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One year old, and still a fragile baby1 
- but with a future! 

 
 
 
 
 

Rapporteur: Mr. Pierre Weiss 
 
 
 

                                           
1 For Mr. Christian Sautter, the French Minister of economy and finance, quoted by Le Monde, 

5.1.2000, "the euro is a nice baby who has proved itself as a new international currency". 
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In March 1999, the EFTA Consultative Committee (CSC) was invited by the Standing 
Committee of the EFTA States to deliver an opinion on the first experiences of the 
euro as seen by the social partners. Mr. Pierre Weiss from the Swiss Union of 
Employers was appointed rapporteur.2 The Consultative Committee adopted the 
following opinion by written procedure in March 2000. 
 
 
 
I INTRODUCTION 
  
1. More than one year after its introduction for non-cash transactions, the euro has 
brought neither the chaos expected by its critics, nor a new order in the financial 
markets nor harmonised economic growth across the euro-zone, although its external 
value has depreciated against major international currencies. Notwithstanding, the euro 
has become a major actor and has met its first technical targets.  
 
2. The euro’s contribution to the recovery of European national economies and to 
increased employment has paradoxically been enhanced by its weakness. Its political 
weight has still to be confirmed, and will depend to a large extent on the adoption of 
important reforms. Nonetheless, after the euro’s first year the Single Market can already 
to a large extent be considered to be isolated from external currency effects and on its 
way to be further completed.  
 
3. There seems to be a lack of interest or support by citizens for the single 
currency, which may be partly due to the absence of visible effects on prices. The two-
year span between the introduction of the euro as an electronic currency and its eventual 
use by consumers for all transactions has also had a negative impact on the popularity of 
the common currency.  
 
4. After the 1999 drop of the exchange rate of the euro to the U.S. dollar, there are 
some positive signs of an upward trend. In the medium to long term (18 to 24 months) 
there is reason to believe that the euro will be strengthened again or even, as some 
currency specialist expect, that it will have recovered versus the US dollar.3 
 
 

                                           
2 The CSC back-up group for matters related to the EMU and the euro is composed of Mr. Martin 

B. Dræge and Mr. Davíd Stefánsson. 
3 As far as the Swiss Franc is concerned, the forecast given by the major Swiss banks are 

contradictory: for U.B.S., there should be an important appreciation of the Swiss Franc in the 
next two years, for Credit Suisse, the Swiss currency is expected to fall slightly; two research 
institutes (K.O.F. and B.A.K.) opt for stability. The K.O.F. appreciation results mainly from a 
counterbalancing effect of minor inflation in Switzerland and major economic growth in the euro 
zone, which is the prevailing argument in the eyes of Credit Suisse.  
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II THE INTERNATIONAL ROLE OF THE EURO 
 
5. At the launch of the single European currency, most forecasts were optimistic. 
The technical preparations were impressive and the economic fundamentals converging: 
the encouraging fulfilment of the Maastricht criteria, the low interest and inflation rates 
and declining unemployment in some of the participating countries. However, despite 
good results of the European economy, the euro has since its inception showed a certain 
weakness on the currency market. In only one year the euro has lost roughly one sixth 
of its value relative to the US dollar and almost one quarter to the Japanese yen. Versus 
the pound and the Nordic EFTA currencies, the devaluation is between one tenth and 
one eighth (see Annex I). 
 
6. This apparent paradox can be explained by the relatively better global outlook, 
particularly for the USA and Japan, as well as by higher interest rates in the USA. To a 
certain extent, the fairly indifferent attitude the ECB showed vis-à-vis the decline of the 
external value of the euro probably added to the weakness of the euro.  More 
importantly, the absence of a unified European stock market and the interest of 
international investors for the American stock market contributed to the relative decline 
of the euro. Of a more peripheral importance, but still to be noted because of its 
reinforcing effect on the downward trend, were short sales of the euro in London.  
 
7. The diverse management of Europe accounts for part of the problem of the euro. 
Investors have been clearly deceived by the absence of reforms in tax, norms and 
financial rules in many member states. The Kosovo crisis highlighted the difficulty of 
achieving a common foreign policy and the unexpected step-down of the European 
Commission marked another set-back. Fears of loosening commitment by leading EU 
countries towards market oriented policies were also expressed as a reason for distrust 
by international investors.  
 
8. As far as bond issues and transactions between banks are concerned, the euro is 
now the second most frequently used currency internationally4, more than the Japanese 
yen, but still less important than the U.S. dollar. The euro’s share in world trade should 
increase in the medium term if and when Sweden, Denmark and Greece join the euro-
zone, and even more significantly with a British membership or the accession of the 
current EU candidate countries to the single currency.  
 
