European Council in Amsterdam (16 and 17 June 1997)

Conclusions of the Presidency

[...]

Economic and monetary union

The European Council welcomes the contributions by the Council, the Commission, the European
Parliament and the EMI, which have made possible further concrete steps in view of the start of EMU
on 1 January 1999 and to safeguard its successful functioning:

* The European Council has adopted a Resolution laying down the firm commitments of the Member
States, the Commission and the Council regarding the implementation of the Stability and Growth
Pact. The European Council has also adopted a separate Resolution on Growth and Employment
laying down the firm commitments of the Member States, the Commission and the Council to give a
new impulse for keeping employment firmly at the top of the political agenda of the Union. Sound
macro-economic and budget policies go hand in hand with strong and sustainable growth in output
and employment. Both Resolutions (Annex I) contribute to macro-economic stability, growth and
employment.

The two Regulations that form part of the Stability and Growth Pact for ensuring budgetary discipline
in the EMU have been agreed. These Regulations also cover the obligations of Member States not
participating in the euro area. The European Council invites the Council to adopt these Regulations
without delay.

The Regulations set out a framework for effective multilateral surveillance and give precision to the
excessive deficit procedure. The European Council endorses the mechanism included in the
Regulation on the excessive deficit procedure, which requires proceeds of sanctions to be distributed
to Member States participating in the euro area and not having an excessive deficit. Where
necessary, the Financial Regulation will be modified before the end of 1998. It is agreed that any
sanctions under Article 104c shall have no consequences for the expenditure ceilings contained in
the financial perspectives. It is further noted that expenditure to distribute proceeds of sanctions
does not count against the ceiling of 1,335 % of GNP for commitment appropriations referred to in
Article 3 (2) of the own resources Decision.



* The principles and fundamental elements of a new Exchange Rate Mechanism (ERM 2) to be
established as from 1 January 1999 have been laid down in a Resolution which the European Council
has adopted (Annex Il). The European Council notes that the Governors of the Central Banks endorse
the text of this Resolution, including the +/- 15 % fluctuation margins.

* There is now complete agreement on the two Regulations which constitute the legal framework for
the euro, and which will shortly be published together. The first Regulation is based on Article 235
and has already been adopted, while the second Regulation will be adopted by the Council
immediately after the decision on Member States participating in the euro area has been taken as
early as possible in 1998.

* The European Council welcomes and fully endorses the choice for the design of the euro coins.
Together with the euro bank notes, this provides a tangible sign to citizens of the preparations for
the euro.

The progress achieved signifies that most of the technical preparations for the EMU have now been
accomplished. The European Council notes that the remaining period before the start of the third
stage of EMU on 1 January 1999 should be used to step up the practical efforts of all actors, including
public administrations, in preparing for the introduction of the euro.

The European Council invites the Council and the Commission, in cooperation with the European
Monetary Institute, to study effective ways of implementing all provisions of Article 109 of the Treaty
and in particular Article 109 (2) on the possible formulation of general orientations for exchange-rate
policy in relation to one or more non-Community currencies which shall be without prejudice to the
primary objective of the European System of Central Banks to maintain price stability while fully
respecting the Statutes of the European Central Bank, Article 109(4) on the position of the
Community at the international level as regards issues of particular relevance to economic and
monetary union and on its representation in compliance with the allocation of powers laid down in
Articles 103 and 105 and Article 109b (1) on the provisions on the position of the Council in meetings
of the Governing Council of the ECB.

The European Council further invites the Council and the Commission to examine and indicate how
to improve the processes of economic co-ordination in stage three of Economic and Monetary Union
consistent with the principles and practices of the Treaty. The Council is invited to prepare a progress
report for the European Council meeting in Luxembourg.



The European Council fully agrees with the Council's recommendations on the broad guidelines of
the economic policies of the Member States and the Community. In the Resolution on Growth and
Employment the European Council called on the Council to strengthen the employment focus of the
broad guidelines. The Council is urged to implement this approach as soon as feasible.

