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TUESDAY 10 FEBRUARY 2004 

________________ 

Present 

Cobbold, L 
Hannay of Chiswick, L 
Jones, L 
Jordan, L 
Marlesford, L 
Radice, L (Chairman) 
________________ 

Witnesses: Ruth Kelly, a Member of the House of Commons, Financial Secretary to the 

Treasury, Ms Sue Owen, Director of EMU Policy, Euro Preparations Unit and Debt and 

Reserves Management, and Mr Jonathan Athow, Head of Fiscal Policy Branch, in the Fiscal 

and Macroeconomic Policy Team, examined. 

Q1  Chairman: Welcome.  Financial Secretary, would you like to introduce your team? 

Ruth Kelly: If you will forgive me, Chairman, perhaps they will introduce themselves. 

Q2  Chairman: Yes, it is always wiser, in case one cannot remember what they are called! 

Ruth Kelly: Exactly. 

Mr Athow: My name is Jonathan Athow.  I am Head of the Fiscal Policy Branch in the Fiscal 

and Macroeconomic Policy Team in the Treasury. 

Ms Owen: I am Sue Owen.  I am in the same Directorate: Macroeconomic Policy and 

International Finance, and I am the Director for EMU Policy and Euro Preparations. 

 

Q3  Chairman: I think you have a few words to say to us at the beginning, to bring us up to 

date on where we are at the moment. 

Ruth Kelly: Yes, Chairman.  I would just like to say that the Stability and Growth Pact is 

clearly undergoing a process of evolution.  Indeed, there is an ECOFIN today at which I 
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believe these issues will be discussed.  I also believe that the Commission will shortly 

produce its plans as to the future direction of the Stability and Growth Pact, and in future 

ECOFINs over the next month or so there will be further discussions.  Mr Chairman, if there 

are significant movements, I will obviously keep the Committee informed and, if appropriate, 

I would come back.  Otherwise, I will certainly send you information as to what has been 

occurring so that you can take that into consideration in your deliberations. 

Q4  Chairman: Thank you very much indeed.  That is very helpful.  Perhaps you could just 

tell us how you view what has happened in recent months with the Stability and Growth Pact. 

Ruth Kelly: I think the major development was the ECOFIN of 25 November in which the 

Commission made a proposal under the excessive deficits procedure about France and 

Germany and the Council produced its own declaration (which effectively mimicked the 

Commission’s proposals for France and Germany) while reaffirming its commitment to the 

Stability and Growth Pact.  That is the most significant development.  I regard this as a further 

step in the evolution of the Stability and Growth Pact.  I was actually very encouraged by the 

direction of movement and the statement that ECOFIN members made – particularly the 

statement which the Council made that emphasised the objective of achieving budgetary 

positions close to balance or in surplus over the business cycle and that public finances should 

be sustainable in the long term, as well as the commitment to reinforcing budgetary discipline 

over the cycle and fostering structural reforms aimed at increasing growth potential.  They 

seem to me to be precisely the areas that we are emphasising in this debate: the commitment 

to looking at the deficit position over a cycle, looking at whether public finances are 

sustainable in the longer term, and also the role that structural reforms can play. 

Q5  Chairman: That is, in a sense, putting a very constructive gloss on what happened.  You 

can draw other conclusions, but here was the Stability and Growth Pact going up in flames 
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because the two largest members decided they did not want to operate it.  I do not know how 

you feel about that. 

Ruth Kelly: I would say to that: If you look at the market’s reaction to it, the market has 

hardly moved on the news of the Council declaration. I think that was partly, as I said, 

because the Council declaration almost entirely mimicked the Commission recommendation, 

and also, because, looking in the longer term, they did not see any relaxation of the fiscal 

position of euro zone countries so they thought the commitment to budget discipline and 

fiscal discipline was still there.  So the market certainly did not perceive this as a sort of 

relaxation of commitment to the Stability and Growth Pact.  I think they rather concurred with 

us, that this was a process of evolution and a step along that path. 

Lord Hannay of Chiswick: Could I share your more optimistic interpretation of the situation 

now, because, personally, I always thought that the Stability and Growth Pact was a train 

wreck waiting to happen from the day in which it was adopted in the form that it was adopted 

and with the rigidities that were built into it. 