9. A more stable rate of exchange has been kept between the euro and the four EU 
currencies, which do not belong to the euro-zone, as well as between the euro and the 
Swiss franc (SFr). Taking account of close economic ties5, the policy of the Swiss 
national bank is to observe a narrow band-width of the SFr – euro relation, although its 
main determination is, like the target of the ECB, price stability. This policy has helped 
to minimise exchange rate fluctuations between the SFr and the euro. Thus it has been 
possible to avoid any serious setbacks for the Swiss economy, in particular for 

                                           
4 The net amount of new bond issues amounted to 84 billions euro during the first half of 1999, a 

total superior to the corresponding net amount for the U.S. dollar which was of 74 billions Euro. 
However, according to a survey conducted by the Bank for International Settlements in Basel, 
the euro’s role in transactions on the currency market is roughly similar to that of the DEM. 

5 60% of Swiss exported goods go to the EU, 80% of imports come from the EU. 
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exporting firms and for the tourism industry. It should be recalled that Liechtenstein 
retains a currency union with Switzerland. 
 
10. In light of the close economic ties between Norway and the EU, a central 
objective for Norwegian monetary policy has been to maintain a stable Norwegian 
krone (NOK) – euro exchange rate. However, a correlation between the NOK and the 
US dollar has also been essential for Norway because of the importance of export of 
crude oil and natural gas to the US. A fundamental precondition for exchange rate 
stability against the euro is that the inflation rate in Norway is brought down to the level 
aimed at by the Eurosystem. It will furthermore be a challenge for Norway to reduce the 
possibilities for speculative pressure against the NOK, as speculations cause difficulties 
in exercising macroeconomic policies. 
 
11. The main principles of the Icelandic economic policy have been to keep the 
Icelandic krona (ISK) stable in relation to the currencies of the main trading partners 
and keep inflation down. The impact of the euro on the Icelandic economy has been 
reduced by the fact that Iceland’s main EU trading partners are outside the euro zone. 
Sixty percent of Icelandic import and export relations are to the EU. However, trade 
with the UK, Denmark and Sweden accounts for more than 40% of this. When and if 
these countries, in particular the UK, join the euro zone Iceland will have to look 
closely at the link between the ISK and the euro. 
 
12. Both Norway and Iceland face the problem of unilaterally maintaining stable 
exchange rate policies with free capital movements at the margin of a large currency 
area. On the other hand they have the problem, especially Iceland, of positive interest 
rate differentials against their trading partners.  
 
13. In the future, the challenge for the economies in the EFTA countries will 
probably be to limit any kind of restrictions of access to the single market and to 
increase de facto economic and trade integration in a politically complex framework. 
 
 
III THE EFFECTS OF THE EURO 
 
14.  The fall of the euro hitherto has only had an indirect impact on employment, 
growth and inflation in the euro-zone. Moreover, the decline of the euro has facilitated 
exports, albeit currently favouring a modest tendency of imported inflation, in particular 
for petroleum and all commodities sold in US dollars. Overall, this results in a positive 
euro-zone trade balance. 
 
15.  It is likely that the single currency will be stronger in 2000 than in 1999 
compared to the US dollar. The stock markets will probably be strengthened as well. 
One of the major goals of the euro was to eliminate internal currency fluctuations of the 
euro zone and contribute to competitiveness of European industry, in particular 
compared to the US economy. This objective has been reached by broadening the intra-
euro trade area, thus reducing the share of external trade to 18% of the GDP for the 
eleven euro-zone countries; the same indicator amounts to 10% for the USA. 
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16. Before the euro’s creation, the euro zone currencies were often pulled apart by 
the US dollar’s rise, as the experience from the last three decades shows. The existence 
of the euro has averted this and has maintained the integrity of much of the single 
market. Another less often quoted positive effect of the introduction of the euro was its 
capacity to alleviate the impact of the euro-zone countries' emerging financial crisis of 
1998. 
 
17. The euro will lead to increased transparency when it comes to cross-border 
comparison of wages and working conditions. A closer trade union co-operation on 
gathering of information and statistical analyses at European level is already in place in 
certain sectors of industry. This development is interesting in the light of ongoing 
discussions on possible collective bargaining at European level. 

 
18.  Further positive effects of the euro on competitiveness of enterprises and 
welfare of consumers still remain to materialise. Price stability has been achieved but 
price decreases in intra-euro trade, as well as cheaper and better banking transactions 
have not followed the introduction of the single currency, contrary to wide expectations 
at the launch of the common currency. The Commission has been called upon by 
consumers' associations to monitor closely cross-border transaction costs in the 
financial sector.  
 
19. A rising trend for mergers and corporate restructuring, already visible before the 
launch of the euro, is now also apparent in the financial sector. This trend may be 
interpreted as a sign of a possible Americanisation of the European economy, facilitated 
by the existence of a large single market and a single European currency.  
 
20. More generally, it can be said that a European internal market with a single 
currency makes Europe a potential competitor to the USA, although its full 
implementation has yet to take place. Enterprises are already forced to supplementary 
productivity efforts, which are only partially compensated by reduction in transaction 
and management costs.  
 
 
V THE EURO: A SUCCESS? 
 
21. Assessing the overall incidence of the euro, both optimists and sceptics have 
been deceived. The former because the single currency did not boost growth and 
employment directly. The latter because the euro’s weakness was more relative than 
intrinsic. In other words, the euro succeeded: technically6; economically, at least when 
judging monetary stability; financially when the total amount of international deposits 
and bonds issues is taken into account7; politically, considering the intentions of some 
non-euro member states. In a multi-criteria analysis, the introduction of the euro can 
therefore be summarised as a relative success.  
 
