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*+  DeputyDirector
0171-601 454]

Dear Sir/Madam
PRACTICAL ISSUES ARISING FROM THE SINGLE CURRENCY

The attached paper is the first in a broadly quarterly series we intend
to produce as part of the Bank’s efforts to ensure that the practical
issues arising for the UK from the single currency, whether it is inside
or outside the euro area, are fully understood and appropriately
addressed and co-ordinated. We aim to distribute the paper widely:
further copies may be obtained from the Bank’s Public Enquiries Group
(0171-601 4878/53982/4352).

This paper was originally prepared for the House of Commons Select
Committee on the Treasury, as background tc the Governor's appearance on
B May, and it was not therefore possible to give our interlocuters an
opportunity to react. We would however propose to do so in relation to
future editions and indeed would welcome contributions from outside
bodies., '

Whether the UK is in or out, we believe that the focus of preparations
now and in the immediate future should be on wholesale financial
activity. Issues relating to retail activity, which would only be
relevant if the UK were to become a participant, 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
is necessary or where issues of general application are raised.

We intend to continue our discussions, and to progress the issues
raised. We would be particularly grateful if any other issues of a
similar nature which have not yet been identified could be communicated
to us; and if other relevant representative associations with whom we
have not yet made contact could be drawn to our attention.

We plan to hold early meetings with representatives of associations to

discuss the attached paper.

Yours faithfully
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. IDENTIFYING THE NEED FOR, AND EXTENT OF, CO-ORDINATION IN PLANNING

FOR THE INTRODUCTION OF THE SINGLE CURRENCY

Introduction

1 Since the EMI concluded its work last autumn to define the way
in which the single currency should be introduced, a framework
subsequently endorsed at last December’s Madrid Summit, the Bank has
engaged in wide-ranging informal discussions with the trade bodies
and assoclations representing many areas across the UK economy
including, but going much broader than, the financial sector. We
have explained what would be involved during each of the different
stages identified for the transition to the single currency, on the
basis of a short paper now published in the February Quarterly
Bulletin (attached); and invited each set of interlocutors to
identify within their associations those areas where some form of
collective or co-ordinated activity could be required, including the
role for the authorities.

2 The banking industry is naturally at the centre of the
preparations for the euro, and the Bank therefore regards it as
essential to maintain a close relationship with the banking community
on the practical issues raised by the single currency. Accordingly,
with the Bank’s encouragement and with Bank representation, the BBA
established with APACS' last spring an EMU Steering Committee to help
formulate collective bank views on the practicalities of introducing
the euro and to keep abreast of relevant developments in official
thinking. Representation has recently been augmented to embrace
LIBA. In addition to attending regularly the EMU Steering Committee,
the Bank has initiated a series of meetings to exchange views with
the participating banking associations and with a range of individual
banks. A full list of those associations with whom we have conducted
discussions, including those outside the financial sector, is
attached in the Annex.

3 This work has helped to identify and clarify the areas where
analysis, planning and development appear essential, whether the UK
opts in or out, if the UK is to prepare adeguately for the
introduction of the euro. If Stage 3 begins without the UK's

There are a range of acronyms used in this note: they are explained in the Annex.



Participatiop, Lhe impact of the eurp might be €xpected to he largely
confined tq wholesale financial market activity. r1f the Uy
Participates, initially the eurg js similarly likely to be a largely
wholesale instrument, but it will thereafter bermeate the whole
economy, with Much of the impact gn the retajj Sector bProbably only

and a public information campaign, a1} of which would no doubt
require extensive Co-ordination. But we believe rhe focus of
bPreparations noy and in the immediate future Should be primarily on
wholesale activity, where the Bank wi]l}] aim to Provide the Necessary
degree of CO-ordinatiop.