Chairman: Indeed, we foresaw it ourselves. 

Q6  Lord Hannay of Chiswick: Yes. Therefore, one should neither have been surprised nor 

particularly cast down by what happened in November.  I would not be critical of the 

Commission either.  I do not think going to court was very sensible subsequently, but, up to 

and including the November meeting, I think they had no alternative but to play the thing by 

the rules which they had had imposed upon them by the Member States.  What worries me 

about what one hears now, however, is the apparent lack of urgency in getting on and shaping 

the sort of changes in the Pact which are necessary if it is to be both a useful coordinating 

machinery for the EU and at the same time able to escape from the cyclical problems that 

occurred in the last cycle.  It did seem to me – and I asked a question of Lord McIntosh to 

which he replied quite positively recently – that this moment when the economies are just 
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beginning to turn upwards – hopefully – is the time at which one should be making 

adjustments, so that you do not squander all the benefits that occur during the upswing and 

find when the next downswing comes that you are in exactly the same position as you were 

before, with a straitjacket which does not work and nobody respects and so on.  So I would be 

grateful if you could confirm the Government’s view that, indeed, we should be trying to 

shape things, and we should not be waiting around, say, for Mr Solbes to disappear on some 

trivial issue like that, which seems to me to be of no importance or significance at all.  The 

institutions have their own positions in these sorts of debates and they have to be allowed to 

take them, and it is quite wrong to blame Solbes for what happened: he did his duty.  Waiting 

for him to go and hopefully producing somebody else who will have to learn the job does not 

seem to me to be the best way to proceed now, particularly as the conjuncture is one in which 

it is very easy for the November event then to turn into a disaster or seem to be a complete 

dismantling of any form of coordination of budgetary policies. 

Ruth Kelly: I understand the gist of the point you are making but I would make a few points 

in response.  The first is that there does not seem to us, or to the markets, to be any evidence 

of a relaxation of fiscal discipline among the euro zone countries, either individually or as a 

whole.  I think it is very important to recognise that.  Secondly, I would not underestimate the 

changes that have been happening to the Stability and Growth Pact over the last 18 months, 

changes which on the whole have been moving it in a positive direction: first, and probably 

most importantly, the recognition of the importance of making a cyclical adjustment to the 

budgetary position.  In fact, if you had had that cyclical adjustment in place and the 

recognition of the importance of the cycle in place during the last upturn, you would have 

seen a much greater degree of fiscal tightening than in fact there was – in fact, I think there 

was a fiscal loosening, on the whole, across the euro zone during the last upswing.  So you 

would not be in this position had there been that recognition earlier.  Also, the Pact has 
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evolved so as to recognise the net debt position of countries and to make explicit 

pronouncements on that; the sustainability of public finances, which I have mentioned; and 

also has begun to look at the quality of public investment – which we take to mean as a 

reference to the difference between current and capital spending, which of course we have in 

our own approach. So actually the Stability and Growth Pact has been evolving quite quickly 

in the right direction.  Now, clearly, we have had a debate in this country.  When we 

published the five tests we also set out a set of academic studies that looked at how we might 

operate as a country under EU and put out or floated some ideas for consultation, so actually 

there has been a very active debate in this country as to how we could take that process 

further.  But I would not underestimate the nature of the changes that have been occurring at 

European ---- 

Q7  Lord Hannay of Chiswick: Thank you very much, that is very helpful, but would you 

not agree that the public and media perception of that is opaque, to put it mildly, and basically 

most of the comment one sees is heavily negative and implies that nothing has been going on 

at all and that everything is in a mess, shambles, et cetera?  Is there not a need to correct that?  

If there is, indeed, a good process, a benign process going on, is there not a need to situate 

that with some more supportive public statements to try to counter this very, very negative 

view? 

Ruth Kelly: I agree, but you might argue that this is the role of this sort of hearing, and, 

indeed, we do try to make positive references to what has been going on as often as we can. 

