
AGENDA ITEM No. ,... .(cz. ...... 

To : POLICY AND RESOURCES COMMITTEE 

NORTH LANARKSHIRE COUNCIL 

Subject: ECONOMIC AND MONETARY 
UNION 

REPORT 

From: CHIEF EXECUTIVE 

Date: 18 August 1997 I Ref CE/002/005/001 

1 Purpose of the Report 

The purpose of this report is to inform Members of the consultation exercise COSLA is currently 
undertaking concerning Economic and Monetary Union (EMU) and the work of the COSLA Task 
Group on this area. The report also gives background information on the EMU debate, and 
recommends the Committee homologates the response sent to COSLA. 

2 Background 

Economic and Monetary Union (EMU) is a long-established goal of the European Union, the first 
step towards which was the creation of the Exchange Monetary System and its exchange rate 
mechanism in 1979 with the participation of all Member States, although the British pound 
remained outside the exchange rate mechanism. 

This European Monetary System combined with the creation of the Single European Market led to 
greater demands for an Economic and Monetary union as it was felt that the full benefits of the 
internal market would be difficult to achieve with the relatively high transaction costs involved in 
converting currencies, and the uncertainties created by unstable exchange rates. 

2.1 Convergence Criteria 

Title VI of the Treaty on European Union (Maastricht Treaty) examines EMU and outlines the 
institutional and transitional provisions associated with Economic and Monetary Union. There are 
also protocols which outline the convergence criteria. These criteria are designed to identify the 
Member States which will proceed into Stage 3 of EMU, and also define the objectives and 
workings of the European System of Central Banks and the European Central Bank. 

The five convergence criteria are: - 

Inflation - rate of inflation over the past year, not to exceed 1.5% above the average of the three 
countries with the lowest rates 

Interest Rates - long term interest rate over the past year not to exceed 2% above the average of the 
three countries with the lowest rates 

Government Budget Deficit - general government budget deficit, actual or prospective, not to 
exceed 3% of GDP 



Government Debt - gross general government debt to be below 60% of GDP 

Exchange Rate Mechanism Performance - observance of normal fluctuation margins in the ERM 
without severe tensions for a minimum of the two preceding ears and without having devalued 
against another Member State at its initiative 

2.2 The Three Stages of EMU 

The first stage of EMU began on 1 July 1990 when capital movements in EU Member States were 
h l l y  liberalised except where temporary exceptions were granted. Controls on the movement of 
capital between EU Member States were lifted, and Stage 1 also involved action to improve co- 
operation and co-ordination of Member States’ monetary and economic policies and a stronger 
European Monetary System was planned. 

Stage 2 began on 1 November 1993 with the changes to the ECU. The European Monetary Institute 
was set up in January 1994 and is the forerunner of the European Central Bank and is responsible 
for strengthening co-operation between the national central banks, co-ordination of Member States’ 
monetary policies, monitoring the functioning of the European Monetary System, and generally 
laying the groundwork for Economic and Monetary Union. 

The Maastricht Treaty established two possible dates for EMU of 1 January 1997 and 1 January 
1999. At the Madrid Council in December 1996, it was decided that the level of economic 
convergence and other considerations were unsatisfactory which meant EMU was not possible on 1 
January 1997, but that conditions could make EMU possible by 1 January 1999. 

The Council also decided that the single currency of the EU should be known as the ‘Euro’, and 
should replace national currencies by June 2002. 

The decision on which Member States will make up the ‘first wave’ of EMU members will be made 
in the first half of 1998. Both the United Kingdom and Denmark have the ability to opt out of Stage 
3 of EMU. 

3 COSLA Consultative Report 

The COSLA report, a copy of which is attached at Annexe 1, outlines the regional and economic 
issues surrounding EMU. The report has been compiled through the mechanism of the COSLA 
Task Group on EMU which has been meeting regularly since February 1997, and on which the 
Council has both elected Member and officer representation. The report was adopted by the Task 
Group on 13 June 1997, which met six times to discuss the paper and involved academics, 
economists, and business leaders in its preparation. 

After consultation with member councils, the report will be discussed by the COSLA Strategy 
Forum in October 1997. The aim of the Task Group was to examine the possible scenarios that 
Scotland might face in terms of Economic and Monetary Union and the report examines the 
possible effects of EMU on the Scottish economy, and contains an examination of the regional 
consequences of EMU. A later report is set to look in detail at the effects of EMU on the operations 
and processes of Scottish local government. 



3 Conclusions 

The COSLA report draws various conclusions from its work in examining various scenarios 
concerning EMU and the Scottish economy and these are outlined below: - 

EMU will pose a challenge to the Scottish economy whether the UK joins or not 

EMU could intensify competition and favour core areas of the EU 

Scotland requires to pursue a strategy that will focus on the importance of the EU in developing 
trading opportunities, intensify the drive to attract multinationals to Scotland, broaden the 
economic base, develop the Small and Medium-sized Enterprise (SME) sector in terms of 
exporting andor  high technology, and reduce the effects of peripherality in Scotland 

The UK operates on a different economic cycle from the economies of the European mainland 
due to having experienced recession earlier following an economic boom in the late 1980’s. This 
and a combination of joining the Exchange Rate Mechanism in 1990 led to a quicker economic 
downturn than the rest of the European Union, one to two years difference. The centralisation of 
monetary policy at EU level may not therefore be appropriate for the UK, plus recovery in the 
UK was largely due to leaving the Exchange Rate Mechanism and being able to devalue the 
pound and therefore maximise export benefits. Although these could be arguments to stay out of 
the EMU, the creation of a successful and stable EMU could still give benefits to companies in 
Scotland in the long term because exporters would have a much more predictable and stable 
trading environment. 

Entry into EMU would reduce transaction costs for exporters and also give stability with no 
fluctuating exchange rates 

The strategic approach to EMU of multinationals looking for a European base will be crucial to 
Scotland’s future prosperity 

Foreign currency earnings from tourism and the financial sector could be affected if the UK stays 
out of EMU 

Due to a narrow export and industrial base, Scotland will be extremely vulnerable to regional 
shocks, eg relocation of multinationals, decline in key industries 

Key Issues for North Lanarkshire Council 

The Council is a key local economic development agency for the area of North Lanarkshire and has 
an excellent track record of working with other partners to address the economic and social issues of 
the area. 

The authority therefore has a key role to play in relation to EMU whether the UK decides to join or 
not as it will, in any event, have a significant effect on the area and on Scotland as a whole. 



Education and training of businesses in the area to raise awareness of the issues surrounding EMU 
and the potential advantages and disadvantages as well as the perceived alternative scenarios 
whether the UK is in or out, and the importance of the EU for developing trading opportunities. 
Work also needs to be undertaken to increase the exporting capacity of SMEs in the area. 

The successful attraction of inward investment to the North Lanarkshire area has brought great 
economic benefit to the area but in relation to EMU it becomes increasingly important that the 
Council plays a role in ensuring that these multinationals become more embedded in the regional 
economy through the provision of services to improve regional competitiveness. 

Increased emphasis should also be placed on supporting technology transfer from multinationals to 
ensure that there is a strong Scottish sector of high technology SMEs, and on the creation of local 
supplier networks for multinationals. 

5 North Lanarkshire Council Response to COSLA 

A copy of the response sent to COSLA on the EMU consultative report is attached at Annexe 2. 
This response was prepared in consultation with relevant departments, and was also discussed at the 
last meeting of the European Affairs Officer Working Group on which the majority of departments 
have representation. 

The response emphasises the importance of raising awareness of the issues surrounding EMU both 
at Member State and European levels and the important role of local authorities in achieving this 
particularly with respect to MPs and MEPs. 

It also acknowledges that the UK will be affected whether it opts in or out of EMU and that local 
economic development agencies such as local authorities must therefore be prepared for its impact 
and notes that for economies such as North Lanarkshire where inward investment has been 
successfblly attracted that development strategies must now incorporate ways to maintain the 
attractiveness of these areas irrespective of the UK’s decision. 

