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Dear Sir/Madam 

PRACTICAL ISSUES ARISING FROM THE SINGLE CURRENCY 

The attached paper i s the f i r s t i n a broadly quarterly series we intend 
to produce as part of the Bank's e f f o r t s to ensure that the p r a c t i c a l 
issues a r i s i n g f o r the UK from the single currency, whether i t i s inside 
or outside the euro area, are f u l l y understood and appropriately 
addressed and co-ordinated. We aim to d i s t r i b u t e the paper widely: 
f u r t h e r copies may be obtained from the Bank's Public Enquiries Grouo 
(0171-601 4878/5392/4352}. 

This paper was o r i g i n a l l y prepared for the House of Commons Select 
Committee on the Treasury, as background tc the Governor's appearance on 
8 May, and i t was not therefore possible to give our i n t e r l o c u t o r s an 
opportunity to react. We would however propose to do so i n r e l a t i o n to 
fu t u r e editions and indeed would welcome contributions from outside 
bodies. 

Whether the UK i s i n or out, we believe that the focus of preparations 
now and i n the immediate fu t u r e should be on wholesale f i n a n c i a l 
a c t i v i t y . Issues r e l a t i n g to r e t a i l a c t i v i t y , which would only be 
relevant i f the UK were to become a p a r t i c i p a n t , are less immediately 
pressing. 

The paper describes the discussions which we have had to date with 
representative associations, the kind of issues which are being 
addressed and the areas where either some kind of co-ordinated approach 
i s necessary or where issues of general application are raised. 

We intend to continue our discussions, and to progress the issues 
raised. We would be p a r t i c u l a r l y g r a t e f u l i f any other issues of a 
s i m i l a r nature which have not yet been i d e n t i f i e d could be communicated 
to us; and i f other relevant representative associations w i t h whom we 
have not yet made contact could be drawn to our a t t e n t i o n . 

We plan to hold early meetings with representatives of associations to 
discuss the attached paper. 

Yours f a i t h f u l l y 



IDENTIFYING THE NEED FOR, AND EXTENT OF, CO-ORDINATION IN PLANNING 
FOR THE INTRODUCTION OF THE SINGLE CURRENCY 

I n t r o d u c t i o n 

1 Since the EMI concluded i t s work l a s t autumn t o define the way 
i n which the sing'le currency should be introduced, a framework 
subsequently endorsed at l a s t December's Madrid Summit, the Bank has 
engaged i n wide-ranging i n f o r m a l discussions w i t h the trade bodies 
and ass o c i a t i o n s r e p r e s e n t i n g many areas across the UK economy 
i n c l u d i n g , but going much broader than, the f i n a n c i a l sector. We 
have explained what would be i n v o l v e d during each of the d i f f e r e n t 
stages i d e n t i f i e d f o r the t r a n s i t i o n t o the s i n g l e currency, on the 
basis o f a sho r t paper now published i n the February Q u a r t e r l y 
B u l l e t i n ( a t tached); and i n v i t e d each set of i n t e r l o c u t o r s t o 
i d e n t i f y w i t h i n t h e i r a s s o c i a t i o n s those areas where some form of 
c o l l e c t i v e or co-ordinated a c t i v i t y could be required, i n c l u d i n g the 
r o l e f o r the a u t h o r i t i e s . 

2 The banking i n d u s t r y i s n a t u r a l l y at the centre of the 
preparations f o r the euro, and the Bank t h e r e f o r e regards i t as 
e s s e n t i a l t o mai n t a i n a close r e l a t i o n s h i p w i t h the banking community 
on the p r a c t i c a l issues r a i s e d by the s i n g l e currency. Accordingly, 
w i t h the Bank's encouragement and w i t h Bank r e p r e s e n t a t i o n , the BBA 
es t a b l i s h e d w i t h APACS1 l a s t s p r i n g an EMU Steering Committee t o help 
formulate c o l l e c t i v e bank views on the p r a c t i c a l i t i e s of i n t r o d u c i n g 
the euro and t o keep abreast o f r e l e v a n t developments i n o f f i c i a l 
t h i n k i n g . Representation has r e c e n t l y been augmented t o embrace 
LIBA. I n a d d i t i o n t o a t t e n d i n g r e g u l a r l y the EMU Steering Committee, 
the Bank has i n i t i a t e d a s e r i e s o f meetings t o exchange views w i t h 
the p a r t i c i p a t i n g banking as s o c i a t i o n s and w i t h a range of i n d i v i d u a l 
banks. A f u l l l i s t of those associations w i t h whom we have conducted 
discussions, i n c l u d i n g those outside the f i n a n c i a l sector, i s 
attached i n the Annex. 