The European Council notes that the strenuous efforts of the Member States towards achieving a
high degree of sustainable convergence, notably in the budgetary area, are contributing to improved
prospects for growth and employment in 1997 and beyond.

The European Council welcomes the understanding reached by the Council on the timeframe for the
implementation, as early as possible in 1998, of the procedure laid down in Article 109j(4). This
timeframe should also allow the European Parliament to play its full role in this process.

The European Council stresses the importance of applying strict budget discipline not only at national
level but also at Community level in the context of the EU Budget.

It welcomes the progress made in the context of the SEM (Sound and Efficient Management) 2000
programme, reaffirms the importance of this initiative for the improvement of the financial
management of Community expenditure and the fight against fraud and stresses the need to pursue
it.

Employment, competitiveness and growth

In order to maintain momentum in fostering economic growth and fighting unemployment, an
extraordinary meeting of the European Council under Luxembourg Presidency will review progress in
the implementation of, among others, the initiatives concerning job creating potentials for small and
medium-sized enterprises, a new Competitiveness Advisory Group, the study of good practices on
employment policies of the Member States, and the initiatives of the EIB in creating employment
opportunities, as referred to in the European Council Resolution on Growth and Employment. The
European Council invites the Commission and the Council, in cooperation with the EIB, to prepare a
progress report to this European Council.

The European Council reaffirms the importance it attaches to promoting employment and reducing
the unacceptably high levels of unemployment in Europe, particularly for young people, the long-
term unemployed and the low-skilled.



The Council reiterates the need for a positive and coherent approach to job creation, encompassing a
stable macroeconomic framework, completion of the Single Market, active employment policies and
the modernisation of labour markets to bring Member States further towards the goal of full
employment.

The European Council welcomed the interim joint report on employment prepared by ECOFIN, the
Labour and Social Affairs Council and the Commission and the progress report on the Confidence
Pact on Action for Employment in Europe, presented by the President of the Commission.

The European Council noted with approval the agreement of the Intergovernmental Conference to
incorporate both the Social Agreement and a new title on Employment in the Treaty. The Council
should seek to make the relevant provisions of this title immediately effective. This underlines the
vitally important link between job creation, employability and social cohesion.

Restoring a sustained, high rate of non-inflationary growth is necessary to achieve a long-lasting
solution to the Community's unemployment problem and to make further headway towards sound
public finances. Structural deficiencies continue to restrain both growth and the degree to which
growth can be translated into additional employment.

The European Council attaches paramount importance to creating conditions in the Member States
that would promote a skilled and adaptable workforce and flexible labour markets responsive to
economic change. This requires active intervention by the Member States in the labour market to
help people develop their employability. Such action is important if the European Union is to remain
globally competitive, and in order to tackle the scourge of unemployment.

A reduction in the overall tax burden is desirable in most Member States, in particular the tax burden
on labour. Also, a restrictive restructuring of public expenditure is called for to encourage investment
in human capital, research and development, innovation and the infrastructure essential to
competitiveness.

Furthermore, the employment relevance of training and lifelong learning should be strengthened, tax
and social welfare systems should be further reviewed in order to enhance employment
opportunities, and more active labour market policy measures should be implemented. Efficiency
and equity gains are to be improved by using social transfers in a more active way and by
transforming benefit systems into proactive systems which improve the employability of workers.



The European Council notes with satisfaction the work done on indicators that will allow
benchmarking of the measures and policies pursued by the Member States under their multiannual
employment programmes. The European Council invites the Employment and Labour Market
Committee and the Economic Policy Committee to discuss these issues with a view to enabling
Member States to identify particularly good performance and effective practices and to take them
into account in the formulation of their policies.

