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Foreign currency reserves in the 3rd stage of EMU

The introduction of the euro early next year will have a major impact on the foreign currency reserves currently held by participating Member
States. These reserves - some $ 400 bn - have traditionally been used prevent exchange rate fluctuations and to cover possible balance of
payments deficits. With the euro, much of what used to be external trade will become trade within the eurozone and hence reduce the need for
reserves. Similarly, the need for reserve holdings to carry out market interventions will also decrease. In a report drafted by Mr. Jean-Antoine
GIANSILY (UFE, F), the Committee stresses however that any reduction of reserves must be done with the greatest caution. The Committee
considers that reserves should not be reduced at all during the transitional phase, as the current, by international standards, high level of
reserves, will make speculation against the euro more expensive. Reserves will thus add to the stability and credibility of the new currency.
Also, an abrupt reduction of reserves, which to a large extent is made up of dollars, would lead to a further appreciation of the euro vis-a-vis
the dollar. Finally, in the light of current international crises, the Committee calls on the ECB to conclude an agreement with its American
counterpart concerning the management of foreign currency holdings.?

Foreign currency reserves in the 3rd stage of EMU

Adopting the report by Mr Jean-Antoine Giansily (UPE, F) on foreign currency reserves in the third stage of EMU, Parliament is not in favour of
reducing the reserve holdings of the ESCB during the transitional phase of the introduction of the euro. It considers that current reserves
(approximately US$400 billion) which are large by international comparison will make speculation against the euro more expensive and thus
contribute to the stability and credibility of the new currency. It also points out that a sharp reduction in reserves could affect the exchange rate
of the euro against the dollar and should be implemented only gradually and with the utmost caution in order to avoid disruptions in the foreign
exchange markets. In the light of the crisis and turbulence on world financial markets, Parliament calls for an agreement between the ECB and
the American Federal Reserve on the management of foreign currency holdings. ?
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