European Monetary Union. The
Delors Report redefined both the goals
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of EMU and the practical measures
required to achieve it in the positive
political climate of 1989, but the semi-
nal creative thinking had already been
carried out in the Working Party chaired
by Pierre Werner. It is for this reason
that Pierre Werner is known as “the
architect of the euro”.

But the story is not finished. If, in
the years to come, the EU moves to the
coordination and synchronisation of the

4 The sources for this chapter are:

establishment of national preliminary
draft budgets, in the light of the Union’s
policy objectives, and if there are moves
towards some degree of fiscal harmoni-
sation, the origins of such moves will be
found to have existed already in the
pages of the Report completed by Pierre
Werner's team during the night of 7/8
October 1970.%

Author’s interviews with Pierre Werner, Luxembourg, 9 July and 1 October 1999;

Pierre Werner, Itinéraires luxembourgeois et européens, Tome |, Editions Saint-Paul, Luxembourg, 1992,

Rapport au Conseil et a la Commission concernant la réalisation par étapes de I'Union économique et monétaire dans la
Communauté (Werner Report), of 8 October 1970, published in the Journal Officiel des Communautés européennes, 13" year

no. C 136, 11 November 1970;

Report on economic and monetary union in the European Community (Delors Report), of the Committee for the Study of
Economic and Monetary Union, Commission of the European Communities, Brussels, April 1989;
Paul Margue and Marie-Paule Jungblut, Le Luxembourg et sa monnaie, L'Institut Monétaire Luxembourgeois, 1990.
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