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By letter of 24 March 1998 the European Monetary Institute forwarded its Convergence Report and
by letter of 26 March 1998 the Commission forwarded to the European Parliament its document
entitled "EURO 1999 - 25 March 1998 - Report on progress towards convergence and its
recommendation with a view to the transition to the third stage of Economic and Monetary Union".

At the sitting of 3 April 1998 the President of Parliament announced that he had referred these
documents to the Committee on Economic and Monetary Affairs and Industrial Policy as the
committee responsible and to the Committee on Budgets and the Committee on Employment and
Social Affairs for their opinions.

The Committee on Economic and Monetary Affairs and Industrial Policy had appointed Mr Karl von
Wogau rapporteur at its meeting of 22 January 1997.

Tt considered the documents and the draft report at its meetings of 30 March, 31 March and 15 April
1998.

At the last meeting it adopted the motion for a resolution by 27 votes to 25, with 3 abstentions.
There was a roll-call vote, the result of which was as follows:

In-favour: (PPE) Argyrés, Carlsson, Christodoulou, Friedrich, Herman, Hoppenstedt, Ilaskivi,
Jarzembowski, Konrad, Langen, Lulling, Thomas Mann, Peijs, Riibig, Secchi, Thyssen, W.G. van
Velzen, von Wogau. (ELDR) Boogerd-Quaak, Cars, Cox, Gaséliba I Bohm, Watson.

(UPE) Arroni, Gallagher, Malerba. (ARE) Castagnéde. -

Against: (PSE) Billingham, Caudron, Donnelly, Elliott, Fayot, Garcia Arias, Glante, Harrison,
Hendrick, Imbeni, Katiforis, Kuckelkorn, Metten, Murphy, Paasilinna, Perez-Royo, Randzio-Plath,
Rapkay, Read, Skinner, Torres Couto, Torres Marques. (GUE) Svensson, Theonas. (I-EDN)
Blokland. .

Abstention: (PPE) Mather. (V) Hautala. (NI) Lukas.

The following were present for the vote: von Wogau, chairman and rapporteur; Katiforis and Secchi,
vice-chairmen; Anttila (for Kestelijn-Sierens), Argyrés (for Areitio Toledo), Arroni, Billingham,
Blokland (for de Rose), Boogerd-Quaak (for Larive), Burenstam Linder (for Garcia-Margallo Y
Marfil), Carlsson, Cars (for Riis-Jergensen), Castagnéde, Caudron, Christodoulou, Cox, Donnelly,
Ettl (for Berés), Fayot, Friedrich, Gallagher, Garcia Arias, Gasoliba I Bohm, Glante, Harrison,
Hautala, Hendrick, Herman, Hoppenstedt, Ilaskivi, Imbeni, Jarzembowski (for de Brémond d'Ars),
Konrad, Kuckelkomn, Langen, Lukas, Lulling, Malerba (for Garosci), Mather, Metten, Mezzaroma,
Murphy, Paasilinna, Peijs, Pérez Royo, Randzio-Plath, Rapkay, Read, Riibig, Skinner (for Miller),
Svensson, Theonas (for Ribeiro), Thyssen, Torres Couto (for Wibe), Torres Marques, W.G. van
Velzen (for Fourgans) and Watson. .

The opinion of the Committee on Employment and Social Affairs is attached. The Committee on
Budgets did not deliver an opinion.

The report was tabled on 17 April 1998.