4 The areas we have identifieq So far as Tequiring g Co-ordinateqd

agents, including financiaj institutions, to determine the Particular

Financjal sector

{i) Wholesale Payments ang Settlements

6 It is clear that, whether Or not the UK jis 8 participant, the
Present Sterling Teal time gross Settlement {RTGS) System wil] need
to be adapted tg Cope with euro—denominated bayments, 1f the UK

7 Many Payments wij) continue to pe within the UK, between UK
Customers, where the domestic Payments System is the Obvious medium
for effecting Settlement . But whether the UK is in or out, there
Will be gz number of Competing ways to make Cross-border bPayments to
countries participating in the eure area. As now there will pe the
Possibility of Correspondent banking relationships, the use of banks’
own foreign branches ar Subsidiarjes With direct access to local

i romer .



aymernt systems or remcte access directly to ovarseas systems; but
the Bank believes that it is important to provide in addition a
direct link from the UK (euro) RTGS system to the RTGS systems
elsewhere in Europe through the TARGET project (which will interlink
European RTGS systems). It has been agreed that Member States
outside the euro area will have access to TARGET, although the terms
and conditions of such access have yet to be determined. We will be
seeking to ensure in the forthcoming EMI discussions that the
principles of the single market are upheld. The particular mechanism
chosen by banks to effect individual cross-border payments will
depend on relative efficiency and cost considerations.

B The Bank has been in dialogue with CHAPS, whose Board
commissioned in December 1995 a study to review the high-level
business and technical options for CHAPS euro facilities and to
identify the associated critical paths for the planning and
implementation of these options. The study has been completed and
last month the CHAPS Board accepted its recommendations.

9 These involve a two-pronged strategy. To cater for the
situation where the UK is within the euro area, they have identified
that CHAPS message formats could be amended in a relatively
straightforward way so that both sterling and eurc denominztions
could be handled interchangeably (which would be necessary during the
3s-year transition period). There is sufficient time to plan and
undertake the necessary development so that it is ready for the
beginning of 1999.

10 On the other hand, if the UK is outside the euro area, the
domestic payments network would need to be able to handle euro as a
foreign currency. This could involve the additicn of a parallel
payments arrangement for euro, alongside that for sterling. The
CHAPS Board has agreed that this second strategy should be further
studied before any decision is taken, presumptively in the autumn.
Both of these options will require access to euro-denominated
settlement accounts, which will be provided by the Bank.

11 Aside from the need for payments system development, there are
separate, though potentially related, questions about the development
of facilities to settle euro-denominated securities. If the UK is
in, there could be a demand for settlement facilities to nhandle both
sterling and euro-denominated securities and their associated
payments during the transition period. The more uncertain issue is
to what extent settlement facilities for euro securities will be
required if the UK is out. The Bank’s wide-ranging discussions with
practitioners have revealed quite a wide range of views. Some argue
that such facilities would be an important element in sustaining the
City’s competitive position; but others argue that we already have
satisfactory ways of settling deals in European currencies, in
respective Continental centres, which do not inhibit London from
having a significant, and sometimes dominant, share of trading in
these instruments. Discussions about the options which the markets
would like to have available, and what the various securities
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Settlement SYStems could be Capable of delivering, are stil] ag 5
relatively eariy stage.

12 The main bodies involved in the bPayments area are the Bank anc
APACS, particularly the CHaPpsg Clearing Company, These bodies arg
also involveq with Securitjes Settlement issues, together with CREST
for e€quities, ang the London Clearing House for Various commodity an-
derivatives markets,

thinking of those responsible for the Payments System, and this worgk
is set to Proceed at 3 satisfactory bace. ye will continue gyr
i ith i i

i
markets shoulg have 4 Capacity to quote prices in and trade eurp-
denominated ins:rumen:s, whether o not the UK ig 4 participant jp
the euro area. Wwe have therefore invited 5 wide range of market
aSsociations and €Xchanges, Tesponsible for a broad Spectrum of
markets, financial and Commodity, cash and derivatives, to consider
the a@5sociated Practical Questions. In some areas further
encouragement, which the Bank wil1) continue tg Provide, jig Yequired,
But many markets ang exchanges are already actively considering what
might be involved.