The point is also made that EMU may have adverse effects on regional economies and that some, 
such as North Lanarkshire, are still undergoing industrial restructuring and there should therefore be 
some scope within the revised Structural Funds to address any detriment suffered by these regions 
whether they retain assisted area status post 1999 or not. 



6 Recommendations 

It is recommended that the Committee: - 

(i) Notes the content of the report and the background to and debates surrounding Economic 
and Monetary Union 

(ii) Remits it to the Chief Executive’s Department to progress appropriate action in relation to 
the key issues outlined at paragraph 4 of this report in liaison with appropriate departments 

(iii) Homologates the letter at Annexe 2 forwarded to COSLA in response to its 
consultative report on the regional and economic issues surrounding EMU (Annexe 1) 

Local Government Access to Information Act 
For further information on this report, please contact Heather Koronka, European Co-ordination 
Officer, on 01698-302270. 



4 July 1997 

To: Chief Executives 

Dear Chief Executive 

Annex 1 

Your Rcf: 

Our Rcf  1.M27-JJIThl 

CONSULTATIVE REPORT - ECONOMIC AND MONET.4RY UNION (EhlU) - 
THE REGIONAL AND ECONOh4IC ISSUES 

A Task Group on Economic and Monetary Union was formed as part of the Strategy Forum’s 
workplan. The Group’s remit had two major components. Firstly, it was to  examine the regional 
effects of EMU in Scotlaild and, secondly, it was to look at the implications for Scottish local 
v government. 

The Task Group has now agreed a consultative report on the regional and economic issues 
associated with Economic and Monetary Union and this report is enclosed. The Task Group would 
welcome the views of your council by 14 September 1997. Once the responses to the consultation 
have been considered by the Task Group, a final report will be prepared for the Strategy Forum’s 
meeting at the end of October. 

A report on the implications of ELIU for Scottish local government is currently being prepared and 
M i l l  be considered by the Task Group in September. 

Yours sincerely 

Jon Jordan 
European & International AfTairs Officer 

Enc. 

LI’HEN C ~ L L I N G  PLEASE ASK TOR Jon Jordan (0 13 1 474 9259) jonj@cosla.demon.co uk 

Convent ion of Scottish Local i\uthoritics 
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FOREWORD 

In February 1997, the Convention of Scottish Local Authorities (COSLA) established a Task Group to 
examine the effects of Economic and Monetary Union in Scotland. COSLA represents the collecrive 
interests of Scottish local government and all 32 councils in Scotland are members of the Convention. 

The following report represents the views of the Task Group and was adopted on 13 June 1997. The 
Group met six times to discuss the paper and is gratefid to  the academics, economists, business leaders 
and politicians who gave presentations to the Group. The report is produced as a consultative report 
and, after the consultation stage, it will be discussed by COSLA’s Strategy Forum in October 1997 

The Task Group’s aim was not to come to a view on the United Kingdom’s entry into an EMU but to 
examine the possible scenarios that Scotland might face in terms of Economic and Monetary Union 
The report looks at the possible effects of EMU on the Scottish economy, and contains an examination 
of the regional consequences of EMU. A later report will look at the effect of EMU on Scottish local 
L eovernment 

The consultation period for comments on this report will last until Wednesday 17 September 1997 
Please send comments to Jon Jordan, European and International Affairs Officer, Convention of Scottish 
Local Authorities, Rosebery House, 9 Haymarket Terrace, Edinburgh, EH12 5 X Z  (Tel: 01 3 1 4 7 1  
9259.) 

Councillor Irene Oldfather 
Chair of COSLA’s Task Group on Economic and Monetary Union 
horth Avrshire Council 

June 1997 

S‘.A7S: 1 HT.DOC 
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Promoting .kol i& Local G o v v n r n c n :  

CONSULTATIVE REPORT 

ECONOMIC AND MONETARY UNION - THE REGIONAL AND ECONOMIC ISSUES 

10 WTRODUCTION 

1 1 In spring 1998, a meeting of the Council of Mmisters in Brussels will decide the membership of 
the Economic and Monetary Union (EMU) which is due to come into operation on 1 Januaqf 
1999. A single currency, the euro, will be introduced three years later. This represents both the 
most important and ambitious move since the European Economic Community (EEC) was 
formed by the Treaty of Rome. 

I . ?  The proposed Economic and Monetary Union will have a significant effect in Scotland n.’;?ther 
the United Kingdom joins the EMU or stays out of it. Due to its small domestic r,,.-:-keI, 
Scotland’s manufacturing and service sectors earn a great deal of foreign currency from b ~ .  -ss 
in the European Union. A >--- large number ofjobs depend _ _  on manufacturing exports. In 1995, ill: 

Scottish Council (Development and Industry) calculated’that-arourid. I24~000~jobs were direct]!. 
dependent on exporting manufactured goods and the largest export market (60%) was the 
European Union. In terms of the service sector, links to the European Union are particularly 
important, in terms of tourism and the financial sector. Despite the importance of exports, this 
activity is confined to a narrow group of industries due to Scotland’s peripheral position - and 
strategies need to be pursued to reduce the effects of peripherality. 

I 3 Economic and Monetary Union has been described as a ‘‘complex puzzle” and a number of 
elements of the puzzle (including membership) still have to be put in place. The debate in the 
United Kingdom has been extremely general in its nature and has often talked about concepts like 
the effects of EMU on sovereignty without really investigating the effects of Economic and 
Monetary Union on the economy and the constituent parts of the UK. 

I 1 I t  is clear that Economic and Monetary Union will have an effect on the economic well-being of 
Scotland and, as the level of government closest to the citizen, Scottish local government wants 
to enter the debate about the effects of Economic and Monetary Union on Scotland so that the 
public can be informed about the process and its implications. The present study draws greatly 
on the previous COSLA study ‘‘)Monetary Union and the Regions” by Andrew Hughes Hallett 
and Drew Scott which was published in 1992. It also develops a number of themes from this 
M ork 
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1 .j The previous study stated that the “economic consequences of monetary union, like the internal 
market, will only be felt gradually”. These are also the findings of the Task Group and it is 
important that the modernisation of the Scottish economy continues to take place SO that 
Scotland can respond to the new economic situation in Europe. 

1.6 In February 1997, the Convention of Scottish Local Authorities (COSLA) established a Task 
Group to examine the European Unjon’s plan to  create an Economic and Monetary Union. At its 
first meeting, the Task Group agreed the following remit:- 

Economic issues 

e re-examine the regional consequences of EMU in Scotland 

0 creation of a strategy to deal with EMU and maximise the benefits to Scotland 

0 changes in fiscal policy and likely effects 

0 effect on convergence criteria on Scottish economy 

0 consequences in Scotland of a UK opt-out 

Local Government Issues 

0 examine the consequences for local government spending of the “removal of excessive 
public deficits” and public debt limits 

B practical effects on member councils on the completion of EMU Phase 3 

0 effects of the introduction of the EhfU on local government finance systems 

Wider considerations 

e promote other regional studies on the effects of EMU in the regions of Europe 

e co-operate with other local and regional government associations in assessing the effects 
on EMU on sub-national government 

0 develop an advocacy strategy to ensure that COSLA’s views are known to European 
institutions 

€4 feed in COSLA’s views to European organisations, eg COR, CEMR, E R  and CPIMR. 

1 -  The Task Group has now met six times and discussed the economic and regional issues 
associated with Economic and Monetary Union (EMU). The Group would like to stress that this 
report is written in a rapidly changing environment and is in the nature of a consultative report 
with a final document going to COSLA’s Strategy Forum in October 1997. The membership of 
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the Economic and Monetary Union will 
Economic and Monetary Union depends 
the convergence criteria set by the Treaty 

not be decided until Spring 1998 and the creation of 
on the performance of national economies in terms of 
of Maastricht and its protocols. 