3 This work has helped t o i d e n t i f y and c l a r i f y the areas where 
an a l y s i s , planning and development appear e s s e n t i a l , whether the UK 
opts i n or out, i f the UK i s t o prepare adequately f o r the 
i n t r o d u c t i o n o f the euro. I f Stage 3 begins without the UK's 

^here are a range of acronyms used in this note: they are explained in the Annex. 
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jayment systems or remote access d i r e c t l y to overseas systems; but 
the Bank believes t h a t i t i s important to provide i n a d d i t i o n a 
d i r e c t l i n k from the UK (euro) RTGS system to the RTGS systems 
elsewhere i n Europe through the TARGET p r o j e c t (which w i l l i n t e r l i n k 
European RTGS systems). I t has been agreed t h a t Member States 
outside the euro area w i l l have access to TARGET, although the terms 
and c o n d i t i o n s of such access have yet to be determined. We w i l l be 
seeking t o ensure i n the forthcoming EMI discussions t h a t the 
p r i n c i p l e s of the s i n g l e market are upheld. The p a r t i c u l a r mechanism 
chosen by banks t o e f f e c t i n d i v i d u a l cross-border payments w i l l 
depend on r e l a t i v e e f f i c i e n c y and cost considerations. 

8 The Bank has been i n dialogue w i t h CHAPS, whose Board 
commissioned i n December 1995 a study to review the h i g h - l e v e l 
business and t e c h n i c a l options f o r CHAPS euro f a c i l i t i e s and to 
i d e n t i f y the associated c r i t i c a l paths f o r the planning and 
implementation of these o p t i o n s . The study has been completed and 
l a s t month the CHAPS Board accepted i t s recommendations. 

9 These i n v o l v e a iwo-pronged strategy. To cater f o r the 
s i t u a t i o n where the UK i s w i t h i n the euro area, they have i d e n t i f i e d 
t h a t CHAPS message formats could be amended i n a r e l a t i v e l y 
s t r a i g h t f o r w a r d way so t h a t both s t e r l i n g and euro denominations 
could be handled interchangeably (which would be necessary during the 
3^-year t r a n s i t i o n p e r i o d ) . There i s s u f f i c i e n t time t o plan and 
undertake the necessary development so t h a t i t i s ready f o r the 
beginning of 1999. 

10 On the other hand, i f the UK i s outside the euro area, the 
domestic payments network would need to be able to handle euro as a 
f o r e i g n currency. This could i n v o l v e the a d d i t i o n of a p a r a l l e l 
payments arrangement f o r euro, alongside t h a t f o r s t e r l i n g . The 
CHAPS Board has agreed t h a t t h i s second s t r a t e g y should be f u r t h e r 
s t u d i e d before any d e c i s i o n i s taken, presumptively i n the autumn. 
Both o f these options w i l l r e q u i r e access to euro-denominated 
settlement accounts, which w i l l be provided by the Bank. 