The deadline for tabling amendments will be indicated in the draft agenda for the relevant part-
session.
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A
MOTION FOR A RESOLUTION

on the opinion of the European Parliament on the Convergence Report of the European Monetary
Institute (C4-0201/98) and the document from the Commission entitled "EURO 1999 - 25 March
1998 - Report on progress towards convergence and its recommendation with a view to the transition
to the third stage of Economic and Monetary Union" (COM(98)1999 - C4-0200/98)

The European Parliament,

having regard to the presentation of the timetable for the introduction of the single currency
and the groundwork for the third stage of monetary union by the Madrid European Council
on 15 and 16 December 1995,

having regard to the convergence report from the European Monetary Institute (C4-0201/98),

having regard to the document from the Commission entitled "EURO 1999 - 25 March 1998
- Report on progress towards convergence and its recommendation with a view to the
transition to the third stage of Economic and Monetary Union" (COM(98)1999 - C4-
0200/98),

having regard to the fact that, at the same time, the Commission submitted a recommendation
for the introduction of the single currency on 1 January 1999 in eleven Member States,

having regard to the fact that two member countries - Denmark and the United Kingdom -
have stated that they are availing themselves of their right not, for the time being, to join the
single currency,

having regard to the fact that Greece has made considerable headway with regard to
convergence in recent years, but does not yet meet the stability criteria of the Treaty of
Maastricht. The Greek Government has therefore stated that it will not be participating in
economic and monetary union until a later date,

having regard to the fact that Sweden does not presently meet all conditions for participation
in monetary union; in particular, there continue to be shortcomings concerning the central
bank. The Swedish Government has stated that it will not be participating in monetary union
on 1 January 1999 in spite of the fact that it did not negotiate an opt-out,

having regard to the report of the Committee on Economic and Monetary Affairs and
Industrial Policy and the opinion of the Committee on Employment and Social Affairs (A4-
0130/98),

Whereas:

Price stability

1.

According to the Treaty of Maastricht, only countries with an inflation rate not exceeding
2.7% may move to monetary union;
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2. According to the presented reports, the eleven Member States have inflation rates of less than
2%, which is generally termed price stability;

Long-term interest rates:

3. Long-term interest rates have considerably converged and are at an all-time low. The eleven
Member States are appreciably: below the reference value of 7.8%. This means that the
markets are satisfied as to the durability of the present stability trend;

Participation in the exchange rate mechanism-

4. None of the countries which has been participating in the exchange rate mechanism for at
least two years has devalued against other Member States' currencies during that period: The
same holds.true for the two:countries which will' have belonged-to the exchange rate
mechanism for two years by 1 January 1999;

Compliance with the monetary criteria

5. With regard to price stability, all eleven Member States have made great progress. This means
that, by 1 January 1999, they will meet these monetary criteria of the Treaty of Maastricht and
that the stability of the monetary value of the euro at its introduction is secure;

Government financial position:

6. According to the Treaty, a sustainable government financial position is required in order to
secure the long-term stability of the euro;

Budget deficit

7. According to the findings of the Commission and the European Monetary Institute, none of
the eleven Member States has a budget deficit exceeding 3%. Thus, it can be stated that there
has been a significant reduction in budget deficits in recent years and that th1s criterion of the
Treaty of Maastricht is met by the eleven Member States;

Overall debt

8. With regard to overall debt, only three candidate countries currently are below the reference
value of 60%; .

9, Accordingly, an assessment needs to be made as to whether all candidate countries are

moving sufficiently quickly towards the reference value of 60% or whether, as the case may
be, a positive decision is made possible by the overall assessment of the economic and
budgetary situation of the country concerned;

DOC_EN\RR\351\351711 -5- PE 226.348/fin.




10.

11.

12.

13.

14.

15.

16.

17.

The Commission has given an affirmative answer to this question in its proposal for a
decision. It has concluded that no excessive deficit exists in any of the candidate countries;

In the opinion, nevertheless, of the European Monetary Institute, the trend in overall debt in
two countries continues to give cause for concern. The European Parliament is therefore
pressing for concrete commitments by the governments concerned to deepen the process of

consolidation;

Moreover, the European Parliament insists on the strict observance of the Pact on Stability
and Growth by all participants in European Monetary Union;

However, note must be taken of the fact that both countries have a high level of savings and
a net external debt position which is in balance or is tending to make progress;

In order to achieve a more satisfactory financial balance, it would be appropriate to take
account, in an overall assessment, also of the indebtedness of firms and households;