15 Some issues will be relevant whether or DOt the UK js
participating, like the Capacity to bProvide price Or interest rate

16 If the Uk Opts in, it is Probable that many markets May switch

from Sterling to €Uro-based Quotation guite Quickly, or even

immediately, buz it jg important Lo consider any problems which might

a@rise in the event of co-existing Quotations jpn two denominations.

If the UK is OUL, markers and &xchanges Will need onhgoing facilitjes
] i 1 lng and eurg-

substituting euro-denominated qQuotations for those Securities apgd
financiajl instruments at present denominated in the participating
Currencies, at 4 pace ng doubt determined by the Speed of changeover



in the relevant overseas markets. Corresponding issues will arise in
both cash and derivatives markets.

17 In almost all of this work, market practitioners are, in our
view rightly, in the lead. Nevertheless our discussions have helped
to identify a number of practical issues and we will give what help
we can to market associations and exchanges to address them,
including making connections between those facing similar problems or
bringing together all the parties necessary to resolve particular
guestions.

18 Some exchanges are further forward in their planning than
others. LIFFE is a good example. They have had to consider how to
amend their 3-year interest rate futures contracts to reflect the
fact that from March 1996 onwards, all such contracts begin to mature
after the beginning of 1999, We discussed with LIFFE the issues
raised and the possible options available, and LIFFE engaged in
extensive market consultations with their membership. They
subsequently amended the terms of the contracts so that they will
convert unequivocally to euro-denomination if EMU starts on time with
the particular currency in question a participant. The contract
amendments apply equivalently to LIFFE’s interest rate futures
contracts denominated in sterling, DM and lira.

19 The LME will have to address similar issues in relation to its
contracts before this autumn. And in relation to off-exchange swap
contracts, we have had some discussion with ISDA, and are
participating as observers in two of their working parties (on market
practices and legal aspects). Inter alia they have raised a question
about the supervisory treatment of swap contracts between
participating currencies.

20 Those exchanges and exchange associations we have consulted are
the Stock Exchange (which is still considering its approach to EMU
within the context of its overall strategy review), LIFFE, the FCA
and the IME. The market associations with whom we have had
discussions are GEMMA, LDMA, LIBA, IPMA, ISDA, IMMTA, the FOA and the
FIA.

{iii) End-users of markets - insurance companies etc

21 End-users of markets of course have an interest in the
infrastructure developments described above. 1In addition, individual
sectors have problems specific to themselves. Our discussions have
begun to identify these, but in several areas thinking is at too
early a stage for concrete issues yet to have emerged.

22 Insurance companies and pension funds will be keenly
interested, from a fund management point of view, in how the
wholesale financial infrastructure adapts to the euro, but
acknowledge that those responsible for the payments system and the
relevant market authorities are in the forefront of planning. On the
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27 The background to the general issues of the introduction of the
euro under the law and continuity of contracts was set out in the
Madrid Summit Conclusions; and, as requested by the Summit, work is
in hand to draw up a draft Regulation by the end of this year. It
will ultimately be for the Commission to introduce such legislation.
EMI and national central bank lawyers are at present addressing the
underlying issues, with Commission lawyers participating as
observers.

28 There is one relevant legal technicality which is worth
mentioning: this is that the precise Article of the Maastricht
Treaty under which the Council Regulation for the euro is introduced
has some significance. Article 1091(4) is the most obvious route,
but this Article would not apply to the UK if it opted-out. This
could have implications not just for the UK but for all other
European countries in relation to contracts subject to English law.