11 Aside from the need f o r payments system development, there are 
separate, though p o t e n t i a l l y r e l a t e d , questions about the development 
of f a c i l i t i e s t o s e t t l e euro-denominated s e c u r i t i e s . I f the UK i s 
i n , there could be a demand f o r settlement f a c i l i t i e s to handle both 
s t e r l i n g and euro-denominated s e c u r i t i e s and t h e i r associated 
payments d u r i n g the t r a n s i t i o n p e r i o d . The more unce r t a i n issue i s 
to what extent settlement f a c i l i t i e s f o r euro s e c u r i t i e s w i l l be 
re q u i r e d i f the UK i s out. The Bank's wide-ranging discussions w i t h 
p r a c t i t i o n e r s have revealed q u i t e a wide range of views. Some argue 
t h a t such f a c i l i t i e s would be an important element i n s u s t a i n i n g the 
C i t y ' s competitive p o s i t i o n ; but others argue t h a t we already have 
s a t i s f a c t o r y ways of s e t t l i n g deals i n European currencies, i n 
res p e c t i v e C o n t i n e n t a l centres, which do not i n h i b i t London from 
having a s i g n i f i c a n t , and sometimes dominant, share of t r a d i n g i n 
these instruments. Discussions about the options which the markets 
would l i k e t o have a v a i l a b l e , and what the various s e c u r i t i e s 
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i n the relevant overseas markets. Corresponding issues w i l l a r i s e i n 
both cash and d e r i v a t i v e s markets. 

17 I n almost a l l of t h i s work, market p r a c t i t i o n e r s are, i n our 
view r i g h t l y , i n the lead. Nevertheless our discussions have helped 
t o i d e n t i f y a number o f p r a c t i c a l issues and we w i l l give what help 
we can to market associations and exchanges t o address them, 
i n c l u d i n g making connections between those f a c i n g s i m i l a r problems or 
b r i n g i n g together a l l the p a r t i e s necessary to resolve p a r t i c u l a r 
questions. 

18 Some exchanges are f u r t h e r forward i n t h e i r planning than 
o t h e r s . LIFFE i s a good example. They have had to consider how to 
amend t h e i r 3-year i n t e r e s t r a t e f u t u r e s contracts to r e f l e c t the 
f a c t t h a t from March 1996 onwards, a l l such contracts begin to mature 
a f t e r the beginning of 1999. We discussed w i t h LIFFE the issues 
r a i s e d and the p o s s i b l e options a v a i l a b l e , and LIFFE engaged i n 
extensive market c o n s u l t a t i o n s w i t h t h e i r membership. They 
subsequently amended the terms of the contracts so t h a t they w i l l 
convert unequivocally t o euro-denomination i f EMU s t a r t s on time w i t h 
the p a r t i c u l a r currency i n question a p a r t i c i p a n t . The contract 
amendments apply e q u i v a l e n t l y t o LIFFE's i n t e r e s t r a t e f u t u r e s 
c o n t r a c t s denominated i n s t e r l i n g , DM and l i r a . 

19 The LME w i l l have t o address s i m i l a r issues i n r e l a t i o n to i t s 
c o n t r a c t s before t h i s autumn. And i n r e l a t i o n to off-exchange swap 
c o n t r a c t s , we have had some discussion w i t h ISDA, and are 
p a r t i c i p a t i n g as observers i n two of t h e i r working p a r t i e s (on market 
p r a c t i c e s and l e g a l aspects). I n t e r a l i a they have r a i s e d a question 
about the supervisory treatment of swap contracts between 
p a r t i c i p a t i n g currencies. 

20 Those exchanges and exchange associations we have consulted are 
the Stock Exchange (which i s s t i l l considering i t s approach to EMU 
w i t h i n the context of i t s o v e r a l l s t r a t e g y review), LIFFE, the FCA 
and the LME. The market associations w i t h whom we have had 
discussions are GEMMA, LDMA, LIBA, IPMA, ISDA, LMMTA, the FOA and the 
FIA. 

( i i i ) End-users of markets - insurance companies etc 

21 End-users of markets of course have an i n t e r e s t i n the 
i n f r a s t r u c t u r e developments described above. I n a d d i t i o n , i n d i v i d u a l 
sectors have problems s p e c i f i c t o themselves. Our discussions have 
begun t o i d e n t i f y these, but i n several areas t h i n k i n g i s at too 
e a r l y a stage f o r concrete issues yet t o have emerged. 