Ms Owen: Perhaps I could add something on the point you have made about the urgency of 

reform. The ECOFIN we have been talking about was on 25 November and that came just at a 

point in the cycle of the process where countries are submitting their fiscal programmes, their 

stability and convergence programmes.  We in the UK submitted ours just after the 

Preliminary Budget Report in December.  During the spring, in January and February, there is 
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a peer review process: the Commission take each country’s fiscal forecast and produce a 

technical assessment of it and a draft opinion and that then goes through the officials’ 

committees and then to ECOFIN.  Indeed, today, ECOFIN are considering seven countries, 

including ---- 

Q8  Chairman: Including ours. 

Ms Owen: Including the UK and including France, and there are four countries remaining, 

including Germany, to be done at the next ECOFIN.  I think the Commission have probably 

been reluctant to issue their proposals until after we are through this round.  I anticipate they 

will get through this round and then immediately issue their proposals for change.  I would 

say that in the process of doing this peer review this time, the tone has been quite different 

from that in previous years, with less in the way of a very mechanistic application of the rules 

and a greater willingness to use a set of indicators and to take each country’s position on its 

own merits – which is something that we have emphasised.  If you look at this peer review 

process, nobody is in any doubt about the UK Government’s position and the principles in 

which it believes.  Those attract a lot of sympathy and, in particular, the way that the Stability 

and Growth Pact had not until now sufficiently emphasised the position on debt, a lot of 

appreciation that the UK’s low debt position puts us in a different position, and, secondly, as 

the Financial Secretary said, a much greater willingness to look at the cyclically adjusted 

position out into the medium term.  Whilst it would have been desirable maybe to put some 

proposals out more quickly, I think that they wanted to wait until this round of programmes 

had been examined. 

Q9  Lord Marlesford: If I may go back to the 25 November meeting, because I want to get 

clear Britain’s locus in the Stability and Growth Pact.  We are technically members of it.  

That, certainly, I know.  There were two proposals from the Commission at that ECOFIN and 
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both were thrown out in favour of something else.  The first was the proposal under Article 

104(8), and I am not clear how we voted on that one.  Can you tell me? 

Ruth Kelly: On 104(8), step 8, we did have a vote, as I understand it – and please correct me, 

colleagues, if I have this wrong.  We did have a vote; we did not actually exercise our vote 

and the Presidency decided or the decision was that there was not a qualified majority in 

support of step 8 of the excessive ---- 

Q10  Lord Marlesford: So you abstained. 

Ruth Kelly: We abstained.  

Q11  Lord Marlesford: First of all, I would like to ask you why we abstained.  Secondly, on 

104(9) I understand we do not have a vote and I would like to know the origin of this.  Is it in 

the Treaty that we do not have a vote? 

Ruth Kelly: Under Treaty rules we do not have a vote on Commission recommendations, on 

step 9. 

Q12  Lord Marlesford: That is in the original Maastricht Treaty. 

Ruth Kelly: Yes. 

Q13  Chairman: Because we are not a member? 

Ruth Kelly: Because we are not a full member. 

Q14  Lord Marlesford: Because we are not a full member.  Why did we abstain on the first 

one? 

Ruth Kelly: On the first one we thought that the right action was being taken – that the 

Council declaration was going to be a move in the right direction, that the Stability and 
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Growth Pact was evolving in the right direction – and it was a statement of support for that 

policy. 

Q15  Lord Marlesford: The fact that we did not vote. 

Ruth Kelly: Yes. 

Q16  Lord Marlesford: Rather than that we voted against the Commission. We did not vote 

against the Commission proposal. 

Ruth Kelly: We did not support step 8, excessive deficit procedure. 

Q17  Lord Marlesford: I am a little worried as to what our influence on all this is.  I find it 

curious, anyway, that if we are part of the thing the rules should have prevented us from 

voting on 104(9) of the proposals, and, secondly – and we will come to it no doubt in more 

detail – part of the British Government’s proposals for change presumably are those included 

in the speech of 23 January by Mr Balls, who is your advisor on these matters, and they 

presumably represent HMG policy.  I am a little worried: Are we really plugged in 

sufficiently to be able to influence these things if we (i) abstain when we do not have to and 

(ii) are prevented from voting in certain key areas? 