The report examines the possible scenarios that Scotland might face in terms of Economic and 
iMonetary Union, The Task Group believes that there Will be major consequences for Scotland 
whether the UK joins or opts out of EMU and this report looks at the possible efiects of 
Economic and Monetary Union on the Scottish economy and Scottish local government. In 
examining these effects, the reports begin by examining the convergence criteria and the timetable 
for EMU. It then outlines a strategic approach that can be taken by Scottish local government 
and by the public and private sectors in Scotland to Economic and Monetary Union. 

The Task Group was concerned that the discussion about Economic and Monetary Union was 
still at a rather superficial level and there needs to be a far more detailed debate. This is 
particularly important because the Task Group has noted the determination to proceed w i t h  E h R '  
from a number of national governments. Scottish Financial Enterprise (SFE) with the support of 
COSLA has organised a series of nine roadshows throughout Scotland. Eight of the roadshows 
will take place between 16 June and 9 July with the final roadshow being held in Glasgow in early 
September, The conclusions of these roadshows will be considered for COSLA's final report. 

The creation of an Economic and Monetary Union must be analysed in conjunction with the 
development of a number of other events or policies at a national, European and international 
level. In the EU, it must be seen in conjunction with Enlargement, the reform of the Common 
Agricultural Policy, the Inter-Governmental Conference, the reform of EU structural fimd policy 
and the new budget operating Erom 2000-2005. On the international stage, negotiations in the 
WTO and GATT will have a major influence on the Scottish economy while, nationally, the 
pursuit of national regional policy and possible institutional changes will also affect business 
decisions and vitality. 

This report begins by outlining the European Union's proposals for Economic and Monetay 
Union and then examining the regional effects of EMU in Scotland. 

THE SHAPE OF THE ECONOMIC AND MONETARY UNION 

Convergence Criteria and Timetable 

The Treaty of Maastricht outlined the institutional and transitional provision for Economic 2: 

hlonetary Union, including a three stage process to achieve EMU. It was also agreed that an 
Economic and Monetary Union (EMU) would only be successful if there was a high level of 
con\*ergence between the national economies joining the Union. Convergence criteria were 
included in the protocols and these criteria would be used to define the membership of the EMU 
at a Council of Mnisters meeting in spring 1998. 

The Task Group would like to make some comments about the convergence criteria and, in 
examining EMU. the Group has made assumptions about the likely membership of the Economic 
and Monetary Union. 

\ 1-76 1 HT DOC 
.C 
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-.J q -  A major part of the debate in European Union has concerned the importance of forming an E h K  
amongst national economies which have reached a “high level of sustainable convergence” The 
Treaty and its associated Protocols then define the criteria for sustainable convergence. These are - 

(a> Inflation 

A rate of inflation, over the past year, no greater than 1.5 percentage points above the 
average of the three countries with the lowest rates. 

(b) Interest Rates 

Long term interest rate, over the past year, no more than 2 percentage points abo\le the 
average of the three countries with the lowest rates. 

Government Budget Deficit 

General government budget deficit, actual or prospective, no more than 3% of GDP, 
unless the rate has been declining and is close to  this reference value or any excess is only 
temporary. 

(d) Government Debt 

Gross general government debt below 60% of GDP, unless the ratio is declining and is 
close to the reference value. 

ERM Performance 

Observance of normal fluctuation margins in the E M  without severe tensions, for at 
least the preceding two years, and particularly without having devalued against another 
Member State at its initiative. 

2.4 As the criteria determine the membership of the first wave of entrants, they will be the subject of 
I great debate. It is generally agreed that genuine convergence of national economies is needed to 
ensure the success of an Economic and Monetary Union, but the relevance of the individual 
criteria measures of convergence is the subject of considerable discussion. It is argued that the 
criteria were included as protocols so that the new single currency would be seen as a strong 
currency in the financial markets so that the new Economic and Monetary Union would be built 
upon price stability through the adoption of a strong stance against inflationary pressures. 

2 . 5  A number of Member States who wish to be in the “first wave” of entrants are concerned that 
they will not satisfy all the criteria and wish to see certain criteria relaxed. The major problem 
for Member States wishing to satisfy the convergence criteria surrounds the question of public 
debt and annual deficits. It  seems that few Member States will be able to enter the EMU with a 
public deficit of no more than 3% of GDP and both France and Germany may experience 
problems in achieving this target. 
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Due to these problems, there are two  options. The first option is to delay the introduction of the 
EMU beyond 1 January 1999 or to relax the convergence criteria on public debt, M’hile the 
chances of delay seem to be increasing, any delay could lead to great turbulence in the financial 
markets which itself could put back EMU even firther. The most likely outcome is that 
Economic and Monetary Union will go ahead on 1 January 1999 with the public debt criteria 
being interpreted in a more flexible manner so that the current high levels of public debt will be 
seen as an unusual event. It is likely that it will be made up of three groups of countries - 

TABLE ONE:- THE CONSTRUCTION OF AN ECONOMIC AND MONETARY 
UNION IN EUROPE 

The members of the Economic and Monetarv Union 

These are likely to include Austria, Belgium, France, Germany, Ireland, Luxembourg and the 
Netherlands. Finland and the United Kingdom may also join the first wave, although neither 
country is a member of the ERM. Italy is also hoping to join the first wave and is taking the 
appropriate budgetary measures. 

The Pre-ins 

Countries who have not satisfied the criteria but wish to join the EMU. They are likely to 
be linked to the EMU by a new exchange rate mechanism ( E M )  so that preparations can 
be made for a second wave in 2002. This is likely to  include Spain and Portugal with Italy 
and Finland if they do not make the first wave of entrants. The United Kingdom could be in 
this category if it decides that it should not enter in the first wave. Denmark and Sweden 
could also consider their membership of this group. 

The “Outsiders” 

Countries who do not want to join EMU or countries where convergence has not made it  
possible. Greece will almost certainly be in this position as it has never joined the ERiil and 
it could be joined by Denmark and United Kingdom, if the opt outs are exercised. Sweden 
may also be in this group. 

Despite the uncertainty about membership, the Task Group believes that the EMU cannot go 
ahead without France and Germany. In view of their close relationship to the German economy, 
it is almost certain that Austria and the Benelux countries will join. This will lead to significant 
changes in financial markets and means that the euro will replace the yen as the world’s second 
largest currency. Whether the United Kingdom is in or out of the EMU, this will create a new 
situation for companies exporting to Europe. 

The problems that the Task Group face in examining the effects of Economic and Monetary 
Cnion can be clearly seen. The first wave of countries joining the EMU may range from a 
minimum of seven countries through to a maximum of ten. The pre-ins are even more uncertain 
and could range from two to six members and only Greece is certain to remain as a complete 
outsider when EMU is formed. 

\ 1-76 1 HT DOC 
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2 9 In addition to these problems, the Royal Bank of Scotland has stated that there are six options 
that the United Kingdom Government can take in relation to Economic and Monetary Union 

172’ ( 1 )  Agree by Spring 1998 to  enter in the first wave. 
~~ 

( 2 )  Decide during 1998 or 1999 to enter as part of a second wave in 2002 

P E -  (3) 
I3 

(4) 

Decide during 1998 or 1999 but with a longer transition period. 

Defer a decision to enter but make a commitment to  move towards convergence, enter in 
regular policy discussions with the European Central Bank and become part of E W E  

OUT (5) Defer a decision on entry while maintaining all policy flexibility. 