22 Insurance companies and pension funds w i l l be keenly 
i n t e r e s t e d , from a fund management p o i n t of view, i n how the 
wholesale f i n a n c i a l i n f r a s t r u c t u r e adapts t o the euro, but 
acknowledge t h a t those responsible f o r the payments system and the 
r e l e v a n t market a u t h o r i t i e s are i n the f o r e f r o n t of planning. On the 
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27 The background zo the general issues of the i n t r o d u c t i o n of the 
euro under the law and c o n t i n u i t y of contracts was set out i n the 
Madrid Summit Conclusions; and, as requested by the Summit, work i s 
i n hand t o draw up a d r a f t Regulation by the end of t h i s year. I t 
w i l l u l t i m a t e l y be f o r the Commission t o introduce such l e g i s l a t i o n . 
EMI and n a t i o n a l c e n t r a l bank lawyers are at present addressing the 
underlying issues, w i t h Commission lawyers p a r t i c i p a t i n g as 
observers. 

28 There i s one r e l e v a n t l e g a l t e c h n i c a l i t y which i s worth 
mentioning: t h i s i s t h a t the precise A r t i c l e of the Maastricht 
Treaty under which the Council Regulation f o r the euro i s introduced 
has some s i g n i f i c a n c e . A r t i c l e 1091(4) i s the most obvious route, 
but t h i s A r t i c l e would not apply t o the UK i f i t opted-out. This 
could have i m p l i c a t i o n s not j u s t f o r the UK but f o r a l l other 
European c o u n t r i e s i n r e l a t i o n t o contracts subject t o English law. 

29 With the Bank's encouragement, the F i n a n c i a l Law Panel i s 
p l a y i n g a leading r o l e i n r e l a t i o n t o the c o n t i n u i t y issue, and has 
esta b l i s h e d a Single Currency L i a i s o n Group, which includes 
academics, bankers and p r a c t i s i n g lawyers from the major f i n a n c i a l 
centres of the European Union. This group has i n i t i a t e d a major 
study o f the impact of the s i n g l e currency i n the main f i n a n c i a l and 
t r a d i n g j u r i s d i c t i o n s outside the European Union. We understand t h a t 
the Commission has put out t o tender a p a r a l l e l p r o j e c t examining EU 
and Member State law. Many other groups of lawyers are now becoming 
in v o l v e d i n t h i s and r e l a t e d areas. A J o i n t C i t y Working Group on 
EMU has also been established, chaired by ISDA, i n c l u d i n g lawyers 
from BBA, LIBA, FLP, IPMA, the FOA, the LBMA and the Bank. These 
groups w i l l l i a i s e w i t h each other, as w e l l as w i t h the a u t h o r i t i e s . 

30 Other groups involved i n t h i s area are the C i t y of London Law 
Society ( i n p a r t i c u l a r the Banking Law Sub-Committee, which i t s e l f 
has a Single Currency Sub-Committee) and the Law Society's Company 
Law Standing Committee. The FLP w i l l also be c o n t a c t i n g c e r t a i n 
other l e g a l groups t o check i f they are engaged i n any EMU-related 
a c t i v i t y or have any planned. 

( i i ) Accounting 

31 Another overarching area r e l a t e s t o the possi b l e i m p l i c a t i o n s 
f o r accounting standards and methodology a r i s i n g from the 
i n t r o d u c t i o n of the euro. Many of the issues w i l l be re l e v a n t t o the 
UK only i f i t o p t s - i n , and r e l a t e p a r t i c u l a r l y t o how the t r a n s i t i o n 
t o euro accounts would be made during the changeover p e r i o d . None of 
the issues so f a r i d e n t i f i e d i s of fundamental p r i n c i p l e . S p e c i f i c 
questions include whether there should be dual company accounts; how 
the accounts o f overseas branches of domestic companies should be 
converted f o r UK accounts purposes; how c o n s o l i d a t i o n should be 
e f f e c t e d i n r e l a t i o n t o overseas s u b s i d i a r i e s (where the p o s i t i o n 
under UK accounting standards i s more s t r a i g h t f o r w a r d than elsewhere 
i n Europe); and the i n t e r a c t i o n of share c a p i t a l redenomination w i t h 
capital-maintenance requirements, because of po s s i b l e rounding 
i m p l i c a t i o n s . I f the UK were out, there could s t i l l be p o t e n t i a l 
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Other sectors 