Ruth Kelly: First of all, the presidency asked for a show of hands to establish whether there 

was a blocking minority.  We were not actually asked, as it were, to raise our hands against.  

It did not get as far as that.  They established that they did not have a qualified majority with 

the first show of hands – just to be technical about this – so the abstention was by default, as it 

were.  The vote was not taken further than that.  Of course we exercise our powers of 

negotiation and persuasion at all stages.  Indeed, as I have already said, I think the evolution 

of the Stability and Growth Pact to a large extent reflects the UK’s own view of the direction 

in which it should be moving. 
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Ms Owen: May I just say on 104(8) and (9) that the reason we do not have a vote on 104(9) is 

that we could not ourselves be subject to fines and sanctions.  We have to endeavour to avoid 

an excessive deficit; we are not as legally obliged as the “in” countries to do so.  That is why 

we do not have a vote on 104(9), that nobody could be voting on us. 

Q18  Chairman: But there is nothing to stop us at ECOFIN putting forward our own plan for 

reform of changes in the Stability and Growth Pact because we are there at ECOFIN. 

Ruth Kelly: That is absolutely right. 

Q19  Chairman: We could put forward our proposals. 

Ruth Kelly: We can and do. 

Chairman: And they would be looked at on their merits.  They will not say, “You are not an 

EU.” 

Q20  Lord Cobbold: It seems so obvious that with what went wrong with features of the 

Stability and Growth Pact the fact remains that it is not possible to reach a broad consensus.  

Are you saying that the major countries ought to be able to agree on what needs to be done?  

Okay, working out the detail is difficult, but the need for reform and how it should take place, 

is that not something ---- 

Ruth Kelly: I think there is a pretty broad consensus emerging about the direction of 

evolution but it is actually very difficult, partly because of the way in which the Stability and 

Growth Pact emerged, and the pressures and constraints that Member States felt they were 

operating under at the time of its emergence meant that there was a desire, and, indeed, need 

probably, to have a fairly rigid set of rules in place at the beginning of the launch of the euro 

zone and so forth.  When you come out of that sort of background, an institutional structure, it 

is actually quite difficult to change things dramatically by consensus.   
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Q21  Lord Jones: Minister, you are persuasive.  It is evolutionary.  I heard my Lord 

Chairman saying “up in flames” and the distinguished Lord Hannay mention a “train wreck 

waiting to happen”.  Last year, I recollect in our documentation, very early on in the year, we 

were given a photocopy of an issue of The Economist magazine and an article pointing out 

what was going to happen.  My question is really with regard to how the Government works: 

At what point were your advisors telling you that in effect France were taking no effective 

action and Germany’s actions were proving inadequate?  What is it like to be leading a 

department which knows this is going to happen and yet you are saying there is a Pact. You 

are persuasive, I say that. 

Ruth Kelly: We think there are very strong grounds for moving the Stability and Growth Pact 

forward to, we say, a more prudent and more sensible interpretation which takes account of 

the cycle, the net debt position and the sustainability of public finances. 

Q22  Chairman: That is Treasury speak for flexible, is it not? 

Ruth Kelly: Flexible, yes, but with a clear set of commitment and principles and clear 

methods of reinforcement as well. It has to be credible and legitimate.  Of course we are 

aware of everything that has been going on; indeed, we have been involved in this debate for 

many years now, arguing these principles, and over the last 18 months I have argued there has 

been a fairly rapid evolution of the Stability and Growth Pact.  

Q23  Lord Jones: Eighteen months. 

Ruth Kelly: So I think we are fairly encouraged by the progress that we have seen. 

Chairman: Are there any other questions on the Stability and Growth Pact? 

Q24  Lord Marlesford: I do not think the Minister actually confirmed that the views of Mr 

Balls do reflect the views of HMG in this very interesting lecture. 
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Ruth Kelly: Clearly what Mr Balls was doing was making a well-argued case and a 

contribution to an ongoing debate.  He was not setting out a definitive view of what the 

Stability and Growth Pact should look like in the future, partly because our own ideas are not 

sufficiently developed to allow us to do that but also because there are probably very 

acceptable and persuasive alternatives out there that we would be open to debating as well.  