(6) Confirm Opt-Out 

( b )  The Task Group’s Views on Economic and Monetary Union on the Convergence Criteria 

3.10 COSLA has welcomed the beneficial effects of a Single Market. This is particularly important in 
Scotland which has a small home market where export opportunities in the EU play an important 
role in the development of the Scottish economy. It also feels that the operation of the Single 
Market requires attention. There are still barriers to trade and the private sector needs greater 
access to markets. The liberalisation of energy, transport, telecommunications and financial 
services remains a high priority. A successfd Economic and Monetary Union could have the 
effect of cementing the benefits of the Single Market It may bring about lower interest rates and 
it should certainly offer currency stability within the EU which will help Scottish exporters. If 
the UK joins the Economic and Monetary Union, there could be increased cornpetition within the 
home market. Scottish businesses need to be aware of this increased competition and take the 
relevant action to remain competitive. 

3 1 I It has been argued that declining to join an Economic and Monetary Union would not affect a 
hiember State‘s ability to participate in the Single European Market (SEM) The Single 
European Act prohibits actions to exclude Member States from the SEM. However, it is 
possible to envisage market instability when the majority of the European Market in one product 
is shared by two Member States - one inside EMU and the other Member State outside. A large 
devaluation from the Member State outside the EMU could have great effects on trade within the 
EMU and create great strains in the Single Market. 

2 12 The creation of an Economic and Monetary Union on the scale envisaged by the Maastricht 
Treaty has never been attempted before and the whole process is not without its risks. The 
c greatest danzer will occur in national economies which cannot maintain convergence with their 
partners in the EMU, and problems will be encountered if economic shocks target one Member 
State in particular and not the other Member States in EMU. As the overall EU budget is small, 
it is dificult to envisage a solution for Member States in convergence difficulties because fiscal 
transfers available under the EU budget total only 0.5% of GDP. 
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2 16 

2 17 

The Task Group notes that a number of commentators have pointed out that the UK econom\' 
operates in a different manner to the other national economics in the European Union, Factors 
such as the high level of borrowing linked to variable interest rates and a difierent economic circle 
may make convergence for the UK economy more difficult. These important considerations wi11 
no doubt influence the decision of the UK Government in relation to EMU but it is important that 
a positive position is taken by the LK Government in relation to the Member States who decide 
to enter the Economic and Monetary Union. 

.A major concern for the Task Group remains the effect of the convergence criteria on public 
deficits The criteria sets.pub1ic deficits at 3% of GDP and this seems to be unsustainable given 
the current problems in the European economy. The Task Group is concerned that if the LX 
Government announces that it will join the EMU, the pursuit of this criterion could have an 
adverse effect on local government spending. The relaxation of this criterion will be a decision 
for Member States who have to balance the need for growth in the European economy u3h the 
1 ~ o a l  of creating a strong euro in the world's financial markets. Moreover, the pursuit of the 
convergence criteria seems to be having a deflationary effect on the European economy and this. 
in turn, is affecting Scottish exports in major European markets. The Task Group feels that 304 
of GDP is an arbitrary figure, and in view of the present economic situation, this criteria might be 
relaxed. 

Another concern for the Task Group has been the volatility of sterling which has risen about 18% 
against other European currencies since August 1996. A number of major UK exporters have 
warned about currency's increasing value and its effects on the competitiveness of bX products 
The National Institute of Economic and Social Research has calculated that every 5 4  
appreciation in the average value of the pound eventually depresses output by 1% after two year2 
and raises unemployment by 100,000 in the United f ingdom. 

The Task Group believes that measures will need to be taken to ensure currency stability between 
f sterling and the euro if the United Kmgdom does not join the Economic and Monetary Union 
However, if the UK Government joins the EMU at, or around, the present rate of exchange. there 
could be major problems for the Scottish economy in te rns  of its exports to the European Union 
The process of locking exchange rates will need sensitive handling to ensure that intra EU trade 
between Member States in the EMU is established on firm foundations. 

A Stability and Growth Pact is being developed to ensure that there will be continuing budgetary 
disciplines arid convergence in the Economic and Monetary Union. The Task Group agrees with 
the European Parliament that the following should be taken into account when considering action 
against national economies that have exceeded the permitted budget deficit. The European 
Parliament emphasised the following points in terms of the Growth and Stability Pact:- 

e The importance of taking into account, when assessing national budget deficits, the level 
of public investment (as required by the Treaty); and to ensure that budgetary policy is set 
to allow adequate public investment. 

9 The importance of factors other than limits on budget deficits and debt should be taken 
into account. In particular. the effects of fiscal policy on demand, economic growfh and 
employment should be examined. 

\ 4776 I HT DOC 
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These are important points to  enable Economic and Monetary Union to be linked to the key 
issues of growth and employment. 

There are now major doubts whether the United Kingdom can put into place the necessary 
preparatory work for Economic and Monetary Union in time for entry by 1999. In particular, 
there is concern that the UK Government Will not have sufficient time to introduce the legislation 
and techrucal changes required to be ready for the first phase of the EMU on 1 January 1999, 
These include:- 

e legislation to cancel the opt-out by the end of 1997; 

a legislation to create an independent Bank of England; 

0 organisation of a referendum 

Changes to the Bank of England will be a political reality if the UK Government joins the 
Economic and Monetary Union. The Group noted that the Bundesbank has a regional structure 
and the Task Group feels that there is now an opportunity to build in a regional element into the 
decision making structure of the Bank of England in relation to the management of monetary 
policy. The strength of the Scottish banking and financial sector should be reflected in these new 
structures. 

The Task Group is concerned that there have been few studies on the regional effects of EMU 
but agrees that a successful Economic and Monetary Union would have the effect of 
strengthening the Single European Market. It may, however, increase regional disparities and the 
Task Group feels that the European Commission should produce regular reports on the regional 
effects of EMU. The Task Group argues that there are high levels of specialisation in regional 
economies and this means that regional performance differs significantly from that of the national 
economy. External and asymmetric shocks can, therefore occur at a regional level as well as a 
national level. This argument is investigated in greater detail in the next section of the report. 

The Task Group feels that debate on Economic and Monetary Union has been centred upon 
elements of monetary policy and that an important link now needs to be made to employment 
I growth and the continuation of the European social model which is based on social solidarity, a 
hish level of social protection and the maintenance of the welfare state. These considerations 
should be taken into account in the operation of the Growth and Stability Pact. The Task Group 
emphasises the importance of an Employment Chapter in the new European Treaty to stimulate 
employment growth. 

THE REGIONAL EFFECTS OF ECONOMIC AND MONETARY UNION 

The Scottish Economy 

I t  must be stated at the outset that the effects of Economic and Monetary Union will not be 
uniform and some industrial, business and financial sectors will be affected more than other 
sectors Membership of EMU should intensify competition but this may affect the core areas of 
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EMU before it affects the periphery. The greatest effect Will be on the companies that expon to 
the European Union. The removal of transaction costs and exchange risk cover associated with 
exporting could stimulate greater opportunities for exporting companies. It has been argued b l  
some commentators that at 0 4% of GDP, these gains are not great, but a more attractive 
arrmment I for exporting businesses may surround the stability that a successhl Economic and 
Monetary Union creates in terms of exporting to European markets. It is argued that this 
stability can also be achieved by joining ERM2. The effects of Economic and Monetary Union 
will be examined and assessed with regard to performance of the economy in general terms. This 
will be followed by a specific examination of the parts of the economy affected by Economic and 
Monetary Union. 

3 2 Scotland is characterised by an industrial central belt with rural areas to the north and south 
The Central Belt is the area where the majority of the population lives and where there are the 
major centres of industrial production. This area of Scotland was one of the first areas of 
Europe to industrialise through the abundance of coal, iron ore, and water. The growth of hea\?r 
industries such as coal, steel, shipbuilding and textiles provided the motor for industrial grouth 
and prosperity during the nineteenth and early part of the twentieth centuries. The major 
population growth took place during the nineteenth and early twentieth centuries as a result of 
industrial growth. However, by the end of the 1950s and beginning of the 1960s these heay,  
industries began to experience problems and these industries have been in decline for the last 
forty years. Since the 1950s, the Central Belt has undergone a period of economic 
reconstruction which has been difficult and has been accompanied by high levels of structural 
unemployment. Despite some success in modernising its economy, this process is not complete 
and the effects of EMU on this economy needs careh1 analysis. 