Such a policy must not be applied solely as an accounting exercise, but, rather, must promote
the sustainability of public finances in the context of the Pact on Growth and Stability and
apply fiscal rigour by introducing all the reforms required to leave sufficient leeway for
development requirements, given that the objective is to reduce the ratio between debt (which
should tend to fall) and gross domestic product (which should increase);

With a view to the likely effects of demographic developments, such as the aging of the
population, it is very important that in particular Member States which finance their pensions
system through pay-as-you-go-schemes achieve a sufficient level of consolidation in the next
decade;

Taking account of trends in recent years, debt structure, ratios of savings to income and 1998
budgets, and on the basis of the medium-term convergence programmes submitted by the
Member States, the European Parliament's conclusion is positive overall;

Central bank independence

18.

19.

To ensure the independence of the European System of Central Banks, stipulated in the
Treaty of Maastricht, the national central banks of the Member States must be independent;
too.

Although the necessary legislative procedures have been set in train in all countries, this
process has not yet been concluded. Under the Treaty, these legislative procedures must have
been concluded by 1 July 1998 at the latest,

General economic indicators referred to in the Treaty

20.

With regard to integration of markets, it can be stated that significant progress has been
achieved. Nonetheless, a host of shortcomings remain. Twenty-one percent of the necessary
measures have not yet been implemented in all Member States. For this reason, the single
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22.

23.

internal market must be expanded, on the basis of an 'action plan', to form a genuine European
Home Market, which will be of particular benefit to small and medium-sized enterprises.

Last year, on average, the eleven countries ran surpluses on their balances of payments on
current account. Eight countries have a surplus, three a modest deficit; this area is therefore
unlikely to be a source of tension;

To date, a high proportion of external trade, as a percentage of goods-related gross domestic
product, has been affected by exchange rate fluctuations. There will be a marked fall in that
proportion as a result of the introduction of the single currency. This increases certainty in.
terms of planning and is of particular importance to small and medium-sized enterprises;

The current trend in prices and cost indices in addition to consumer prices, €.g. production
costs, wholesale prices and, in particular, unit labour costs, is positive too. These are further
signs of lasting price stability;

Employment-

24,

25.

26.

27.

28.

29.

30.

Employment, albeit not a formal criterion in the Treaty of Maastricht, is nonetheless the
greatest challenge facing Europe at present. It must therefore be taken into account for the
overall assessment of economic trends in the member countries;

The high level of unemployment in most of the eleven countries must be resolutely reduced,
since it may jeopardize the European Union's cohesion and the realization of the main
objectives of Economic and Monetary Union;

Monetary policy must be supported, in its task of ensuring price stability, through
commensurate budget measures, movements in pay and efficient product markets. Monetary
conditions, including exchange rates and long-term interest rates, will then have a beneficial
impact on economic growth, investment and employment;

In the context of employment policy, substantially improved occupational mobility and
adaptability is of particular importance. To reduce unemployment, investment-induced
growth must be buttressed by life-long skills training based on a strengthened education
system, structural employment measures and supportive tax/benefit systems;

To assist in improving occupational mobility, the European Parliament believes that
occupational pension schemes should be made flexible and portable especially by reducing the
period before an employee’s rights are “vested” to no more than 2 years;

European dialogue between economic and social partners in the framework of the Community
institutions and Community consultation procedures is essential in order better to define and
achieve the Community's economic, social and environmental objectives;

The European Parliament invites the Council to be consistent with the undertakings given at
the Luxembourg Extraordinary Summit and to promote actions and measures capable of
outlining a European policy on employment in the near future;

DOC_EN\RR\351\351711 -7- PE 226.348/fin.




31.

32.

33.