But we are making a contribution to the debate. 

Q25  Lord Jordan: There have been one or two pessimistic statements and you have said 

you have tried to promote the positive.  Is it not more or less impossible in this country, with 

the main media, tabloid or serious, being so anti-Europe that any good stories do not come 

out?  I would like you to comment on that.  On the Stability and Growth Pact itself: What is 

the most tangible evidence that it is contributing to growth?  Are the present rules likely to 

hold back the accession countries, which will need far more flexibility than is currently 

envisaged? 

Ruth Kelly: On the point about the press, just let me tell you that it is always a challenge to 

get arguments across no mater what context you are debating, but perhaps even more of a 

challenge on issues to do with Europe.  On the point of view as to how the Pact is operating 

and whether it is contributing to growth or not, I think the most important point to make is 

that we believe the Pact should continue to evolve in a way that allows it to take account of 

the economic cycle.  If it fully took account of the economic cycle, that would be a huge 

improvement – in fact, it is a huge improvement that it is beginning to do that.  If, as I said 

earlier, the cycle had been taken account of in the boom, in the period when the euro zone was 

growing above trend, we would have had a different fiscal position: there would have been 

more consolidation and in fact we saw fiscal loosening.  Indeed, as growth weakened, we 

would see the automatic stabilisers fully allowed to work to cushion the impact of growth 

falling below trend, which would, again, contribute to stable evolution of growth.  On 
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accession countries, I think the point here is that we clearly recognise the need for accession 

countries to be able to invest and they have to do so.  If they are to be allowed to do so, as it 

were, it must be from a position of having relatively low debt.  Our argument here is quite 

consistent: that if countries have low debt they should be allowed a greater degree of 

flexibility than those countries with high debt.  So it is trying to find a way that combines a 

commitment to fiscal discipline, credibility and a degree of flexibility to allow those accession 

countries to invest and to catch up.  We would support an approach to the Stability and 

Growth Pact which allowed the accession countries to do just that, while recognising that 

accession countries, on the whole, have much lower levels of debt than other countries in the 

euro zone.  In fact, I have the figures here.  The average level of debt in the ten accession 

countries is 39.3% of GDP compared to 62.3% in the EU 15, so it is significantly lower.  On 

the other hand, however, they have been running higher fiscal deficits, so they have a 

challenge to promote, as it were, the fact that they have a complete commitment to fiscal 

discipline.  They obviously need to continue to attract levels of foreign direct investment, for 

instance, and that hinges on having a sound macroeconomic framework and fiscal discipline, 

and yet to invest in public sector infrastructure.  But we would support any evolution of the 

Stability and Growth Pact which moved in the direction of allowing them to undertake that 

public investment. 

Ms Owen: There is, of course, some wide degree of variation across the accession countries.  

If you take the Czech Republic, for example, in their pre-accession programme they had debt 

of around 30% but their deficit is 8% of GDP.  They are very different, then, from another 

country like Lithuania, which is well under 3% and only has a debt of 26% of GDP. 

Q26  Chairman: Could I just sum up the Government’s position.  They want to see a 

Stability and Growth Pact which is changed in an evolutionary way on the basis of taking into 
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account (i) the state of the economic cycle in each country; (ii) borrowing for capital 

spending; and (iii) the difference between high and low debt countries.  Is that right? 

Ruth Kelly: I think the other thing I would say particularly is the long-term sustainability of  

the public finances – indeed, that has been recognised more and more by the Commission in  

its evaluation of different countries’ positions by looking at, for instance, the impact of ageing 

populations. 

Q27  Chairman: That is the debt issue, basically, is it not? 

Ruth Kelly: Well, yes, but it is not a simple look at the debt position. 

Q28  Lord Cobbold: It should not be totally restrictive; it should be a positive ----- 

Ruth Kelly: It is a forward-looking assessment. 

Q29  Lord Cobbold: It should encourage action in times of depression or ----- 

Ruth Kelly: Yes. 