Efforts made by social partners on wage moderation were acknowledged and should be pursued.
Furthermore wage, agreements should take more account of differences in qualifications and
between regions in order to facilitate job creation. The European Council strongly welcomes the
agreement concluded by the Social Partners on part-time working and calls on them to bear in mind
in their discussions the need to strike a balance between labour market adaptability and social
security, in order to enhance employability.

The European Council notes with satisfaction the overwhelmingly positive reaction of Member States
to its invitation made in Florence to select regions or cities which could act as candidates for pilot
projects on territorial and local employment pacts. As a result, around 90 such pacts have been
established that will be launched at a conference in Brussels in November this year.

£

The European Council reaffirms the importance it attaches to a well functioning internal market as an
essential element of the overall strategy to promote competitiveness, economic growth and
employment throughout the Union. It welcomes the Commission's "Action Plan for the Single
Market" and endorses its overall objective. The four strategic targets in the Action Plan should form
the basis for a renewed political effort to remove remaining obstacles so as to ensure that the full
potential benefit of the Single Market is realised.

The European Council agrees on the importance of ensuring full coherence between actions in the
field of the internal market and other policies of the Union, in particular the social dimension,
regional cohesion, competition policies, development of small and medium-sized enterprises,
protection of the environment, health and consumers' rights.

The European Council underlines the necessity of differentiating in time between various categories
of action in the Action Plan. In the first instance, the Community institutions and the Member States
should focus their attention on areas where actions can be undertaken immediately or where
negotiations can be completed quickly on existing proposals.



As an area where actions can be undertaken immediately, the European Council emphasizes the first
strategic target of the Action Plan : to make existing rules for the Single Market more effective.

The European Council underlines the crucial importance of timely and correct transposition of all
agreed legislation into national law, the need fully to inform citizens and business about the Single
Market, and the necessity of active enforcement of Community law in the Member States and the
introduction of more rapid and effective procedures for problemsolving including deliberations at
Council level in cases of recurrent problems. The European Council requests the Commission to
examine ways and means of guaranteeing in an effective manner the free movement of goods,
including the possibility of imposing sanctions on Member States. It requests the Commission to
submit relevant proposals before its next meeting in December 1997.

The European Council confirms its strong commitment to simplification of existing and new legal and
administrative regulations in order to improve the quality of Community legislation and reduce the
administrative burden on European business, particularly small and medium-sized enterprises. The
Commission is invited to set up a task force for this purpose. Furthermore, the European Council calls
on the Commission to broaden its Rolling Programme of Simplification in consultation with all parties
concerned, and invites the Member States to pursue comparable simplification activities at national
level.

The European Council urges the Council and the European Parliament to seek early agreement on a
limited number of priority measures identified in the Action Plan, on the basis of existing proposals
where possible before the end of the year. It further invites the Council to take the necessary steps,
where appropriate on the basis of further proposals by the Commission, to reach the widest possible
agreement by early 1999 on the other key areas of the internal market.

The European Council welcomes the commitment by the next three Presidencies to give priority to
the Action Plan. It invites the European Parliament to lend its political support to the Action Plan with
a view to accelerating, to the maximum extent possible, the adoption of those legislative measures
concerned. It invites the Commission to report on progress in implementing the Plan to the Council
as well as to the European Council in December 1997.

Since the competitiveness of European industry provides the foundation for growth, creating jobs
and raising living standards, the European Council welcomes the Industry Council conclusions of 24
April 1997 on the organization of work concerning the competitiveness of European industry,
according to which an annual debate on competitiveness will be organized within the framework of
the Industry Council on the basis of a bench-marking programme formulated by the Commission.



The Commission will also develop analysis and initiatives on competitiveness, in particular in the
Information and Communication Sector (ICT). In this context, the European Council welcomes the
formation of the new Competitiveness Advisory Group.