3 . 3  The areas north and south of the Central Belt are generally rural in nature and have economies 
based on primary produce and its processing with diversification, particularly into tourism. 
Many parts of the rural areas are mountainous and upland regions and large areas of agricultural 
land have been given less favoured area status. There has been a large fishing industry based on 
a number of major fishing ports. Farming, fishing and processing industry experienced decline in 
recent years. Whisky is one of Scotland’s most important export products and an important 
source of employment in rural areas. EMU will have profound effect on this industry. Oil and 
I gas production has been extremely important to North East Scotland but is forecast to decline in 
the next century. In the north, the fighlands and Islands area has one of the lowest population 
densities in the European Union, The Highlands and Islands area and North East Scotland have 
to be examined particularly in terms of distance fiom main markets, additional costs and limited 
infrastructure due to the peripheral position. The effects of Economic and Monetary Union in 
these areas needs to be closely considered. 

3 4  The structural problems in the Scottish economy have led to unusual demographic changes when 
these trends are compared to other parts of the European Union. Scotland is unusual in having a 
slightly smaller population in 1991 (a  population decrease of 1%) when compared to 1945 This 
compares with an increase of population in England of around 20%. The reason for this virtually 
static population figure can be traced to migration and the lack of sufficient employment 
opportunities is the primary cause of the continuing popuiation outflow The migration ofren 
involves the young, skilled and economically active. Currently Scotland’s population is around 
five million inhabitants with around 7 1 % of that population resident in urban areas ( 1  99 1 Census 
Figures) 
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The decline in primary and manufacturing industries is one of the most striking 
Scottish economy. Agriculture employs only a third of those employed 
manufacturing now employs some 46% of those employed forty years earlier. 

features of the 
in 1952 and 

The growth areas in the Scottish economy are oil and gas extraction; financial and business 
services; electronics, electrical engineering and tourism.. While in decline, mechanical 
engineering; food and drink; textile; chemicals, leather and clothing. Tourism remains a 
significant employer in the Scottish economy, and in terms of service sector exports, tourism 
dominates this sector in terms of foreign currency earnings. There are also great increases in 
employment in the public sector and in education, health and public administration. This sector 
is being increasingly threatened by a squeeze on public spending and this squeeze could continue 
if public sector borrowing is restrained due to  the need to meet the convergence criteria 

Scotland is slow in making the transition from an economy based on agriculture and fishing in the 
rural areas. In these areas there is a gradual move away from farming, fishing and food 
processing towards the service sector and new technology. The importance of new forms of 
technology which reduce the effects of peripherality cannot be under-estimated and the 
development of teleworking is important. 

The decline of heavy industries was particularly severe due to Scotland's peripheral position. 
These industries largely produced bulky goods with little value added as a result of production. 
This type of production was originally possible through the presence of raw materials, but the  
distance from markets led to high transport costs. While these industries have begun to be 
replaced by industries more suitable to a peripheral position, (eg electronics) this process is far 
from complete. 

Unemployment Levels and Labour Market Trends in Scotland 

Until recently, high levels of unemployment compared to rates in the rest of the United Kingdom 
and the European Community has been a feature of the Scottish economy since the beginning in 
the decline of the traditional industries about forty years ago. 

Although 9% of the workforce was unemployed in 1992, Scottish levels of unemployment then 
fell below average British levels for the first time since the First World War. This reflected the 
severity of the recession in the south of England and could also indicate that Scotland and the rest 
of the UK have slightly diferent economic cycles. In April 1996, unemployment was 8% and 
rose above the UK average rate for the first time in four years. This fluctuation could represent 
the fact that a great deal of the unemployment in England was cyclical in nature and brought 
about by the lack of demand associated with the collapse in the housing market. The boom in 
the late 1980s was less apparent in Scotland and unemployment in Scotland is largely a structural 
problem. 

The major conclusion from the unemployment figures suggests that the Scottish economy has not 
been sufficiently dynamic since the 1950s and that there has been insugcient economic activity to 
emplo). the labour force available in Scotland. This suggests that there are high levels of 
structural unemployment in Scotland. 
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There is also a need to examhe the types of jobs created in Scotland, particularly in view of the  
w growth of relatively low-paid, part-time employment. This can be seen in Table TWO which 
examines employment change from 1981 to 1995, and there is still a problem of long term 
structural employment with underemployment and skills shortages a particular feature of the 
labour market, Long term unemployment is particularly acute in males who made up  74% of the 
,4ugust 1996 figure. 

TABLE TWO 
CHANGES IN EMPLOYMENT 198 1-95 . .  

REGION TOTAL FULL TIME PART-TIME 
EMPLOYMENT EMPLOYMEhTT EMPLOYMEXT 
CHANGE CHANGE CHANGE 

GREAT BRITAIN + l .8% -6.6% f33.5% 
SCOTLAhD +1.7% -7.9% +40.4% 

Source: Census of Employment 

While the Scottish economy has gone through a major modernisation process, Scotland still has 
high levels of structural unemployment and is an economy in the process of modernisation 
Strategies for the development of the economy will be influenced by Economic and Monetan. 
Union and by the decision of the UK Government in terms of EMU entry. 
of important factors that have to be examined in relation to Economic and Monetary L.: $:: 
These include:- 

There are a n u r ’  

the problems of peripherality 
Scottish exports, inward investment and the role of multinationals 
the size of enterprises in Scotland 

- the role of European and national regional policy 

Peripherality 

A number of comments need to be made in terms of the peripherality of Scotland in relation to 
the European Union. While the problems of peripherality are clearly accepted in terms of the 
fighlands and Islands area, the extent of peripherality is an issue in the Central Belt and southern 
Scotland. It has been pointed out that Glasgow is no hr ther  away from B ~ s s e l s  than Bordeaux 
or \’ienna. However, it must be emphasised that these latter journeys do not involve marhime 
crossings Thus, the maritime position of Scotland increases its peripherality. 

The study “Prospective Development of the Northern Seaboard” (Commission of the European 
Committee. 1995) supported the view that Scotland experienced peripherality (see Map A) when 
it  examined the core, corona and periphery. The periphery’s boundary with the corona was 
defined as “the point at which distance or ease of access becomes a key factor in determining the 
area’s ability to participate in core area activities” and because of these difficulties of access, 
there is a “clear assumption” that the core is more prosperous than the periphery. This 
assumption can be justified by an examination of the regional policy map in the European Union 
where the majority of Objective One regions are found in Europe’s periphery. 
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The concept of peripherality has evolved not only because distance acts as a cost factor but also 
because peripheral regions do not create the concentration or clustering of economic activirv 
which occurs in the most competitive or resource-rich regions. In assessing peripheraiity it is 
important to also consider 

- the quality of the transport networks linking periphery and core; 
- costs of information acquisition; 
- distance-related uncertainty. 

The previous COSLA report on Monetary Union examined the costs associated with research 
development and innovation, It concluded that a core location was advanta, oeous because: 

there is access to a larger pool of skilled labour; 

core regions are more prosperous leading to  larger markets; 

quicker reaction to consumers in terms of product development 

Transport links have steadily improved in the last few years between Scotland and mainland 
Europe with improvements to the motonvay network, a greater frequency of European services 
from regional airports and the opening of new maritime links to Europe (e.g. Newcastle-Ijmuiden 
ferry and the Channel Tunnel). However, there is still much to be done in terms of the 
improvements to rail and road links. Only 30% of UK railways are electrified compared to 40% 
in Germany and France; 55% in Austria and Spain and 75% in Sweden. The provision of 
improved ferry services from Scotland and the ports of eastern England is urgently needed. 
Lastly, while the West Coast Rail Link has been designated as a Trans-European Network, 
progress on upgrading the line has been extremely disappointing. 