The European Parliament stresses the importance of a policy mix that fosters stability and
sustainable growth which implies, on the one hand, sound macroeconomic policies conducive
to sustained non-inflationary growth and employment, and, on the other hand, greater
coordination of economic and structural policies to maximize the growth and employment
potential of the EU;

Tt calls on the Member States to intensify coordination between economic policy and active
labour market policies and to speed up the implementation of initiatives agreed at the
Extraordinary European Council Summit on Employment in order to create favourable
framework conditions for the strengthening of internal demand and investment;

The European Parliament underlines the importance of a level playing field in the allocation
of resources and asks for the reduction of non-wage labour costs, which could be
compensated by other fiscal reforms without curbing social benefits, targeted at the lower end
of the wage scale; stresses also the critical importance of active labour market measures
combining vocational training, retraining, or education, with a work experience or an
apprenticeship, which could be financed partly through the activation of unemployment
benefits and the development of local partnerships;

European economic and monetary policy for the promotion of convergence

34.

35.

36.

37.

38.

39.

The Pact on Stability and Growth is a valuable instrument for guaranteeing the necessary
budgetary discipline during the third stage of EMU. In the context of multilateral-surveillance
policies, particular attention must be paid to coordination of the member countries' budgetary
policies;

Under the Treaty of Maastricht, each Member State is obliged to conduct its exchange rate
policy as a matter of common interest. Departing from this principle may have negative
consequences for other member countries' economies;

A single monetary policy makes enhanced economic policy cooperation increasingly
important. Only in this way can lasting convergence and economic and social cohesion be
achieved. To achieve this, the procedure for economic policy coordination must be improved
and strengthened;

In the area of policy on taxation, a balance must be found between Member States' fiscal
sovereignty and the need for stepped-up coordination of tax systems and rates, thus avoiding
distortions of competition;

Research, development and innovation are the main pillars for economic development.
Initiatives at national and community level to promote investment in human capital, new
technologies and infrastructure facilities must be stepped up;

Being the EU's only directly elected institution, the European Parliament has a formal role
interacting with the European Central Bank. It will keep a close watching brief on its
monetary policy without calling the Bank's independence into question;
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Conclusions

The European Parliament,

40.

4]1.

42.

43.

44;

45.

Welcomes the considerable progress made by the Member States of the European Union in
terms of convergence with a view to the start of the third stage of Economic and Monetary
Union, which has led to low rates of inflation, low long-term interest rates, minor monetary
fluctuations and discernible consolidation of government budgets;

Welcomes the introduction of the single currency by 11 Member States which have fulfilled
the requisite conditions and should like to enter the third stage of EMU on 1 January 1999,
namely Austria, Belgium, Finland, France, Germany, Ireland, Italy, Luxembourg, the
Netherlands, Portugal and Spain,;

Approves the Commission's recommendation that the third stage of Economic and Monetary
Union should begin on 1 January 1999 with 11 Member States fulfilling the necessary
conditions, and calls for all the conditions to be met to enable the independent European
Central Bank to be founded as soon as possible and monetary policy sovereignty to be
transferred to it on 1 January 1999; calls also, with regard to the national central banks, for
the legal provisions of the Treaty of Maastricht to be implemented,

Calls, for the purpose of further fiscal and budgetary consolidation, for the immediate
implementation of the terms of the Pact for Stability and Growth;

Recalls that the European Parliament's opinion on the achievement of convergence conditions
will again be sought when other Member States ask to join the single currency in future;

Instructs its President to forward this resolution to the Heads of State. and Government of
the: European Union; the Council  of Ministers for Economic. Affairs and:Finance, the
European Commission, the European Monetary Institute, and the Parliaments of the Member
States. .
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B
EXPLANATORY STATEMENT

Introduction

In its decision of 25 March the Commission proposed eleven Member States of the European Union
as having qualified as candidates for participation in the single currency system commencing on 1
January 1999, namely Austria, Belgium, Germany, Spain, France, Ireland, Italy, Luxembourg, the
Netherlands, Portugal and Finland.

Denmark and the United Kingdom have stated that they are availing themselves of their right not, for
the time being, to join the single currency.

Sweden does not presently meet all conditions for participation in monetary union; in particular, there
continue to be shortcomings concerning the central bank's independence. The Swedish Government
has stated that it will not be participating in monetary union at later dates.