*

The Members of the European Council whose States are party to the Agreement on Social Policy
annexed to Protocol 14 to the Treaty on European Union welcome wholeheartedly the decision of
the United Kingdom to accede to the social provisions of the new Treaty. They note with great
satisfaction the willingness of the United Kingdom to accept the Directives which have already been
agreed under the Agreement and those which may be adopted before the entry into force of the
new Treaty. The European Council notes that a means will have to be found, in advance of the
signature of the Amsterdam Treaty, to give legal effect to these wishes.

In that light, the Members of the European Council whose States are party to the Social Agreement
declare that the United Kingdom will now be invited to express its views in discussions on acts to be
adopted on the basis of the said Protocol and that the Presidency and the Member States, while fully
respecting the provisions of the aforesaid Protocol as well as those of the Council's Rules of
Procedure, will use their best endeavours to reach a solution which takes account of those views.

They also confirm that, if the Treaty of Amsterdam were not to enter into force before 1 January
1998, the Council would be chaired by the Representative of the Government of the United Kingdom
for matters falling under the said Protocol during its Presidency in the first half of 1998.

[...]

ANNEX I: European Council resolutions on stability, growth and employment

The European Council has adopted two separate Resolutions.

One Resolution lays down the firm commitments of the Member States, the Commission and the
Council regarding the implementation of the Stability and Growth Pact. The other Resolution is on
Growth and Employment, laying down the firm commitment of the Member States, the Commission
and the Council to give a new impulse for keeping employment firmly at the top of the political
agenda of the Union.



Sound macro-economic and budget policies go hand in hand with strong and sustainable growth in
output and employment. Both Resolutions contribute to macro-economic stability, growth and
employment.

Resolution of the European Council on the Stability and Growth Pact

I. Meeting in Madrid in December 1995, the European Council confirmed the crucial importance of
securing budgetary discipline in stage three of Economic and Monetary Union (EMU). In Florence, six
months later, the European Council reiterated this view and in Dublin, in December 1996, it reached
an agreement on the main elements of the Stability and Growth pact. In stage three of EMU,
Member States shall avoid excessive general government deficits: this is a clear Treaty obligation.()
The European Council underlines the importance of safeguarding sound government finances as a
means to strengthening the conditions for price stability and for strong sustainable growth conducive
to employment creation. It is also necessary to ensure that national budgetary policies support
stability oriented monetary policies. Adherence to the objective of sound budgetary positions close
to balance or in surplus will allow all Member States to deal with normal cyclical fluctuations while
keeping the government deficit within the 3 percent of GDP reference value.

Il. Meeting in Dublin in December 1996, the European Council requested the preparation of a
Stability and Growth pact to be achieved in accordance with the principles and procedures of the
Treaty. This Stability and Growth pact in no way changes the requirements for participation in stage
three of EMU, either in the first group or at a later date. Member States remain responsible for their
national budgetary policies, subject to the provisions of the Treaty; they will take the necessary
measures in order to meet their responsibilities in accordance with those provisions.

[ll. The Stability and Growth pact, which provides both for prevention and deterrence, consists of this
Resolution and two Council Regulations, one on the strengthening of the surveillance of budgetary
positions and the surveillance and coordination of economic policies and another on speeding up and
clarifying the implementation of the excessive deficit procedure.

IV. The European Council solemnly invites all parties, namely the Member States, the Council and the
Commission, to implement the Treaty and the Stability and Growth pact in a strict and timely
manner. This resolution provides firm political guidance to the parties who will implement the
Stability and Growth pact. To this end, the European Council has agreed upon the following
guidelines :

The Member States



1. commit themselves to respect the medium-term budgetary objective of close to balance or in
surplus set out in their stability or convergence programmes and to take the corrective budgetary
action they deem necessary to meet the objectives of their stability or convergence programmes,
whenever they have information indicating actual or expected significant divergence from those
objectives;

2. are invited to make public, on their own initiative, the Council recommendations made to them in
accordance with Article 103(4);