Q30  Chairman: Thank you. That is very helpful.  Could we turn to the ECB.  Incidentally, 

any criticism we have of the Treasury did not refer to you coming in front of us: you gave us 

evidence very helpfully last time – and I am sure you are going to do so this time.  We want to 

be slightly clearer on one or two issues.  For example, as you know, we recommended that the 

ECB adopt a symmetrical inflation target because we thought that would make it more 

effective.  What is the Government’s position on that? 

Ruth Kelly: The Government’s view basically is that ECB has moved towards a position 

where its inflation target is being operated in a way which is pretty symmetrical. 

Q31  Chairman: Do you think that is a good thing? 
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Ruth Kelly: And we think that is a good thing.  In 1997 we clearly redefined the Bank of 

England’s inflation file specifically to be symmetrical.  We do think that that has helped the 

operation of UK monetary policy.  But I think the other point to make is that we have an open 

letter system in the UK which, as it were, asks the governor of the Bank of England to write 

an open letter to the chancellor if inflation undershoots or overshoots the target by a certain 

amount.  Now, that is not a target range for inflation, as it were; it is a way of making the 

process more transparent.  In fact, there may be extremely good reasons why inflation should 

overshoot or undershoot the target; for instance, because of the impact of a shock which the 

Bank of England was seeking to accommodate.  There may be a number of good reasons why 

it would want to undershoot or overshoot but the fact is we have the open letter system there 

to encourage a greater degree of transparency and so that people can make their own 

assessments and scrutinise the operation of the Bank of England’s policy. So we would not 

encourage, as it were, an upper or lower bound for the ECB necessarily. 

Q32  Chairman: You have mentioned transparency.  As you know, we recommended that 

the ECB should publish a record of its meetings, though without attribution.  Are you in 

favour of that? 

Ruth Kelly: We think the ECB is an extremely transparent organisation actually and it has 

become more and more transparent over time.  I think when I was last before the Committee I 

said that there was an academic study which rated it second to the Bank of England in terms 

of ----- 

Q33  Chairman: We quoted you in evidence, I think. 

Ruth Kelly: Thank you.  – in terms of the transparency of the Central Bank.  What is 

appropriate for one regime is not necessarily appropriate for a different regime.  I would make 

that qualification actually on every point I have made so far which refers to our own 
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arrangements.  The same principles apply.  Clearly the principle of transparency applies 

equally to the ECB as it does to the Bank of England, but an arrangement which suits the 

Bank of England publishing minutes of its meetings would not necessarily suit the European 

Central Bank because, for example, it has National Central Bank governors who represent 

particular regions and there could be a conflict of interest arising, and it could make actually 

the effective operation of the policy more difficult.  In all the arguments that we are putting 

forward, really, we are trying to expose the underlying principles and encourage the 

institutions to move in a certain direction rather than prescribing the way in which they should 

operate or move, so I would not necessarily say that publishing the minutes would be 

beneficial but I do think the European Central Bank should be striving ---- 

Q34  Chairman: As we said, “publish the record”.  I mean, we had better draw a distinction 

between minutes and record.   

Ruth Kelly: Record.  But I think they should be striving to look for ways to secure an even 

greater degree of transparency. 

Lord Cobbold: What should they do to accommodate the new accession countries?  This is 

going to make management of the bank much, much more difficult, particularly in  the 

decision making in the interest rate field, unless they go for the suggestion of a small 

monetary committee, such as ----- 

Q35  Chairman: As you know, we came out in favour of the MPC. 

Ruth Kelly: Yes.  Certainly, the arrangements seem to be coherent and certain reforms have 

already been made to the structure of the ECB.  I think Sue may wish to come in on this. 

Ms Owen: Yes, if I may say a couple of things here.  I think, being pragmatic, we are quite a 

long way from this becoming an actual problem because it would not be until any of the 

accession countries actually joined EMU that they would be subject to ECB decision making, 
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and the way that discussion is going at the moment we are certainly not looking at having a 

problem imminently at all.  The ECB’s own proposals for reform, if I recall rightly, did not 

require any changes until there were 21 members of the Council. The situation is that there is 

this enabling clause in the Treaty of Nice and that stands at the moment.  Proposals to extend 

the enabling clause were made in the context of the IGC. As you know, the IGC is in 

abeyance at the moment, and that clause was actually dropped from the presidency text 

because some Member States and the ECB were concerned about it.  I think it is entirely 

possible that if the IGC is revived that kind of proposal could come back on the table. 