The Hughes Hallett Scott report also concluded that Scotland’s peripheral position could greatly 
affect its performance in both the Single Market and the Economic and Monetary Union. I t  
argued: 

“As the Single European Market becomes a reality, the centripetal forces in the location of 
economic activity will intensify. Monetary union will increase the extent of Scotland’s relative 
peripherality as it will reduce the general transacting within Europe. This will improve the 
competitiveness of foreign suppliers with respect to  their Scottish counterparts. The upshot is 
that a greater share of economic activity - especially among the footloose, high-technology new 
industries that make the greatest contribution to  economic growth - will be attracted to locate in 
’clusters’ around the core area of the Community. Clustering will occur partly in response to the 
consequences of economies associated with large-scale production. Peripherality has to be 
recognised as one of the major obstacles to effecting the speedy transition of Scotland’s economy 
and economic policy.’’ 

I t  is important that efforts to reduce peripherality should continue with particular emphasis being 
placed on the development of transport links, the growth in information and communications 
technology and increased distance learning and teleworking. This will allow the modernisation 
of the Scottish economy to continue. 
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( d )  Scottish exports, inward investment and the role of multinationals 

3 21 ,A I erowing export base will be essential for a successhl economy whether the UK is par? of the 
Economic and Monetary Union or not. Scotland’s domestic market has always been a small one 
and this has forced Scottish companies to look to  export large quantities of the goods and 
services produced both to other parts of the United Kmgdom and to the European Union. The 
net result is that exports per employed person were 40% above the British average in 1993 with 
55% of these exports going to the European Union. Scotland has also been extremely successhl 
in attracting inward investment and many companies have located in Scotland looking for a 
European base. A growing export base will be essential for a successhl economy within the 
European Economic and Monetary Union. A great deal of Scotland’s current expon 
performance comes from a small number of companies and the 1996 figures highlight that 26 
companies account for around 50% of all exports. Many of these companies are multinational 
attracted through the UK Government’s inward investment policy. As Scotland’s export 
performance is closely tied to multinationals. it is important that they are considered together 

3 - _ _  1? The SCDI survey on Scottish Manufacturing Exports 1995/96 states that Scottish manufactured 
exports have grown by 20.3%. Currently these exports are valued at €17.32 billion and in real 
terms Scottish exports have been growing for a number of years. However due to the high 
valuation of € sterling since Au-rmst 1996, the growth in exports is likely to slow. Scotland’s 
share of total UK manufactured exports has risen for the seventh consecutive year. Currently 
around 124,724 Scottish jobs are directly dependent on manufacturing exports. Since 1993 and 
are currently valued at €17.32 billion. In real terms, based on constant prices, Scottish exports 
I crew by 12.9% during the 1995 period. Scotland’s share of total UK manufactured exports has 
risen for the seventh consecutive year. Currently around 124,724 Scottish jobs are directl), 
dependent on manufacturing exports. The major industries with employment directly related to 
exporting industries includes:- radio, TV and communications equipment (23,44 1 jobs) wthisky 
( 1 1,886 jobs), chemicals (1 2J4 1 jobs), office machinery (1 0,9 16 jobs), machinery and equipment 
(9,624 jobs), textiles (9,33 1 jobs) and food products (9,209 jobs). 

3.23 In terms of major export products, 55% of the total exports are from the Scottish Electronics 
industry. Office machinery/computers remain the top individual sector within the general 
electronics sector while exports from the other main Electronics sector of 
Radio/TV/Communication equipment has grown by 75% in 1995. This growth reflects the 
exporting efforts of multinational companies locating in Scotland. 

2.24 60% of Scottish exports are destined for the European Union. France ( 1  7%) remains the largest 
market for Scottish manufacturing exports with Germany (1 1%) and Netherlands (8%) receiving 
significant amounts of exports. 

3 25 The 1995 figures showed the dominant position of large companies in manufactured exports with 
small firms only accounting for 14.1 Y’ of Scottish exports. While Scotland has been successhl 
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in attracting multinationals, the excellent performance of Ireland should be closely studied. The 
United Gngdom attracts more Foreign Direct Investment (FDI) than Ireland, but the relative size 
of their economies means that FDI in Ireland was worth 9% of GDP compared with 1.8% in the 
LK. 

3 26 There are interesting differences between the exports of small companies and large companies. 
Almost 70% of large company exports come from the office machinery and 
radio/TV/communkation equipment sectors. This also demonstrates the dominance of 
multinationals in exporting manufactured goods from Scotland. The key difference between 
large and small companies surrounds the non-whisky food and drinks sector and the textile 
sector which are both dominated by small firms. It should also be noted that there is a greater 
spread of activity across the small business exporting sector. 

3 27 Sales of services to  overseas markets in 1995 totalled €1.6 billion and tourism accounts for 
more than half of export sales. f igher  education is Scotland’s highest service exporter while 
the next three sectors are insurance/assurance, banks and computer services. 

3.28 Commercial research and development; computer services; higher education; legal services; 
financial services and tourism are the major service sector exporting to the European Union and 
the EU remains the most important prospective market for the service sector. 

3.29 There is an urgent need to widen the export base within Scotland and to reduce the dependence 
on multinationals in the export area because only 14% of Scottish manufactured exports comes 
from the small business sector. This would mean that economic development agencies in 
Scotland develop their strategies to ensure that support is given to small businesses with export 
plans. The 1995/96 SCDI export surveys highlighted the needs of SMEs to intensify export 
promotion within the EU. 

2.30 Support for SME’s in exporting may promote a wider range of exports to the EU. However 
the necessary expertise associated with exports is not always available in SMEs and economic 
development agencies need to work with SMEs to provide or develop these skills. The SCDI in 
conjunction with Scottish Trade International (STI) has assessed the level of expertise in 
exporting within Scottish manufacturing companies. The results show that only 33% of 
Scottish exporters responding to the survey have a dedicated Export Sales Manager and only 
22% have a dedicated Export Department. In many respects, the figures are a reflection of the 
nature of Scotland’s SME structure where the Managing Director (or equivalent) performs 
multiple tasks within the business. The Task Group agrees with the SCDI survey which 
concluded that if Scottish business is to become more serious about exploiting export 
opportunities and competing in international markets, more support for companies and training 
for ShlEs is a necessity. 

3 31 It  must be stated that SMEs that export have the most to gain from Economic and Monetary 
Union because these companies have the highest level of exchange risk cover and transaction 
costs than large companies. Currently, Scotland has one of the lowest levels of exporting 
S\Es in the European Union. This means that in the short term, the performance of 
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multinationals will be crucial to sustain Scotland’s present levels of exports. Economic 
development agencies not only need to gauge the reaction of companies presently located in 
Scotland but also the reaction of these multinationals which may consider locating in Scotland 
for access to the EU market. 

Taken as a group, the behaviour of multinationals will be difficult to determine. Some 
multinationals could review their locational decisions whether the UK enters the Economic and 
Monetary Union or not. If the UK stays out, a number of multinationals could leave the UK 
because the EMU offers a more stable economic environment and transaction costs/exchange 
risk cover will be lower. It must be said that multi nationals have also located in Scotland for a 
variety of reasons, which are not always related to EMU. 

On the other hand, individual multinationals could decide to concentrate production in the core 
areas of the Economic and Monetary Union because it could benefit from reduced costs and 
because there is no longer a need to have a large number of production units in a hlonetary 
Union. There have been examples of this trend in the United States where for example Heinz 
has concentrated production on two sites and closed its remaining three sites. The action of 
Renault in closing the modem Vilvoorde site in Belgium has highlighted the need for strong 
competition policy in the EU and the careh1 regulation and monitoring of state aids. Scotland 
may be vulnerable to  change in the locational decisions by multinationals because of the high 
number of branch plants in Scotland and because of a peripheral position. 