3. commit themselves to take the corrective budgetary action they deem necessary to meet the
objectives of their stability or convergence programmes once they receive an early warning in the
form of a Council recommendation issued under Article 103(4);

4. will launch the corrective budgetary adjustments they deem necessary without delay on receiving
information indicating the risk of an excessive deficit;

5. will correct excessive deficits as quickly as possible after their emergence; this correction should
be completed no later than the year following the identification of the excessive deficit, unless there
are special circumstances;

6. are invited to make public, on their own initiative, recommendations made in accordance with
Article 104c(7);

7. commit themselves not to invoke the benefit of Article 2 paragraph 3 of the Council Regulation on
speeding up and clarifying the excessive deficit procedure unless they are in severe recession; in
evaluating whether the economic downturn is severe, the Member States will, as a rule, take as a
reference point an annual fall in real GDP of at least 0,75%.

The Commission

1. will exercise its right of initiative under the Treaty in a manner that facilitates the strict, timely and
effective functioning of the Stability and Growth pact;



2. will present, without delay, the necessary reports, opinions and recommendations to enable the
adoption of Council decisions under Article 103 and Article 104c; this will facilitate the effective
functioning of the early warning system and the rapid launch and strict application of the excessive
deficit procedure;

3. commits itself to prepare a report under Article 104c(3) whenever there is the risk of an excessive
deficit or whenever the planned or actual government deficit exceeds the 3 per cent of GDP
reference value, thereby triggering the procedure under Article 104¢(3);

4. commits itself, in the event that the Commission considers that a deficit exceeding 3% of GDP is
not excessive and this opinion differs from that of the Economic and Financial Committee, to present
in writing to the Council the reasons for its position;

5. commits itself, following a request from the Council under Article 109d, to make, as a rule, a
recommendation for a Council decision on whether an excessive deficit exists under Article 104¢(6).

The Council

1. is committed to a rigorous and timely implementation of all elements of the stability and growth
pact in its competence; it will take the necessary decisions under Article 103 and Article 104c as
quickly as is practicable;

2. is urged to regard the deadlines for the application of the excessive deficit procedure as upper
limits; in particular, the Council, acting under article 104¢(7), shall recommend that excessive deficits
will be corrected as quickly as possible after their emergence, no later than the year following their
identification, unless there are special circumstances;

3. is invited always to impose sanctions if a participating Member State fails to take the necessary
steps to bring the excessive deficit situation to an end as recommended by the Council;

4. is urged always to require a non-interest bearing deposit, whenever the Council decides to impose
sanctions on a participating Member State in accordance with Article 104¢(11);



5. is urged always to convert a deposit into a fine after two years of the decision to impose sanctions
in accordance with Article 104c(11), unless the excessive deficit has in the view of the Council been
corrected;

6. is invited to always state in writing the reasons which justify a decision not to act, if at any stage of
the excessive deficit or surveillance of budgetary positions procedures the Council did not act on a
Commission recommendation, and, in such a case, to make public the votes cast by each Member
State.

Resolution of the European Council on growth and employment

The European Council, meeting in Amsterdam on 16 June 1997,

RECALLING the conclusions of the Essen European Council,

the Commission's initiative for "Action on Employment: A Confidence Pact",

the Dublin Declaration on Employment,

has adopted the following guidelines.

Introduction

1. It is imperative to give a new impulse for keeping employment firmly at the top of the political
agenda of the Union. EMU and the Stability and Growth Pact will enhance the Internal Market and
will foster a non-inflationary macro-economic environment with low interest rates, thereby
strengthening conditions for economic growth and employment opportunities. In addition, we will
need to strengthen the links between a successful and sustainable Economic and Monetary Union, a
well-functioning Internal Market and employment. To that end, it should be a priority aim to develop
a skilled, trained and adaptable workforce and to make labour markets responsive to economic
change. Structural reforms need to be comprehensive in scope, as opposed to limited or occasional



measures, so as to address in a coherent manner the complex issue of incentives in creating and
taking up a job.