Q36  Chairman: We voted for it. 

Ms Owen: You did, I think, yes. 

Q37  Chairman: No, you did, not us.  You.  HMG. 

Ms Owen: We supported its inclusion, yes. 

Q38  Chairman: You are basically saying that ideas have evolved. 

Ms Owen: It is not a priority at the moment, particularly given that the IGC is not in active 

discussion at the moment. 

Q39  Lord Cobbold: Is there a sympathy for the small monetary committee concept that we 

have been ----- 

Ruth Kelly: I do not think there is a broad consensus for that sort of position.  I think it is a 

perfectly reasonable proposition to make but pragmatically there is not a broad consensus out 

there and we are not going into these debates arguing that we should overhaul the structure of 

the ECB ----- 

Q40  Chairman: Given that we are not members of it. 
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Ruth Kelly: Given that we are not members of it and actually it is not going to be an issue for 

quite a considerable number of years anyway. 

Q41  Lord Hannay of Chiswick: If I may put a slightly contrary point of view to that 

because I think it is a slightly ostrich-type position, if I may say so.  The trouble the EU has 

got itself into over voting in the Council is largely because they gave the impression to the 

acceding countries that one pattern (ie, Nice) was going to be applied, and then, when 

everybody discovered how awful Nice was, they produced another pattern and then you have 

the Poles saying that they are having something arbitrarily removed from them.  Do you not 

think you are in exactly the same position over this?  If you leave the existing reform of the 

decision making in place for several years while the acceding countries prepare themselves 

for membership, and then wait until they actually apply and get to the 21 point and say, “Oh, 

we seem to have a slightly cock-eyed set of institutions here, we had better change them, and, 

by the way, that means you do not get the same voice as you would have had,” you are going 

to have the same problem again.  This is particularly so if the sort of ideas we have floated – 

and I do not know whether you would like to comment on that – are not really, I think I am 

right in saying, "accomodateable" within the existing provision.  So either you would have to 

have an empowering ability on the Member States acting unanimously to do it or you would 

have to change the Treaty and actually do it and have a monetary policy committee.  We 

proposed the first, not the second, as you know.  We proposed that the IGC should simply 

make it possible at some point in the future to have a monetary policy committee without 

going through the whole process of ratification.  If I may ask a second question: Do you not 

think that we, in our non-membership of the single currency, do seem to have imposed on 

ourselves the worst of every world because we say that it is our intention in principle to join – 

which I am not questioning or asking you to elaborate upon, since it does not seem to be a 

very timely moment to ask you to do that, but it does imply that the way the ECB is run really 
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matters to us because one day we are going to be in it and, therefore, it is a fundamental 

interest of ours that it should evolve in a way that works and not in a way that does not work – 

yet we now have ourselves in the position where we have a sort of self-denying ordnance 

applying to ourselves, in which we say that because we are not in it now we cannot really say 

anything about it.  It just seems to me that we get the worst of both worlds.  I am not trying to 

change the policy of the single currency around this table – that would be silly – I am just 

saying that I think we should be less hesitant in saying what we think about all this.  People 

can ignore us, of course.  We are not part of the decision-making process necessarily, but at 

least we should express views.  I do not believe that this would cause shock and horror 

amongst the members of the euro zone, as long as it was done in an unaggressive way; as long 

as it was done in a way which says, “We are going to be part of this one day ourselves, so we 

have a point of view.” 