28 With the Bank’s encouragement, the Financial Law Panel is
playing a leading role in relation to the continuity issue, and has
established a Single Currency Liaison Group, which includes
academics, bankers and practising lawyers from the major financial
centres of the European Union. This group has initiated a major
study of the impact of the single currency in the main financial and
trading jurisdictions outside the Eurcopean Uniorn. We understand that
the Commission has put out to tender a parallel project examining EU
and Member State law. Many other groups of lawyers are now becoming
involved in this and related areas. A Joint City Working Group on
EMU has also been established, chaired by ISDA, including lawyers
from BBA, LIBA, FLP, IPMA, the FOA, the LBMA and the Bank. These
groups will liaise with each other, as well as with the authorities.

30 Other groups involved in this area are the City of London Law
Society (in particular the Banking Law Sub-Committee, which itself
has a Single Currency Sub-Committee) and the Law Society’s Company
Law Standing Committee. The FLP will also be contacting certain
other legal groups to check if they are engaged in any EMU-related
activity or have any planned.

(ii) Accounting

31 Another overarching area relates to the possible implications
for accounting standards and methodology arising from the
introduction of the euro. Many of the issues will be relevant to the
UK only if it opts~in, and relate particularly to how the transition
to euro accounts would be made during the changeover period. None of
the issues so far identified is of fundamental principle. Specific
questions include whether there should be dual company accounts; how
the accounts of overseas branches of domestic companies should be
converted for UK accounts purposes:; how consolidation should be
effected in relation to overseas subsidiaries (where the position
under UK accounting standards is more straightforward than elsewhere
in Europe}; and the interaction of share capital redenomination with
capital-maintenance requirements, because of possible rounding
implications. If the UK were out, there could still be potential
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Other sectors

(i) Corporate sector

36 It is evident, from discussions with the CBI and BCC, that the
corporate sector is only just becoming alert to the potential
implications of EMU, whether the UK is in or out. Both organisations
are contemplating an educational programme, organising
workshops/seminars, in order to raise the level of awareness. The
Bank is willing to provide assistance where it can. 1In addition the
CBI is considering the establishment of a working group on EMU, and
we have discussed the possibility that they might produce in due
course a practical guide on how companies might need to respond to
the introduction of the euro. In addition we have offered to discuss
the practicalities of the euro with the TUC.

(i1} Retail sector

37 As already noted, there is more time to address issues at the
retail level because, even if the UK opts in, most of the issues
raised will materialise largely or only during the final transition
period. We have nevertheless had preliminary discussions with the
British Retail Consortium. They are concerned about the possible
implications of dual pricing which, coming on top of the new unit-
pricing Directive’s requirements, would lead to a proliferation of
pricing displays. They are also concerned that credit contracts
should not need renegotiation. The historical experience of
decimalisation may contain useful lessons in this area.

{iii) Regulators
38 Apart from legal issues relating to continuity of contracts,

the financial regulators have not raised any concerns (save the
comments on insurance/pension funds made above). Their own systems
are capable of accommodating a new reporting currency. Clearly it
will be necessary, if the UK is in, that sterling and the euro are
treated interchangeably from a regulatory perspective during the
transitional phase. We will take up with the banking and securities
supervisors those policy issues which are raised with us.

fiv) Public sector

39 If the UK opts in, it is clear that the timing of the
transition from sterling to euro for public sector receipts and,
particularly, the myriad of public sector payments, will have
considerable significance for the public. The EMI transition
scenario allows Member States at their discretion to accept receipts
denominated in euro from the start of Stage 3 but suggests that
public sector payments should change to euro on one day in the final
stage of the transition after euro cash becomes available. Further
elaboration in this area will be required. There would clearly be a
need for close co-ordination within the public sector of the vast

0D




range of activities involved, and between the pPublic sector and the
banking system.

40 Separately, ir jig also a feature of the changeover Scenario
that all new public debt issues - for an ‘in’ Member State - will be
denominated ip Lro; Dbut the precise timing of the redenomination
into euro of the stock of existing public debt is for Member Stareg:
discretion. Decisions would be required on this in due Course if
the UK does join the euro area. It is not relevant if the UK
exercises its Opt-out. The Bank will be liaising closely with

H M Treasury in these areas.