In recent years, Greece has made considerable headway with regard to convergence, but does not yet
meet the stability criteria of the Treaty of Maastricht. The Greek Government has therefore stated
that it will not be participating in monetary union until a later date.

That currently leaves eleven member countries intending to enter the third stage of monetary union
on 1 January 1999.

Meeting the criteria

The Treaty of Maastricht provides that only those countries which themselves already have a stable
currency are to form the core of monetary union. The key indicator for the stability of monetary value
is the rate of inflation. For that reason, this indicator is of particular importance when examining the
candidate countries.

It is clear from the reports by the Commission and the European Monetary Institute that all eleven
candidate countries have attained the high degree of price stability stipulated by the Treaty of
Maastricht. They all have inflation rates of less than 2%, which generally is termed monetary stability.
In 1997, in those countries, an extraordinarily high degree of monetary stability, on an historical scale,
was therefore attained. The monthly values for 1998 which are available reveal that this trend is
continuing.

It is clear from long-term interest rates that the markets expect that trend to continue. The fears of
those who expected a jump in interest rates in connection with the introduction of the euro have not
been borne out.

Contrary to banks' original forecasts, interest rates for 10-year mortgage loans are at an all-time low
the average interest rate for government bonds last year was below 6%.

The groundwork for the introduction of the European currency has to that extent helped to improve
the environment for investment and job creation.

Over the last two years, exchange rates within the European Monetary System have been stable.
However, two countries will not have met the criterion of two-year membership of the exchange rate
mechanism until the end of this year.

Only in respect of the Irish punt has an adjustment been necessary - and that was an upwards
adjustment, which is more an indication of extraordinary economic success.

Overall, it can be stated that all candidate countries currently have a stable currency and that all

eleven meet the monetary stability criteria of the Treaty of Maastricht. It can therefore be assumed
that the stability of the euro at its launch in January 1999 appears secure.
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Budget deficits and debt - a sustainable development?"

The euro will only have secure long-term stability if the member countries ensure stable stability in
terms of their budget deficits and indebtedness.

Observance of the relevant provisions of the Treaty of Maastricht is important not only for the long-
term stability of the European currency, but also for European firms' competitiveness.

In recent years, budget deficits in the member countries have been significantly reduced. In 1993, the
average rate in the member countries was 6.1% of gross domestic product; it declined to 2.4% in the
reference year 1997; and a further decline to 1.9% is expected for 1998.

All candidate countries meet the criterion that budget deficits may not exceed 3% of gross domestic
product.

It has been suspect in various quarters that these figures have been window-dressed. It must be
stressed that the budget deficit figures reported by the Member States have been systematically
verified by the Union's statistical office, Eurostat.

Budgets for 1998 and forecasts for subsequent years suggest a further decline in all candidate
countries' deficits, with balanced budgets or even budget surpluses being achieved.

Movement in government debt levels have also been very carefully checked. Only three candidate
countries have hit the 60% target. )

For most candidate countries, the range of government debt is 60% plus or minus 10 percentage
points. In the Netherlands (72.1% in 1997), it is only slightly above. In two candidate countries,
however, indebtedness is more than twice as high as the reference value: Belgium (122.1% in 1997)
and Italy (121.6%).

Accordingly, an assessment needs to be made as to whether the move towards the 60% reference
value is proceeding sufficiently fast or whether, as the case may be, a positive decision is made
possible by the overall assessment of the economic and budgetary situation of the country concerned.
In its proposal for a decision, the Commission has given an affirmative answer to this question. It has
concluded that no excessive deficit exists in any of the candidate countries. In the opinion,
nevertheless, of the European Monetary Institute, the trend in overall debt in Belgium and Italy
continues to give cause for concern.

For these two countries, then, special attention must therefore be paid both to the structure of debt
and to the planned debt reduction programmes.