Ruth Kelly: I, first of all, would challenge the assumption that we are hesitant about taking 

part in these debates – in fact, I think we play a very full role in these debates.  Indeed, at the 

time of the five test assessment, the studies that we put out were a major contribution to the 

debate, including the study on the policy frameworks, the ECB and the evolution of the 

Stability and Growth Pact.  I think these have really taken the debate a step forward.  Let me 

also say that the Governor of the Bank of England attends European Central Bank General 

Council meetings, even though we are not members of the euro zone, and clearly has an 

influential role and is seen with high regard.  I would challenge the assumption that we do not 

play a full and active role.  However, there is a tension between the views of some euro zone 

members and the accession state members as to what the constitution of the European Central 

Bank should be. These are not easy issues.  There is a concern among euro zone members that 

the ECB constitutional rules should be solid and secure.  It is a pretty fundamental 

constitutional change that you are talking about.  It is important on these sorts of issues that as 
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far as possible consensus is obtained.  At the moment, I think we just have to be realistic: 

there is not a broad consensus for a fundamental overhaul of the rules.  We believe that the 

system that we have in place is workable and we are pragmatic. 

Chairman: The system now is workable. 

Lord Hannay of Chiswick: The system that is being now decided. 

Q42  Chairman: But you are saying that the system that has been decided upon is workable. 

Ruth Kelly: Is workable. 

Q43  Chairman: Well, we will see. 

Ruth Kelly: But we have a pragmatic response to these issues.  To be honest about this, this is 

not our overriding priority in the negotiations.  In these sorts of negotiations there are always 

other priorities for governments as well. 

Q44  Lord Marlesford: Just going back to what Ms Owen said about the role of the 

accession countries of the ECB, who will not, of course, be in the euro: Are they not, as it 

were, closer to joining the euro than we are?  Are some of them – and this is perhaps 

ignorance on my part – not attempting to enter the ERM-type approach? 

Ms Owen: I think that has cooled off a little recently. 

Q45  Lord Marlesford: After May, is their currency every bit as detached from the euro as 

our currency is? – all those currencies of all those ten countries. 

Ms Owen: It will not be necessary for them to join ERM II, immediately, no. 

Q46  Lord Marlesford: Once they start getting close to joining the euro – because they have 

stated an intention which is rather firmer in terms of timescale then ours of joining – the 
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function of the ECB in relation to a currency which is in any way linked to the euro is of great 

relevance to the country that has that currency, is it not? 

Ruth Kelly: I think our view of their willingness and desire to join EMU immediately has 

changed.  Clearly there are differences among the different accession countries as to how 

quickly they see themselves as being part of EMU, but our assessment now is that actually 

that date is further on for most of those countries than we had anticipated maybe even a few 

months ago. 

Q47  Lord Jordan: Is that view based on the belief that they feel they would be more 

constrained in their ability? 

Ms Owen: To some extent, yes.  The IMF were on a conference last week in Prague with 

representatives from all the euro area countries and the accession countries.  Horst Köhler, the 

managing director of the IMF opened that conference and his speech was quite widely 

reported.  You might like to look at that and the proceedings of that conference, but it was 

addressing these very issues of real convergence with the euro area being desirable for EMU 

entry, and the extent to which membership of a currency arrangement like ERM2 would be 

helpful or not. 

Q48  Chairman: One other area we highlighted was the coordination between the ECB on 

the one hand and fiscal policy of the individual Member States on the other.  Lord McIntosh 

told the House in the debate that he introduced that “although mechanisms are in place for 

information sharing between the authorities, the evidence suggests that they may not currently 

be used to their full potential.”  What did he have in mind? 

Ruth Kelly: There certainly are mechanisms in place; for instance, the ECB does play a very 

active role in discussions of the Economic and Financial Committee of Member States and, 

indeed, the Euro Group itself, so it learns a lot about the fiscal authorities’ plans and is able to 
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gauge the credibility of the projections they are making and to take that into account when it 

is forming judgments about monetary policy across the euro zone.  Where I think there is 

room for more coordination is probably on the other side, and Member States’ and fiscal 

authorities’ ability and determination to understand how the ECB is operating.  While there is 

a facility for the Chairman of the Euro Group to attend ECB meetings, in fact that does not 

always happen, and when it does happen there is not a systematic way of reporting back to 

Member States the understanding gained and the information gleaned from those meetings.  If 

there is an area where that could be developed, that is the sort of area we would be looking at. 

Chairman: Thank you very much, indeed.  That has been extremely helpful.  Thank you. 

 


