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I INTRODUCTION 
 
1. The EFTA Consultative Committee adopted the following opinion on the Impact 
of the Common Currency on European Economies, Enterprises and Employees at its 
meeting on 30 September 1998.  The rapporteur was Mr Pierre Weiss from the Swiss 
Union of Employers.   
 
2. The European Monetary Union (EMU) will have a profound effect on the 
economies, enterprises and the relationship between social partners, not only of the euro 
countries, but also of the countries staying outside.  In particular, the euro brings about 
common or at least converging fiscal policies of the participating states, the 
implementation of budgetary counter measures for countries departing from the stability 
pact and, in a longer time perspective, the leap towards political union.   
 
 
II KEY ELEMENTS OF THE EMU CONSTRUCTION 
 
3. A major political signal of the EMU is the shared will of European governments 
not to take recourse to inflationary policies to solve national problems.  This decision is 
enhanced by the prohibition of financing public deficits through monetary instruments. 
 
4. The task of the European Central Bank (ECB) is to ensure price stability within 
the euro zone, but the actual policy making will be influenced by the evolution of the 
cyclical situation of the participating countries, the political pressures exerted by 
governments and pressure groups representing diverging interests.  Much will therefore 
depend on the co-ordination of national policies, presently oriented towards restrictive 
policies in many if not most participating states. If economic growth accelerates after the 
changeover to the euro, the level of public debt may be reduced further, which may give 
some room for more expenditure on public investment. 
 
5. The newly established euro zone operates without financial compensation to 
underprivileged regions or less developed participating countries (apart from the 
existing cohesion funds within the EU). The exchange rates, which will be ultimately 
fixed according to prevailing market rates, will lose their function as automatic 
stabilisers.  This is radically different from the solution chosen by the German 
government for the former East German Mark.  Furthermore, contrary to the mechanism 
adopted by Germany after reunification, there will be no automatic financial transfer 
mechanisms within the euro zone.  
 
6. A new policy mix will have to be used by governments to face cyclical problems 
and eventually solve structural difficulties.  In that context, it should be taken into 
consideration that, in the long run, both monetary and budgetary policies will be 
influenced by decisions concerning redistribution policy, taken both at the state level 
through direct and indirect taxes and at the enterprise level through wage settlements. 
Therefore, the question arises, whether efforts at government level should be 
accompanied by agreements between social partners to maintain wage stability.   
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III GROWTH STIMULATING EFFECTS OF EMU  
 
7. Currency turmoil can lead to the disappearance of jobs, due to increases of 
export prices.  The stabilisation resulting from the euro will favour growth and 
employment as the risks related to currency exchange rates are suppressed, transaction 
fees eliminated, and economic estimates become more reliable. The combined impact 
on growth of the EU has been considered as equivalent to 1% of GDP.  
 
8. However, as the euro will highlight cost differences between national markets, 
operators may feel an incentive to relocate operations in order to benefit from new 
opportunities, which will affect jobs. 
 
 
IV INCREASED COMPETITION AND IMPACT ON THE ECONOMIC 

SECTORS 
 
9. As was already the case with the creation of the common market, in particular 
with the implementation of the four freedoms, EMU will lead to increased competition 
between suppliers and to the cross-border restructuring of enterprises active in 
international trade. A better allocation of capital may generally spur increased economic 
growth, and the euro zone can therefore be expected to become more attractive for 
internal and foreign investors.  
 
10. In the perspective of companies with an economic activity mainly on regional or 
national markets, the introduction of the euro might appear to be of minor importance, at 
least in the short term. But the increased price transparency in the euro zone will not 
leave cost and price comparisons in neighbouring areas unaffected. Indirect effects on 
product prices, costs and competition on regional markets inside and outside the euro 
zone can therefore not be excluded.  
 
11. However, the immediate impact of the euro on the structure of the economy 
should not be overestimated, with the exception of the financial, banking and insurance 
sectors where there will be a further trend to merging and restructuring of operations, 
while a range of new products and services may be marketed. In other sectors of the 
economy, manufacturing industries and service enterprises have long ago learned to 
cope with exchange rate fluctuations and currency risks. While their elimination in the 
euro zone will be a cost advantage, this is not likely to fundamentally change the way to 
do business. The euro as such will also not change the fact that in many areas relevant to 
business and relations among social partners, there is ample room for national 
legislation.  In particular tax and labour law will remain untouched, at least in the 
beginning. 
 
 
V EMPLOYMENT AND WAGES 
 
12. Considering the above mentioned elements and the strive by enterprises for 
increasing productivity gains, the agreements between social partners and the decisions 
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by enterprises concerning wage levels and working conditions will be highly important 
for creating more employment opportunities. 
 
13. The introduction of the euro will probably affect negotiations in the labour 
market in the direction of euro zone wide proposals. Taking into account the increased 
price and cost transparency resulting from the introduction of the euro, unified or too 
homogenous mechanisms not allowing for national, regional, sector limited and 
enterprise specific solutions would delay employment recovery.  
 
14. Wages would probably stabilise in a first phase after the introduction of the euro 
since wage level differences will become visible for all, employees as well as 
employers.  However, wage comparisons should also include indirect labour costs and 
the differences in infrastructure conditions in the broadest sense.  
 