The first conclusion to be reached is that government debt in both Belgium and Italy has been
financed by very high levels of domestic savings (more than 20% of GDP in both cases). Debt for the
most part - approx. 80% in Belgium and 90% in Italy - is covered by domestic savings deposits.

Furthermore, Belglan government debt has been relatively long-term, which has made it possible to
keep short-term interest rates low. In Italy, the situation has been less favourable and interests rates
have been higher, though there have been considerable improvements in the last five years.

To sum up, it can be stated that budget deficit reduction policy must be resolutely continued. There
must remain an adequate primary surplus in order to reduce debt to the desired level on an
appropriate timescale. For that reason, strict observance of the rules under the Pact on Stability and
Growth is also imperative.
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Central bank independence

A further important criterion for participation in the single currency is that every national central bank
(NCB) must observe the Treaty provisions on independence, in Articles 107 and 108, and the
provisions of the Statute of the European System of Central Banks (ESCB).

Legislative procedures have been initiated in all candidate countries which ought to enable all
candidate countries' central banks to meet the Treaty provisions on independence by the deadline, i.e.
by 1 July 1998.

These legislative procedures have not yet been completed in all candidate countries. The European
Parliament is therefore calling for all candidate countries' laws actually to be adopted and put into
effect on schedule.

Further convergence criteria

In addition to the key convergence criteria, reference is made in the Treaty to a series of other
economic factors which must be taken into account, including '... the development of the ECU, the
results of the integration of markets, the situation and development of the balances of payments on
current account and ... the development of unit labour costs and other price indices' (Article 109j).

For application of the 'excessive government deficit' procedure, the Commission must also take into
account ‘whether the government deficit exceeds government investment expenditure’ (Article 104c).

No major problems have been found in these areas. After a period of decline, recovery of ECU
markets has begun in anticipation of the single currency. The EU is running a global trade surplus vis-
a-vis third states. The price indices referred to also show that inflation has successfully been brought
under control.

The development of the internal market leaves something to be desired in a number of areas,
however. There continue to be a host of obstacles to free movement, in particular of persons, and a
number of legislative provisions, e.g. within public procurement, have not yet completely ceased to
be effective. The single currency will itself eliminate one of the greatest internal obstacles to trade,
i.e. exchange risks. This must now trigger a process of turning the EU into a genuine European home
market in which it is equally straightforward for enterprises, and in particular small and medium-sized
enterprises, to do business between Member States as it is within a Member State.

Employment

Employment, albeit not a formal convergence criterion in the Treaty of Maastricht, must be taken into
account appropriately when assessing the economic situation of the member countries.

It is most important that economic and monetary union be regarded not as the partial cause of the
high level of unemployment, but, rather, as part of the answer to it. The level of productive
investment in Europe is not sufficient at present to create the new jobs which are urgently needed.
More jobs will emerge only if there is long-term price and currency stability and low interest rates.
Economic and monetary union is an important factor in this.

Guarantees of stability
The Treaty provides for several guarantees that the euro will actually be a strong and stable currency.
The first guarantee is the statute of the ESCB and the European Central Bank, whose primary

objective is to 'maintain price stability’ (Article 105). To carry out this task, the Bank enjoys complete
independence. It must support 'the general economic policies in the Community', though only insofar
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as this is 'without prejudice to objective of price stability’, in the process of which the Bank may
neither 'seek or take instructions from Community institutions or bodies, from any government of a
Member State or from any other body' (Article 107). It must account to the European Parliament for
its activities.

The second guarantee is the Pact on Growth and Stability. It will ensure that the budget convergence
hitherto achieved is maintained and enhanced. The aim of the Pact is to guarantee balanced national
budgets during the economic cycle, with a ceiling of 3% each year.

The third guarantee is provided by the 'golden rules, enshrined in the Treaty, for the financing of
government deficits:

. No 'monetary financing' (Article 104). This means that a national government may no longer
reduce its debt by devaluing the currency as it sees fit.

. No 'privileged access' to financial institutions (Article 104a). A national government can
therefore no longer finance its deficits 'on the cheap' by bringing its political influence to bear.