Economic and social policies are mutually reinforcing. Social protection systems should be
modernized so as to strengthen their functioning in order to contribute to competitiveness,
employment and growth, establishing a durable basis for social cohesion.

This approach, coupled with stability based policies, provides the basis for an economy founded on
principles of inclusion, solidarity, justice and a sustainable environment, and capable of benefiting all
its citizens. Economic efficiency and social inclusion are complementary aspects of the more cohesive
European society that we all seek.

Taking account of this statement of principles, the European Council calls upon all the social and
economic agents, including the national, regional and local authorities and the social partners, to
face fully their responsibilities within their respective sphere of activity.

Developing the economic pillar

2. The Treaty, in particular Articles 102a and 103, provides for close co-ordination of the Member
States' economic policies, referred to in Article 3a of the Treaty. While primary responsibility in the
fight against unemployment rests with the Member States, we should recognize the need both to
enhance the effectiveness and to broaden the content of this co-ordination, focusing in particular on
policies for employment. To this end, several steps are necessary.

3. The broad guidelines of the economic policies will be enhanced and developed into an effective
instrument for ensuring sustained convergence of the economic performances of the Member
States. Within the framework of sound and sustainable macro-economic policies and on the basis of
an evaluation of the economic situation in the EU and in each Member State, more attention will be
given to improving European competitiveness as a prerequisite for growth and employment, so as to,
among other objectives, bring more jobs within the reach of the citizens of Europe. In this context,
special attention should be given to labour and product market efficiency, technological innovation
and the potential for small and medium-sized enterprises to create jobs. Full attention should also be
given to training and education systems including life-long learning, work incentives in the tax and
benefit systems and reducing non-wage labour costs, in order to increase employability.



4. Taxation and social protection systems should be made more employment friendly and by that
improving the functioning of labour markets. The European Council stresses the importance for the
Member States of creating a tax environment that stimulates enterprise and the creation of jobs.
These and other policies for employment will become an essential part of the broad guidelines,
taking into account national employment policies and good practices arising from these policies.

5. The Council is therefore called upon to take the multi-annual employment programmes, as
envisaged in the Essen procedure, into account when formulating the broad guidelines, in order to
strengthen their employment focus. The Council may make the necessary recommendations to the
Member States, in accordance with Article 103 (4) of the Treaty.

6. This enhanced co-ordination of economic policies will complement the procedure as envisaged in
the new Title on Employment in the Treaty, which provides for the creation of an Employment
Committee, which is asked to work together closely with the Economic Policy Committee. The
Council should seek to make those provisions immediately effective. In both procedures the
European Council will play its integrating and guiding role, in accordance with the Treaty.

7. The European Union should complement national measures by systematically examining all
relevant existing Community policies, including Trans-European Networks and Research and
Development programmes, to ensure that they are geared towards job creation and economic
growth, while respecting the Financial Perspectives and the Inter-Institutional Agreement.

8. The European Council has agreed concrete action on making maximum progress with the final
completion of the Internal Market: making the rules more effective, dealing with the key remaining
market distortions, avoiding harmful tax competition, removing the sectoral obstacles to market
integration and delivering an Internal Market for the benefit of all citizens.

9. Whereas the task of the European Investment Bank, as stated in Article 198e of the Treaty, is to
contribute, by having recourse to the capital market and utilizing its own resources, to the balanced
and steady development of the common market in the interest of the Community, we recognize the
important role of the European Investment Bank and the European Investment Fund in creating
employment through investment opportunities in Europe. We urge the EIB to step up its activities in
this respect, promoting investment projects consistent with sound banking principles and practices,
and more in particular:



- to examine the establishment of a facility for the financing of high-technology projects of small and
medium-sized enterprises in cooperation with the European Investment Fund, possibly making use of
venture capital with involvement of the private banking sector ;

- to examine its scope of intervention in the areas of education, health, urban environment and
environmental protection ;

- to step up its interventions in the area of large infrastructure networks by examining the possibility
of granting very long-terms loans, primarily for the large priority projects adopted in Essen.