( i ) Corporate sector 

36 I t i s evident, from discussions w i t h the CBI and BCC, t h a t the 
corporate sector i s only j u s t becoming a l e r t t o the p o t e n t i a l 
i m p l i c a t i o n s of EMU, whether the UK i s i n or out. Both org a n i s a t i o n s 
are contemplating an educational programme, or g a n i s i n g 
workshops/seminars, i n order t o r a i s e the l e v e l of awareness. The 
Bank i s w i l l i n g t o provide assistance where i t can. I n a d d i t i o n the 
CBI i s considering the establishment o f a working group on EMU, and 
we have discussed the p o s s i b i l i t y t h a t they might produce i n due 
course a p r a c t i c a l guide on how companies might need t o respond t o 
the i n t r o d u c t i o n of the euro. I n a d d i t i o n we have o f f e r e d t o discuss 
the p r a c t i c a l i t i e s of the euro w i t h the TUC. 

( i i ) R e t a i l sector 

37 As already noted, there i s more time t o address issues at the 
r e t a i l l e v e l because, even i f the UK opts i n , most of the issues 
r a i s e d w i l l m a t e r i a l i s e l a r g e l y or only d u r i n g the f i n a l t r a n s i t i o n 
p e r i o d . We have nevertheless had p r e l i m i n a r y discussions w i t h the 
B r i t i s h R e t a i l Consortium. They are concerned about.the po s s i b l e 
i m p l i c a t i o n s of dual p r i c i n g which, coming on top of the new u n i t -
p r i c i n g D i r e c t i v e ' s requirements, would lead t o a p r o l i f e r a t i o n of 
p r i c i n g d i s p l a y s . They are also concerned t h a t c r e d i t c o n t r a c t s 
should not need r e n e g o t i a t i o n . The h i s t o r i c a l experience of 
de c i m a l i s a t i o n may co n t a i n u s e f u l lessons i n t h i s area. 

( i i i ) Regulators 

38 Apart from l e g a l issues r e l a t i n g t o c o n t i n u i t y of c o n t r a c t s , 
the f i n a n c i a l r e g u l a t o r s have not r a i s e d any concerns (save the 
comments on insurance/pension funds made above). Their own systems 
are capable of accommodating a new r e p o r t i n g currency. C l e a r l y i t 
w i l l be necessary, i f the UK i s i n , t h a t s t e r l i n g and the euro are 
t r e a t e d interchangeably from a r e g u l a t o r y perspective during the 
t r a n s i t i o n a l phase. We w i l l take up w i t h the banking and s e c u r i t i e s 
supervisors those p o l i c y issues which are r a i s e d w i t h us. 

£ i v ) Public sector 

39 I f the UK opts i n , i t i s c l e a r t h a t the t i m i n g o f the 
t r a n s i t i o n from s t e r l i n g t o euro f o r p u b l i c sector r e c e i p t s and, 
p a r t i c u l a r l y , the myriad o f p u b l i c sector payments, w i l l have 
considerable s i g n i f i c a n c e f o r the p u b l i c . The EMI t r a n s i t i o n 
scenario allows Member States at t h e i r d i s c r e t i o n t o accept r e c e i p t s 
denominated i n euro from the s t a r t of Stage 3 but suggests t h a t 
p u b l i c sector payments should change t o euro on one day i n the f i n a l 
stage o f the t r a n s i t i o n a f t e r euro cash becomes a v a i l a b l e . Further 
e l a b o r a t i o n i n t h i s area w i l l be r e q u i r e d . There would c l e a r l y be a 
need f o r close c o - o r d i n a t i o n w i t h i n the p u b l i c sector of the vast 
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seek t o ensure t h a t the necessary work i s agreed and undertaken, 
i n c l u d i n g by the Bank where appropriate; 

act as a c a t a l y s t t o s t i m u l a t e p r i v a t e sector a c t i v i t y where 
necessary; 

put i n touch groups f a c i n g s i m i l a r problems; 

communicate widely about issues and progress t o s a t i s f y the 
t h i r s t f o r i n f o r m a t i o n . 