The way forward

42 We believe it important that the wholesale financial areas of
the economy are adequately brepared technically for the introduction
of the euro.

43 Given its position and wide—ranging contacts, the Bank believes
it would be welcomed if it continued these discussions angd continued
to act as a focal contact point. We bropose to do so. Any
individual institution wishing to raise Practical issues a8Ssociated
with the single currency should, in the first instance, approach its
OWn representative body. The Bank would be gratefyl if these bodies
could then draw any such issues to its attention: the focal point of
contact in the Bank is John Townend, a Deputy Director {0171~

601 4541,

44 The Bank Will henceforth Produce a regular, roughly quarterly,
report on progress in the areas where co-ordinated or collective
activity is required, identifying the issues ang who is doing what to
help resolve them. This is the first Such report. we will circulate
the report widely, including beyond the financial sector. We would
like to use this report as a basis for regular meetings of the range
of Tepresentative bodies with whom we have already made contact, and
any other appropriate bodies if they are identified to us.

45 In addition the Bank will aim to bParticipate in, and where
appropriate organise, regional workshops and round-table discussions
for the financial and business community, through the Bank’s Agents.

46 Within this general framework, the Bank sees its role as
essentially to:

- identify the areas where Co-ordinated or collective activity is
necessary;



seek to ensure that the necessary work is agreed and undertaken,
including by the Bank where appropriate;

act as a catalyst to stimulate private sector activity where
necessary;

- put in touch groups facing similar problems;

- communicate widely about issues and progress to satisfy the
thirst for information.

47 All this relates to communal activity. Once the necessary
infrastructure is in place, it will be for firms’ commercial decision
how best to take advantage of it, consistent with the ‘no compulsion,

no prohibition’ principle.

Bank of England

10 May 1996
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Wholesale pavments and settlements

Assaciation for Payment Clearing Services {APACS)
British Bankers’ Association (BBA)
Clearing House Automated Payment System (CHAPS)

Markets and exchanges

Federation of Commedities Associations {FCA}

Futures and Options Association [FOA)

Furures Industry Association (FIA)

Gilt-Edged Markets Makers’ Association (GEMMA,)
International Money Market Trading Association (IMMTA)
International Primary Markets Association {IPMA)
International Swaps and Derivatives Asscciation (ISDA)
Londen Bullion Market Association (LBMA)

London Clearing House (LCH)

London Discount Market Association (LDMA)

London Investment Banking Association (LIBA)

London Internationmal Financial Futures Exchange (LIFFE)
London Metal Exchange (IME)

London Stock Exchange {LSE)

End Users

Association of British Insurers (ABI)

Association of Corporate Treasurers [(ACT)

Association of Unit Trusts and Investment Funds {(AUTIT)
British Venture Capital Association {BVCA}

Building Societies Association (BSA)

Finance and Leasing Associatien (FLA)

Institute of Londen Underwriters (ILU)

Institutional Fund Managers’ Association (IFMA)
Lleyd’'s of Londen

London International Reinsurance Market Association (LIRMA)
National Association of Pension Funds [NAPF)

The Law
Financial Law Panel (FLP)

Joint City Working Group (JCWG)
City of London Law Society (CLLS)

Accounting

Institute of Chartered Accountants of England and Wales (ICAEW)
Accounting Standards Board (ASB)
International Accounting Standards Committee {IASC)

Retail and Corporate

British Chambers of Commerce (BCC)
Confederation of British Industry (CBI)
British Retail Consortium {BRC)

The Hundred Group

Regulators

Department of Trade and Industry (DTI)
Government Actuary’s Department (GAB)

Securities and Futures Authority ({(5FA)
Securities and Investments Board (SIB)