15. The establishment of EMU increases transparency and competition but with the 
austere economic policies that are necessary to make it a success, it is bound to have an 
effect on employment and social conditions.  With the EMU there is need and indeed 
room for increased co-ordination of national economic policies to maximise EMU’s 
positive effects on growth and employment and reduce social tensions. 
 
 
VI MANAGEMENT OF DISPARITIES 
 
16. Labour mobility between countries of the euro zone is expected to be relatively 
modest, judging by past and present experience.  This will work in favour of less 
developed areas, and employees and enterprises will be more likely to reach agreements 
on wage and income differentials at local level in order to compensate for productivity 
gaps. 
 
17. Public expenditures for infrastructure, education, and research, and last but not 
least tax systems (VAT, income and assets), will to a large extent be decided at national 
level.  Considering the relatively weak overall impact of the EU budget, less developed 
euro members will have to rely on their own resources. This will logically limit the 
possibility for intra-euro zone converging mechanisms.  
 
 
VII IMPLICATIONS FOR THE EFTA STATES 
 
18. Many of the considerations above concerning stability, competition and possible 
effects on the labour market are valid for the EFTA countries.  It is difficult to estimate 
the effects which will emerge in the coming years.  These will depend partly on the 
policies of the EFTAStates themselves.  In this context it is important that the EFTA 
States maintain strong economic policies.  It is not only the impact of the euro on the 
respective countries currencies which comes into consideration, but the momentous 
change which already has occurred due to opening of financial markets.  A solid 
economic policy is the most important element in cementing the economic stability, 
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which has prevailed in recent years.  There the exchange rate policy plays a key role and 
the euro can force the EFTA States to reconsider their policies in that field.   
 
19. A more active role of fiscal policy is required to strengthen the exchange rate 
policy of the EFTA States.  That is best done by balanced budgets, lower debts and 
increased savings.  The aim should be that inevitable cyclical changes are met without 
significant changes in exchange rates.  Economic stability and sound economic policy 
favours business most coping with the increased competitive pressures from firms 
within the euro zone which benefit from a larger home market and lower interest rates. 
 
20. The euro will in some extent be used in transactions within and between firms in 
EFTAStates, regardless of the standpoint of the respective governments.  Some of them 
will keep their books in euros and governments must decide whether firms can file their 
tax returns in euros if they so wish.   
 
21. It is important that the EFTA countries establish close contacts to the EMU 
institutions and processes at all levels.  Such contacts should be of mutual interest, 
considering the volume of trade and the close ties between the EFTA countries and the 
EU and the importance of some of the EFTA countries’ currencies and exports. 
 
 
VIII CONCLUSIONS  
 
22. The euro represents a major step allowing the entry into force of a more concrete 
European unified market. In addition, if any participating country intended to depart 
from the strict budgetary converging constraints, the market would react and impose 
higher interest rates, which would constitute a severe punishment.  Moreover, the ECB 
would also fight against destabilising behaviour.  These are strong indicators for a stable 
currency. 
 
23. The most important internal problem of EMU lies in the heterogeneity of the 
participating countries, in terms of unemployment, debt, overall development, political 
structures, and cultural attitudes. Such differences may under certain circumstances lead 
to tensions. Such circumstances do not appear to be present at the time of the 
changeover to the euro. Economic growth in Europe has picked up, interest rates are 
historically low and inflation is almost absent. A common monetary policy with a strict 
inflation target should under these circumstances lead to a decreasing rate of 
unemployment, provided that structural reforms and active employment policies are also 
enhanced.  Such a policy mix is definitely preferable to an increase in the flow of inter-
regional transfers (e.g. regional funds). 
 
24. Generally speaking, a successful EMU will have positive effects on EFTA 
countries’ economies in various ways.  Transaction costs of companies will diminish 
and increased efficiency within the euro zone will undoubtedly benefit EFTA countries’ 
consumers.  On the other hand the EMU can also have an adverse impact on EFTA 
countries due to their companies’ deteriorating competitive position vis-à-vis EU 
competitors. 
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25. For non-participating countries, in particular for countries neither belonging to 
the EU nor to the EEA but with a high import and export trade exposure with the euro 
zone, an instability of the euro would probably have negative consequences.  Monetary 
policy choices of such countries are either a linkage of their currencies to the euro or 
revaluation.  But neither choice offers a feasible solution in case of a weak euro.  If, 
following the predominant expectation, the euro is a success, the linkage, at least in the 
case of Switzerland will follow automatically, leading to the progressive disappearance 
of interest rate differentials over a few years.  
 
26. The impact of the EMU on countries outside the euro zone must be placed in a 
broader context than the merely economic one. In particular, the political and social 
interests of several groups must be taken into account.  The trade unions and employers 
associations could eventually be forced to re-shape the mechanisms of collective 
bargaining due to more cross-border price transparency and mergers of operations.  In 
this field, a precise list of advantages and disadvantages can hardly be established now, 
but this challenge should generate a profound debate between social partners. 
 
27. The EFTA countries must use all available fora and channels to strengthen their 
contacts with the EMU institutions, both at political and administrative levels, in order 
to facilitate future policy adjustments and the necessary flow of information.  
 
 
 

*  *  *  *  *  * 
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