European Parliament Resolution on the enlargement of the euro zone
1.
Rapporteur: Werner Langen (PPE-DE/DE)
2.
EP reference number: A6-0191/2006 / P6-TA-PROV(2006)0240
3.
Date of adoption of the Resolution: 1 June 2006
4.
Subject: Commission second report on the practical preparations for the future enlargement of the euro area as well as general issues concerning euro area enlargement and aspects directly linked to the discussion on the Convergence Reports on Lithuania and Slovenia.
5.
Assessment of the Resolution:
The Resolution approved by the Parliament is a result of a compromise between partisans of two opposing views on the application of the Maastricht criteria for euro area enlargement and delivers unclear messages on whether the Parliament supports a strict application of the Maastricht criteria or rather calls for more flexibility. In §1, §4 and §17 the Resolution urges the strict application of the Maastricht criteria and in §16 and §23 concerns are expressed about a low degree of real convergence achieved by the applicant Member States, thus suggesting a very cautious approach towards the enlargement of the euro area. On the other hand, §3, calls for a broad assessment of price stability and claims that the Commission has applied different approaches in the Convergence Reports since 1993; §24 calls on the Commission and the ECB to make a comprehensive evaluation of criteria rather than just a formal comparison of numbers and figures; recital H and §28 expresses concern about the co-existence in the Treaty of two definitions of price stability; §30 calls for the so-called Balassa-Samuelson effect to be taken into account when assessing the inflation criterion in catching-up economies. In addition, the Resolution expresses dissatisfaction with the assessment of the inflation criterion in Convergence Report 2006 on Lithuania.
6.
Response to requests and actions (to be) taken by the Commission:
· In recital H and §28, the Resolution claims that two different definitions of price stability are used, one for ECB inflation targeting, another one for the purpose of convergence assessment.
It is true that the concept of "price stability" appears in the EC Treaty in two different contexts. First, Article 105(1) EC and the Protocol on the Statute of the ESCB and of the ECB refer to "price stability" as to "the primary objective of the ESCB". The Treaty leaves the operational definition of price stability to the ECB. Second, the Treaty refers to price stability in the context of convergence assessments (Article 121(1) EC and Protocol on the convergence criteria).
These two different approaches reflect their respective economic purposes. In the first case, the focus is on the (average) inflation performance of the euro area as a whole. In the second case, the purpose is to assess whether a Member State has converged sufficiently to be considered ready to join the euro area. In their assessment of convergence, the Commission and the ECB cannot use any other definition for the criterion on price stability than the one spelled out in Article 121(1) of the EC Treaty and the Protocol on the convergence criteria.
· In §3, the Parliament "urges the Commission to use common criteria when assessing economic and fiscal data" and "stresses that the analysis of price stability requires a broad assessment of the range of reference-setting methods given the different approaches applied by the Commission in its convergence reports since 1993."
The Commission strives to ensure equal treatment by a strict application of the criteria as defined in Article 121(1) of the Treaty and using the same methodology applied in previous convergence reports. For the assessment of the price stability criterion, a standard method has been used in all Convergence Reports since 1996 (except for the fact that the Harmonised Index of Consumer Prices (HICP) was not available for the assessment in 1996). "Other possible standards of price stability" referred to in the 2000 Convergence Report were only used to support the assessment based on the standard methodology.
· In §4, the Resolution calls on the Commission both to assess compliance with the convergence criteria according to the Treaty and the protocol to Article 121 EC and underlines the importance of assessing the long-term stability of the euro zone. In §24, the Resolution calls on the Commission and the ECB to make a comprehensive evaluation, based on high-quality data, which would be more than just a formal comparison of numbers, and to take into account the track records of convergence and achievements in ensuring macro-economic stability.
The Commission seeks to deliver an accurate and comprehensive assessment based on high quality data and in accordance with the provisions laid down in the Treaty and the Protocol on the convergence criteria. In order to assess the sustainability of convergence achieved, as required by the Treaty, the Commission takes into account both past achievements and future prospects.
· In §5, the Commission is invited to publish its findings on countries that are considered not yet to be ready to join the euro zone every time an evaluation is carried out and to present these to the Parliament.
The Commission accepted this recommendation, as was explained by the Commission during the plenary debate on 31 May 2006. In particular the Commission would provide the European Parliament with background documents on the methodology/application of criteria.
· In §19, the Parliament, expressing regrets about the negative assessment on Lithuania, asks for a clear and comprehensive explanation of the basis of the calculation undertaken in order to apply the inflation criteria; calls on the Commission to update its 2006 convergence report on Lithuania and to set up an expert working group in cooperation with the Lithuanian authorities to develop the strategy for fast accession to the euro zone.
The application of the price stability criterion is explained clearly in the 2006 and previous Convergence Reports, and as noted it follows past practice. The Commission is in close contact with the Lithuanian authorities and, indeed, gives advice on how to meet the inflation criteria in a sustainable way. However, it should be clear that responsibility for fulfilment of the convergence criteria lies fully with the national authorities. Lithuania is free to submit an official request for a new assessment whenever it wishes so.
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