10. The Commission is invited to make the appropriate proposals in order to ensure that, upon
expiration of the ECSC Treaty in 2002, to use the revenues of outstanding reserves for a research
fund for sectors related to the coal and steel industry.

11. This overall strategy will maximize our efforts to promote employment and social inclusion and to
combat unemployment. In doing so, job promotion, worker protection and security will be combined
with the need for improving the functioning of labour markets. This also contributes to the good
functioning of EMU.

Renewed commitment

12. The European Council invites all parties, namely the Member States, the Council and the
Commission, to implement these provisions with vigour and commitment.

The possibilities offered to social partners by the Social Chapter, which has been integrated into the
new Treaty, should serve to underpin the Council's work on employment. The European Council
recommends social dialogue and the full use of present Community law concerning the consultation
of social partners, including, where relevant, in processes of restructuring, and taking into account
national practices.

13. Together, these policies allow the Member States to build on the strengths of the European
construction to co-ordinate their economic policies effectively within the Council so as to create
more jobs and pave the way for a successful and sustainable stage three of Economic and Monetary
Union in accordance with the Treaty. The European Council asks social partners to fully face their
responsibilities within their respective sphere of activity.



ANNEX II: Resolution of the European Council on the establishment of an exchange-rate mechanism
in the third stage of economic and monetary union

Amsterdam, 16 June 1997

Building on the agreements reached at its meetings in Florence and Dublin, the European Council has
today agreed as follows :

AN EXCHANGE RATE MECHANISM WILL BE SET UP WHEN THE THIRD STAGE OF ECONOMIC AND
MONETARY UNION BEGINS ON 1 JANUARY 1999.

With the start of the third stage of economic and monetary union, the European Monetary System
will be replaced by the exchange-rate mechanism as defined in this Resolution. The operating
procedures will be laid down in an agreement between the European Central Bank and the national
central banks of the Member States outside the euro area.

The exchange-rate mechanism will link currencies of Member States outside the euro area to the
euro. The euro will be the centre of the new mechanism. The mechanism will function within the
requisite framework of stability-oriented policies in accordance with the EC Treaty which are at the
core of economic and monetary union.

1. Principles and objectives

1.1. Lasting convergence of economic fundamentals is a prerequisite for sustainable exchange-rate
stability. To this end, in the third stage of economic and monetary union all Member States must
pursue disciplined and responsible monetary policies directed towards price stability. Sound fiscal
and structural policies in all Member States are, at least, equally essential for sustainable exchange-
rate stability.

1.2. A stable economic environment is necessary for the good functioning of the single market and
for higher investment, growth and employment and is therefore in the interest of all Member States.



The single market must not be endangered by real exchange-rate misalignments, or by excessive
nominal exchange-rate fluctuations between the euro and the other EU currencies, which would
disrupt trade flows between Member States. Moreover, under Article 109m of the Treaty each
Member State has an obligation to treat its exchange-rate policy as a matter of common interest.
The surveillance of Member States' macroeconomic policies in the Council under Article 103 of the
EC Treaty will be organized, inter alia, with a view to avoiding such misalignments or fluctuations.

1.3. The exchange-rate mechanism will help to ensure that Member States outside the euro-area
participating in the mechanism orient their policies to stability, foster convergence and thereby help
them in their efforts to adopt the euro. It will provide those Member States with a reference for their
conduct of sound economic policies in general and monetary policy in particular. At the same time,
the mechanism will also help to protect them and the Member States adopting the euro from
unwarranted pressures in the foreign-exchange markets. In such cases, it may assist Member States
outside the euro area participating in it, when their currencies come under pressure, to combine
appropriate policy responses, including interest-rate measures, with coordinated intervention.