. No liability for others' commitments (bail-out) (Article 104b). In future, a national
government may no longer assume liabilities at an unsustainable level in the expectation that
the Central Bank or other Member States will not allow defaulting.

On the basis of these provisions, market forces will further considerably strengthen the stipulations
set out in the ESCB Statute and the Pact on Stability and Growth.

Conclusions

Contrary to many predictions still being made not long ago, it is now certain that the single currency -
the euro - will come into force on 1 January 1999 as planned. Furthermore

a large majority of EU Member States will be in at the start - eleven Member States can be
regarded as 'candidate countries' - and

the convergence called for in the Treaty has been attained with inflation and long-term interest
rates at an all-time low.

In 1997, all candidate countries' budget deficits were below 3% of GDP; and forecasts indicate that,
as stipulated in the Treaty, this state of affairs will last. Although government debt is less than the
reference value of 60% in only a few Member States, there has been adequate progress in that none
of the candidate countries had a 'excessive government deficit'. The legislative provisions not yet
adopted should be adopted without delay, so that all national central banks attain independence, as
is required, by the deadline. -

The outlook for the euro is therefore decidedly favourable. The price stability already attained will
be still further strengthened by the creation of the European System of Central Banks, the Pact on
Stability and Growth, and the 'golden rules' for public finances which are laid down in the Treaty. We
have every reason to assume that the euro will be stable domestically and strong externally.

A stable and strong currency is a major basis for achieving more far-reaching economic objectives.
The euro will permit a genuine European internal market which can operate to a large extent without
being hampered by currency fluctuations and exchange costs. It will also create the climate of low
inflation and interest rates which is necessary to boost government investment, which, in turn, will
help to create the jobs that Europe so urgently needs.
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Nor must we ignore, not least, the political significance of this undertaking: for the first time since
the Roman Empire, Europeans from the Irish Sea to the Aegean will be using the same currency.

The single currency is a major step - perhaps the greatest step since the signing of the Treaty of Rome

itself - towards the 'ever closer union among the peoples of Europe' which is called for in the first
sentence of that Treaty.
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PINION
(Rule 147)

for the Committee on Economic and Monetary Affairs and Industrial Policy

on Convergence: Commission and EMI reports. Single currency: Commission recommendation (art.
109j, para. 2, 4, EC Treaty) (COM(98)1999 - C4-0200/98) (Report by Mr von Wogau)

Committee on Employment and Social Affairs

Letter from'the Committee Chairman to Mr Karl von WOGAU, Chairman of the Committee on
Economic and Monetary Affairs and Industrial Policy

Brussels, 15 April 1998

Subject: Convergence: Commission and EMI reports. Single currency: Commission'
recommendation
Dear Mr von Wogau,

At its meeting of 15 April 1998(*) the Committee on Employment and Social Affairs examined and
adopted this opinion on the Commission recommendation for the transition to the third stage of
economic and monetary union.

The background for this recommendation is provided by the reports submitted by both the European
Monetary Institute (EMI) and the Commission on progress made in the fulfilment by the Member
States of their obligations regarding the achievement of economic and monetary union pursuant to
Article 109j of the Treaty establishing the European Community.

Both reports demonstrate the high degree of convergence obtained by eleven Member states(*) which
fulfil the four criteria (price stability, absence of excessive deficit, observance of ERM margins and
long-term interest rates levels) and have compatible national legislations, including the statutes of
their national central banks. .

The Commission and the eleven Member states should be commended for this significant
achievement. At the same time we should not forget the persistence of wide socio-economic
differences among the successful candidates. I need only to point out the discrepancies concerning
unemployment, the average annual rate of which varied in 1997 between 3.7% for Luxembourg and
20.9% for Spain.