There is no discernjble trend coming from multinationals in terms of their attitude to Economic 
and Monetary Union. Unilever, the Anglo-Dutch healthcare, food and houseware multinational 
employs 21,000 in the United Kingdom and has stated that it would reconsider its future 
investment in this country if Britain failed to take part in EMU. Toyota, the Japanese car 
producer, with 2,000 jobs in the UK has stated that there would be no new investment in the CK 
This implies that the existing investment would continue On the other hand, Honda stated that 
membership of EMU would have no impact on its UK investment policy. 

Volvo, the Swedish car manufacturer, provides an interesting view of a multinational which is 
likely to have its headquarters based outside the EMU while having a number of branch plants 
within the EMU. Volvo’s Finance and Information Technology Departments has been charged 
with piecing together “the complex puzzle’’ of Economic and Monetary Union. Volvo’s results 
in the last two decades have been heavily influenced by swings in the value of the krona. 
However, Peter Sandberg, the Head of Corporate Finance, has stated that “Volvo does not 
anticipate any serious problem if Sweden stays out - as long as the krona is stable. But if the 
krona was unstable, it would erode the advantages of being able to deal in much of Europe in 
one currency”. (Financial Times: 14 January 1997). This view could well be shared by a 
number of multinationals with plants in Scotland. 

Size of Enterprises in Scotland 

Scotland is characterised by having a small number of large companies that are major employers. 
In  comparison to other parts of the ELT, there are fewer small and medium enterprises (SMEs), 
with 23 ShlEs per thousand head of population, and 2.5 VAT registrations per thousand people, 
the number of SiMEs per capita in Scotland is lower than United Kingdom levels The level of 
exporting SMEs in Scotland is also disappointing. 
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3.37 This could mean that the benefits of EMU to Scotland are less apparent when compared to 
mainland Europe. One of the major beneficiaries of EMU will be SMEs that have a major 
exporting capacity because these companies currently experience higher burdens in terms of 
exchange risk cover and transaction costs. 

3.38 Another problem surrounds the modernisation of the Scottish economy from one based on 
traditional industries. The “sunset” industries which typify traditional industrial regions are 
characterised by the manufacture of bulky goods with low value added. These types of goods 
are more prone to  being uncompetitive due to  the centralising features caused by firstly the 
Single European Market and, now, the Economic and Monetary Union. 

3.39 A major part of an EMU strategy must be to promote the growth and development of exporting 
SMEs and to encourage SMEs not already exporting to  pursue new markets. This together 
with the promotion of high value added goods would help to reduce the effects of peripheralit? 
in Scotland. 

3 40 Technology transfer through the creation of high technology SMEs should be a spin-off from the 
large number of multinationals operating in Scotland. The present level of technology transfer 
has been rather disappointing and greater encouragement by economic development actors in 
Scotland needs to be given to this important aspect of inward investment. 

3.41 Scotland has very few indigenous multinationals and greater attention has to be given to the 
I growth of medium sized firms. 

( i )  The Importance of Regional Policy in Scotland 

3.32  Scotland has benefited from both EU and national government finding in terms of regional policy 
for a prolonged period and the continuation of this finding recognises the severe structural 
problems inherent in the conversion of the Scottish economy. Despite regional policy assistance, 
the Scottish economy continues to grow at a rate which is insufficient to absorb the labour 
resources available, despite the fact that the numbers resident in Scotland is almost static. 

3 .43  Not only has regional policy eligibility enabled the commencement of a restructuring of the 
Scottish economy to take place over the last forty years, a large number of firms operating 
successfilly in Scotland would not have relocated without the investment incentives offered by 
regional policy measures. 

3 34 Competition for inward investment in the European Union is intense and the maintenance of 
incentive measures is essential because the Scottish economy depends so much on the attraction 
of inward investment. Already, some competitors (e.g. Ireland) are able to offer higher levels of 
incentives to inward investors. The Task Group is concerned that the levels of state aid offered 
in some parts of the European Union may be distorting both the Single European Market and the 
EUs Regional Policy Objectives. As part of preparation for EMU, the European Commission 
should conduct an urgent review of State Aid Policy to ensure that a11 rules are respected and 
applied equally across the EU. 
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3 45 The importance to Scotland of EU regional policy aid should also be stressed and the 
approximately €200 million per annum that Scotland receives from the EU is extremely important 
in the restructuring of the Scottish economy. As around 50% of this assistance is currently spent 
by local govemment in the pursuit of their economic development strategies, the sirpificance for 
local govemment must be emphasised. The effects of the Common Agncultural Policy ( C A P )  in 
Scotland also needs to be taken into consideration. Currently, transfers to Scotland from the 
C A P  are running at around €400 million and hr ther  reform of the CAP could have significant 
effects on the rural economy. 

3 36 These structural problems in the Scottish economy have led to the intervention of the European 
Union in the shape of eligibility for its regional policy grants and loans. Currently. 85% of 
Scotland’s population is eligible for EU assistance under one of the following objectives of the 
structural hnds:-  

Objective One:- Under-developed regions 
Objective Two:- 
Objective 5b:- Rural development areas. 

Traditional industrial regions in decline 

3 47 The Task Group believes that the regional impact of EMU should be taken into consideration 
when the structural hnds  are reviewed for the period 2000-2005. COSLA has argued in its 
paper “The Future of the Structural Funds” that a reserve of 10% of the structural fund budget 
should be used to address future regional economic shocks which may be caused by Economic 
and Monetary Union. 

3.38  There has been no recent research on the effectiveness of national and €U regional policy in 
terms of employment and this needs to be rectified. However the DTI commissioned study 
suggested that regional policy measures had created 450,000 jobs directly between 1960 and 
1981 and with the multiplier effect in the service sector, this figure rises to 630,000. A roush 
calculation would give Scotland around 157,000 of these jobs. 

3 39 The major concerns for the long term health of Economic and Monetary is its ability to withstand 
external or asymmetric shock which are concentrated in one country or one region. It has been 
argued that the economic effects of German unification could have been less severe if Germany 
had been part of the European Economic and Monetary Union. It has also been stated that the 
UK recession was aggravated by the effects of oil revenue on the UK balance of payments which 
drove up the exchange rate and made exports uncompetitive. The effects of UK oil revenue on 
the euro would be less severe and the UK would not have plunged so deeply into recession. 

3 50 However, there are examples where EMU would make an external shock more difficult to 
handle. An example in recent years can be seen with the problems caused to the Finnish 
economy caused by the collapse of the Soviet Union. It would be extremely dificult to 
overcome this problem in a EMU because devaluation of the Finnish currency is not an option in 
EMU and because fiscal transfers are inadequate to overcome such an external shock. 
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There could also be problems with regional shocks and Scotland has recently had a number of 
these shocks, They include the recent collapses in coal mining, steel making and in the defence 
industry. While these shocks may be more easily managed than national shocks, because national 
regional policy resources may be more easily targeted at the decline, problems may still occur if 
the operation of Economic and Monetary Union demands fiscal constraint at a national level. 

It should be pointed out the Scottish economy could still be vulnerable to  major regional shocks 
and an example of these shocks would come into play if there was a decline in, say, the 
electronics industry or if a number of major multinationals relocated away from Scotland. 

In 1977, the European Community commissioned the MacDougall Report which examined the 
need and role of fiscal transfers needed in an Economic and Monetary Union. MacDougall 
concluded that there would have to be far greater capacity for fiscal transfer in both the federal 
and unitary states examined. Income disparities were reduced in the United States (28%). 
Britain (36%) and France (54%). A study of Canada and the United States in 1994 found that 
redistribution flows in the US were 22 cents in every dollar of federal expenditure and 39 cents in 
every dollar in Canada. In terms of stabilisation flows, it is 30 cents in every dollar in the US and 
17 cents in Canada. 