1.4. It will also help to ensure that Member States seeking to adopt the euro after 1 January 1999
receive treatment equal to that of those initially adopting the euro with respect to the fulfilment of
the convergence criteria.

1.5. The exchange-rate mechanism will function without prejudice to the primary objective of the
European Central Bank and the national central banks to maintain price stability. It should be
ensured that any adjustment of central rates is conducted in a timely fashion so as to avoid
significant misalignments.

1.6. Participation in the exchange-rate mechanism will be voluntary for the Member States outside
the euro area. Nevertheless, Member States with a derogation can be expected to join the
mechanism. A Member State which does not participate from the outset in the exchange-rate
mechanism may participate at a later date.

1.7. The exchange-rate mechanism will be based on central rates against the euro. The standard
fluctuation band will be relatively wide. Through the implementation of stability-oriented economic
and monetary policies, the central rates will remain the focus for the Member States outside the
euro area participating in the mechanism.

1.8. Furthermore, sufficient flexibility is allowed, in particular to accommodate the varying degrees,
paces and strategies of economic convergence of Member States outside the euro area joining the



mechanism. Exchange-rate policy co-operation may be further strengthened, for example by
allowing closer exchange-rate links between the euro and other currencies in the exchange-rate
mechanism, where, and to the extent that, these are appropriate in the light of progress towards
convergence. The existence of such closer links, particularly if it implied narrower fluctuation bands,
would be without prejudice to the interpretation of the exchange-rate criterion of Treaty Article (EC)
109;.

2. Main features

2.1. A central rate against the euro will be defined for the currency of each Member State outside the
euro area participating in the exchange-rate mechanism. There will be one standard fluctuation band
of plus or minus 15% around the central rates. Intervention at the margins will in principle be
automatic and unlimited, with very short-term financing available. However, the ECB and the central
banks of the other participants could suspend intervention if this were to conflict with their primary
objective. In their decision they would take due account of all relevant factors and in particular of the
need to maintain price stability and the credible functioning of the exchange-rate mechanism.

2.2. As is made clear in the agreement laying down the operating procedures of the exchange-rate
mechanism which is expected to be concluded between the European Central Bank and the national
central banks, the flexible use of interest rates will be an important feature of the mechanism and
there will be the possibility of co-ordinated intra-marginal intervention.

2.3. Decisions on central rates and the standard fluctuation band shall be taken by mutual agreement
of the ministers of the euro-area Member States, the ECB and the ministers and central bank
governors of the non-euro area Member States participating in the new mechanism, following a
common procedure involving the European Commission, and after consultation of the Economic and
Financial Committee. The ministers and governors of the central banks of the Member States not
participating in the exchange-rate mechanism will take part but will not have the right to vote in the
procedure. All parties to the mutual agreement, including the ECB, will have the right to initiate a
confidential procedure aimed at reconsidering central rates.

2.4 On a case-by-case basis, formally agreed fluctuation bands narrower than the standard one and
backed up in principle by automatic intervention and financing may be set at the request of the non-
euro area Member State concerned. Such a decision to narrow the band would be taken by the
ministers of the euro-area Member States, the ECB and the minister and governor of the central
bank of the non-euro area Member State concerned, following a common procedure involving the
European Commission, and after consultation of the Economic and Financial Committee. The



ministers and central bank governors of the other Member States will take part in the procedure, but

will not have the right to vote.

2.5 The standard and narrower bands shall not prejudice the interpretation of the third indent of
Article 109j(1) of the (EC) Treaty.

2.6 The details of the very short-term financing mechanism will be determined in the agreement
between the ECB and the national central banks, broadly on the basis of the present arrangements.
The European Monetary Institute has drafted such an agreement incorporating the operating
procedures required by this Resolution. The EMI will submit it to the ECB and to the central banks of
the non-euro area Member States on the date of the establishment of the ECB.