22. Two factors will affect the future strength of the euro. Firstly, the main actors’ 
confidence in the ECB must be reinforced. Price stability will play an important role in 

                                           
6 See also annex VIII to C/50/M/001.0, 19/4/1999. 
7 40% of which have been used to finance take-overs. 
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this context, as well as the ECB’s ability to function independently. So far, the ECB has 
demonstrated that it masters the job of monetary convergence; its members speak with 
one voice and the trials of political national interference seem to have been resisted. 
Nonetheless, ways must be found to strengthen co-operation between the ECB and 
different bodies representing citizens, including trade unions and employers’ 
organisations. A second important factor is the capacity of European governments to 
handle social and employment policy reforms, budget deficits fighting, reduction of the 
public debt and, last but not least, fiscal policy. New employment and higher 
investments are likely to go hand in hand with such converging policies. 
  
23. Perspectives for the single currency in 2000 are brighter, including for the 
European stock markets. This is due to the robust economic recovery, which is taking 
place in Europe. In particular the SMEs are doing well, thanks to a better 
macroeconomic framework. Moreover, the productivity gap between American and 
European enterprises should decrease during the year. Confidence is already partly 
restored, as proved by consumers’ spending and manufacturing recovery. However, 
confidence between the ECB and national actors still needs to be improved. 
 
24. Indications of reviving growth in Europe should in turn boost further investment, 
enhance the appeal of continental equities and thereby curb capital outflows to the US. 
Furthermore, new members might join the euro zone, almost certainly Greece, and 
perhaps also Sweden and Denmark before 2002 if citizens approve.  
 
25. However, job-creation effects of the euro have blurred and a stronger recovery in 
human capital is still needed. After all, the euro zone is experiencing higher 
unemployment rates than the average in the non-participating countries. The CSC 
acknowledges the importance of monetary policy in the fight against unemployment but 
underlines that the problem must be seen in a wider perspective and that it requires 
strong efforts in numerous policy areas.  
 
26. It is worth noting, in this context, that a Macro-Economic Committee – a 
framework of structured dialogue between EU governments, the Commission, the ECB 
and the social partners – endorsed by the Employment Pact, has been established in 
order to contribute to a greater co-ordination of economic, financial and monetary 
policies at European level.  
 
27. Given sound macro-economic policies in the euro zone, the prospects for the 
euro are good. A positive trade balance and low inflation rates will enhance further the 
reverse of the 1999 trend. It should be noted that all these potential benefits or negative 
consequences are to be evaluated when decisions have been taken by the EU in other 
strategic fields. The strength and stability of the euro will eventually depend not only on 
purely monetary measures, but also, and above all, on income or fiscal policies to 
promote structural reform, employment and social cohesion, as well as on institutional 
reforms and accession of candidate countries. These measures should equip the 
Eurosystem to compete even more effectively with the world´s other economic areas. 
 
28. In January 2002, the euro will at last become a real circulating currency for 
common use. An update of this CSC report will then be appropriate. 
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VI CONCLUSION 
 
29. All in all, the single European currency helped integrating national 
economies but also revealed national shortcomings. These should in turn increase 
intra-euro competition. On the social side and as far as employment is concerned, 
benefits are still to be seen and will probably be better assessed when the euro 
becomes a circulating currency on 1 January 2002. So far, the use of the euro by 
consumers, enterprises and even public administrations remains marginal, in spite 
of national variations8. In reality, only a severe economic crisis would demonstrate 
the potential of the euro and of a pan-euro economic policy compared to the US 
dollar and the USA.  All added up, the launch of the euro has been a huge project 
which has so far been a success. The euro has gained a solid reputation and it now 
depends on future conduct of policies, including improved information efforts 
towards citizens and enterprises, if it is to remain so. 
 
30. In the future, the challenge for the EFTA countries will be to limit any kind 
of restriction of access to the single market and to increase economic and trade 
integration in a politically complex European framework. The national banks and 
the governments of the EFTA countries will have to monitor closely the 
development of the euro and find ways to combine successfully trade integration, 
promotion of employment and fight against inflation.  
 
 

 

                                           
8 According to a quarterly bulletin of the Commision published on December 10, 1999 and quoted 

by Europolitique, n° 2459, December 15th 1999, the use of the euro concerns 4,2% of Belgian 
export declarations and 6,7% of import declarations, 1,1% of monthly VAT declarations in 
Spain, 1% in Germany, 0.4% of VAT declarations in France, 1% of import declarations and 
2.5% of export in Ireland, 1% in Italy, 6,6% in Luxembourg, 2% in Austria, 2% in Portugal and 
15% in Finland. Concerning enterprises, the importance of the Euro amounts to 1,9% of all 
payments; this last indication is based on partial data. Moreover, 0,6% of enterprises' accounts 
are in euro. Finally, according to a pan-European study, 29% of prices were indicated in euro in 
March 1999.  
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