In the context of the final preparations towards the successful adoption of a single currency, attention
consequently, should focus on securing the basis for a policy mix that fosters stability and sustainable
growth. This implies, on one hand, sound macroeconomic policies conducive to sustained non-

® The following were present for the vote: Hughes, chairman; Menrad and Ojala, vice-chairmen; van Velzen,
draftsman;, Andersson, Blak, Boogerd-Quaak, Cabezén Alonso, Carniti, Castagnetti, Chanterie, Correia, Donnelly,
Ettl, Hatzidakis (for Glase), Hernandez Mollar, Herzog (for Ojala), Izquierdo Collado (for Peter), Jensen, Jons,
Kerr ( for Wolf), Malone, McMahon, Megahy (for Morris), Mendonga, Oomen-Ruijten (for Menrad), Pirker (for
Mann), Pronk, Schiedermeier, Skinner, Theonas, Vandemeulebroucke, Van Lancker, Waddington and Weiler.

(2) Belgium, Germany, Spain, France, Ireland, Italy, Luxembourg, the Netherlands, Austria, Portugal and Finland.
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inflationary growth and employment, and, on the other hand, greater coordination of economic and
structural policies.

The decision by the European Council of Amsterdam to put immediately into effect the relevant
provisions of the new Title on employment in the Treaty of Amsterdam(*), provides a useful
framework for strengthening the complementarity between economic policy and active labour market
policies. The setting-up of mutually reinforcing framework conditions will allow maximization of the
growth and employment potential of the Union.

Given the average growth of labour productivity(?) in the EU, which oscillated around 2% per year
and the rate of increase in the labour supply of about 0.5% per year, it becomes apparent that only
a rate of annual growth above 2.5% would lead to a reduction in unemployment which stood at
10.4% last January. The Commission forecasts(’) for the eleven Member States estimate a higher rate
of growth than the Community average which will not be sufficient though to absorb the higher level
of unemployment of the eleven.

In the 1998 annual economic report(*) the Commission highlights the dependence of higher levels of
growth on internal demand but falls short of suggesting measures to strengthen it. This seems a
necessary condition though in order to achieve sustainable development and requires stronger
emphasis on coordination between macroeconomic and structural policies.

The Extraordinary European Council Summit on Employment indicated the number of initiatives
which Member States would have to actively pursue to that end. The overall aim of improving
employability requires added efforts to be made by all those concerned and at all levels in order to
reduce the overall tax burden on labour, enhance labour force qualifications to make it more
adaptable to technologically-induced change and develop a culture of enterprise. I would finally point
out the urgent need to adopt common indicators, as benchmarks for the monitoring of the
effectiveness of measures and policies pursued, to speed-up the identification of best policies and/or
of bottlenecks.

In the light of the above the Committee adopted the following conclusions:

1. Welcomes the recommendation of the European Commission to the Council for the adoption of
the euro by eleven Member States and commends them for the high level of economic
convergence achieved,;

2. Stresses the importance of a policy mix that fosters stability and sustainable growth which
implies, on one hand, sound macroeconomic policies conducive to sustained non-inflationary
growth and employment, and, on the other hand, greater coordination of economic and structural
policies to maximize the growth and employment potential of the EU;

3, . Calls on the Member States to intensify coordination between economic policy and active labour
market policies and to speed-up the implementation of initiatives agreed at the Extraordinary
European Council Summit on Employment in order to create favourable framework conditions
for the strengthening of internal demand and investment.

4. Underlines the importance of a level playing field in the allocation of resources and asks for the
reduction of non-wage labour costs, which could be compensated by other fiscal reforms without

® Articles 125-130.

@) During the last 24 years (1974-1997), COM(98)0103.

A The Community Economy in 1997-99, Spring 1998 Economic Forecasts.
() COM(98)0103.
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curbing social benefits, targeted at the lower end of the wage scale; stresses also the critical
importance of active labour market measures combining vocational training, retraining, or
education, with a work experience or an apprenticeship, which could be financed partly through
the activation of unemployment benefits and the development of local partnerships;

I hope your Committee will take the above conclusions duly into consideration when it comes to
adopt its final report.

Yours sincerely,
(sgd) Stephen HUGHES
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