47 A l l t h i s r e l a t e s t o communal a c t i v i t y . Once the necessary 
i n f r a s t r u c t u r e i s i n place, i t w i l l be f o r f i r m s ' commercial decision 
how best t o take advantage o f i t , c o n s i s t e n t w i t h the xno compulsion, 
no p r o h i b i t i o n ' p r i n c i p l e . 

Bank of England 

10 May 1996 



ANNEX 

Wholesale payments and s e t t l e m e n t s 

A s s o c i a t i o n f o r Payment C l e a r i n g S e r v i c e s (APACSJ 
B r i t i s h Bankers' A s s o c i a t i o n (BBA) 
C l e a r i n g House Automated Payment System (CHAPS) 

Markets and exchanges 

F e d e r a t i o n of Commodities A s s o c i a t i o n s (FCA} 
F u t u r e s and Options A s s o c i a t i o n (FOA) 
Fu t u r e s I n d u s t r y A s s o c i a t i o n (FIA) 
G i l t - E d g e d Markets Makers' A s s o c i a t i o n (GEMMA) 
I n t e r n a t i o n a l Money Market T r a d i n g A s s o c i a t i o n (IMMTA) 
I n t e r n a t i o n a l Primary Markets A s s o c i a t i o n (IPMA) 
I n t e r n a t i o n a l Swaps and D e r i v a t i v e s A s s o c i a t i o n (ISDA) 
London B u l l i o n Market A s s o c i a t i o n (LBMA) 

London C l e a r i n g House (LCH) 
London Discount Market A s s o c i a t i o n (LDMA) 
London Investment 3anking A s s o c i a t i o n (LIBA) 
London I n t e r n a t i o n a l F i n a n c i a l Futures Exchange (LIFFE) 
London Metal Exchange (LME) 
London Stock Exchange (LSE) 

End Users 

A s s o c i a t i o n of B r i t i s h I n s u r e r s (ABI) 
A s s o c i a t i o n of Corporate T r e a s u r e r s (ACT) 

A s s o c i a t i o n of Un i t T r u s t s and Investment Funds (AUTIr) 
B r i t i s h Venture C a p i t a l A s s o c i a t i o n (BVCA) 
B u i l d i n g S o c i e t i e s A s s o c i a t i o n (BSA) 
Fina n c e and Le a s i n g A s s o c i a t i o n (FLA) 
I n s t i t u t e of London Underwriters (ILU) 
I n s t i t u t i o n a l Fund Managers' A s s o c i a t i o n (IFMA) 
L l o y d ' s of London 

London I n t e r n a t i o n a l Reinsurance Market A s s o c i a t i o n (LIRMA} 
N a t i o n a l A s s o c i a t i o n of Pension Funds (NAPFJ 

The Law 

F i n a n c i a l Law Panel (FLP) 
J o i n t C i t y Working Group (JCWG) 
C i t y of London Law S o c i e t y (CLLS} 

Accounting 

I n s t i t u t e of Chartered Accountants of England and Wales (ICAEW) 
Accounting Standards Board (ASB) 

I n t e r n a t i o n a l Accounting Standards Committee (IASC) 

R e t a i l and Corporate 

B r i t i s h Chambers of Commerce (BCC) 
Con f e d e r a t i o n of B r i t i s h I n d u s t r y (CBI) 
B r i t i s h R e t a i l Consortium (BRC) 
The Hundred Group 

Re g u l a t o r s 

Department of Trade and I n d u s t r y (DTI} 
Government Actuary's Department (GAB) 
S e c u r i t i e s and Futures A u t h o r i t y (SFA) 
S e c u r i t i e s and Investments Board (SIB) 