There also needs to be a much more active national regional policy which will reduce the effects 
of peripherality through the creation of better transport networks and the development of an 
Information Society. This regional policy should also continue to modernise the Scottish 
economy and build in the current strengths of the economy. 

The European Union’s budget only accounts for 0.5% of EU GDP. This is a small level of 
fiscal transfer not only between Member States but also between the regions of the European 
Union, and is intended to be redistributive rather than to protect regions against external shocks 
through stabilisation actions. In view of the problems of external or asymmetric shocks, the 
Council of Ministers need to  examine methods which would allow budgetary transfers to alleviate 
national or regional shocks. Although the Task Group is suggesting that 10% of the structural 
f h d  budget is allocated to alleviate regional shocks, there needs to be a much higher budget 
allocation to address major national and regional shocks. 

CONCLUSIONS - TOWARDS A STRATEGIC APPROACH TO ECONOMJC AND 
MONETARY UNION 

The proposed Economic and Monetary Union will pose a challenge to the Scottish economy 
whether the United Qngdom joins the EMU or whether it stays outside. EMU could well 
intensify competition and favour core areas of the EU. However, the problems of peripheral 
regions will not disappear simply by staying outside the EMU. and it is important that Scotland 
pursues a strategy that will focus on the importance of the European Union in developing trading 
opportunities. The Scottish economy has been only partially modernised and it is important that 
the modernisation continues. This would involve intensifylng the drive to attract multinationals 
to Scotland, broadening the economic base and developing the SME sector particularly in terms 
of exponing and/or high technology SME. The second strand of the strategy is to reduce the 
effects of peripherality in Scotland. The major exports shows that these effects are being 
reduced but there is still much to be done in this area. 
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4.2 The importance of the genuine convergence of European economies has been emphasised as the 
most important pre-condition of a successfd EMU, and the Task Group also emphasises the 
importance of convergence. The differences between the United Kingdom economy and the 
economies of the European mainland have been emphasised as a reason for remaining outside the 
Economic and Monetary Union, particularly as it is argued that the UK operates on a different 
economic cycle. This argument can be persuasive in the short term but the creation of a 
successhl and stable EMU could give benefits to  companies in Scotland in the long term because 
exporters would have a much more predictable and stable trading environment. 

The creation of an Economic and Monetary Union will have a significant effect on Scotland. and 
these effects will be felt whether the United Kingdom is “in” or “out” of EMU. These effects 
will become apparent for a number of reasons:- 

4 3 

Scotland has a small domestic home market and so it must look to export to the EU 
Entry into Economic and Monetary Union will reduce transaction costs but the most 
important consideration in a successhl EMU would be the stability given to exporters 
who would no longer suffer the problems caused by fluctuating exchange rates. 

Scotland’s manufacturing export base is largely dependent on multinationals looking for a 
European base. Their strategic approach to Economic and Monetary Union will be 
crucial to Scotland’s h tu re  prosperity and Scotland also has to intensify its efforts to 
embed multinationals in the Scottish economy, diversify its industrial base and encourage 
exporting SMEs. 

Scotland has a thriving service sector and foreign currency earnings from tourism and the 
financial sector could be affected if the UK stays out of Economic and Monetary Union. 

Scotland is in a peripheral position in regard to the European Union and the creation of 
an Economic and Monetary Union is likely to be more beneficial to the EMU’S core 
areas. However, remaining outside EMU might also re-enforce Scotland’s peripherality. 

- Scotland has taken great strides in the modernisation of its economy but this process is 
not complete, Due to a narrow export and industrial base, Scotland will be extreme;:., 
vulnerable to regional shocks (i.e. relocation of multinationals or decline in e1ectronir.s 
industries etc) and this should be taken into account in discussions about the future of 
national and EU regional policy. Scotland could also suffer from the centralising effect 
of an Economic and Monetary Union where locational decisions lead to the developr>ient 
of the core at the expense of the periphery. Scotland has begun to attract and develop 
companies which are not unduly penalised by locating in the periphery. This srrategy 
needs to be intensified. 

4 3  The Single European Market has provided ornortunities for the Scottish economy ardd it has 
been a catalyst for inward investment. If any Member State stayed outside the EMU for any 
length of time using monetary policy and devaluation as a tool to increase competitiveriess, there 
could be problems for the continuation of the Single European !Market in its present fo tm 
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3.5 The Scottish economy still appears to be vulnerable to regional economic shocks. Howeve] 
there is a definite strategy that can be pursued by economic development agencies to broaden the 
economic base so that the Scottish economy can cope within the increased competition that is 
likely to be a feature of Economic and Monetary Union. 

4 6 A major part of the strategy will be to  ensure that Scotland overcomes its peripherality to the 
European Union. This should be done by:- 

- improving road and rail links through England to the Channel Tunnel 

- the provision of direct freight and ferry services from Scotland to mainland Europe 

the improvement of secondary road and rail networks to link into major routes to Europe 

- the improvement of direct services to Europe from Scottish airports 

improved information and communication technology services so that the benefits of the 
Information Society can be more widely available in Scotland 

the promotion of teleworking and distance learning in the most peripheral parts of 
Scotland 

greater provision of support services to SMEs in peripheral areas 

3 . 7  A strategy to ensure benefits for Economic and Monetary Union could also include:- 

- ensuring that multinationals become more greatly embedded within the regional economy 
through the provision of services to improve regional competitiveness 

encouraging the growth of exporting SMEs because these companies will derive greater 
benefit from the removal of exchange risk cover 

support technology transfer from multinationals to ensure that there is a strong Scottish 
sector of hjsh technology SMEs 

ensuring that local supplier networks can be established for multinationals 

4.): The strategy outlined above will need to be put into operation with the support of national and 
EU regional policy. Support for this strategy would allow Scotland to play a significant role in 
the new Europe. 

E J I U  Task Group 
June 11797. 

Please sekld comments or requests for further information to :- Jon Jordan, Convention of 
Scottish Local Authorities, Rosebery House, 9, Hayinarket Terrace, Edinburgh EH 12 5XZ. 
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Annex 2 

Our Ref: CE/O10/001/032 Contact: Heather Koronka 
Your Ref: Telephone: 01698-302270 
Date: 28 August 1997 Fax: 01698-302537 

Jon Jordan 
European and International Affairs Officer 
COSLA 
Rosebery House 
9 Haymarket Terrace 
EDINBURGH 
EH12 5XZ 

Dear Jon 

Consultative Report: EMU - The Regional and Economic Issues 

I refer to the above and now have pleasure in outlining below the response of the Council to the 
report. As I am aware that the consultation taking place is extensive, I have concentrated mainly on 
those issues which are envisaged to have a direct impact on this Council due to factors such as 
geographical location and company base. 

Generally, I would welcome the comments made in your report regarding the necessity of raising 
the profile of the issues surrounding EMU both at Member State and European levels. Work to date 
has not been as great as expected generally albeit that Scotland and the local authority sector in 
particular, seem to be further ahead in relation to EMU research and preparatory work. This 
Council would encourage and support attempts to further raise awareness across MPs and MEPs of 
the issues surrounding EMU and the levels of work generally being undertaken in this respect, and, 
if appropriate, would be pleased to do this at the North Lanarkshire level. 

The key issue for the UK is the decision of the UK Government as to whether it enters or opts out of 
EMU in the short, medium, and long term. Whether in or out, it will be affected immediately and, 
although it is unlikely local authorities can influence this decision, they are the key local economic 
development agencies and must therefore be prepared for the impact of EMU both on themselves as 
organisations and on their geographical area of responsibility. 

The main focus of your paper focuses on the impact of EMU particularly on regional economies and 
SMEs. In West Central Scotland, there are particular difficulties in relation to decline in the main 
industries over recent years. The Council will take into account the potential effects of EMU into 
its strategies both for the Council itself and for the wider area in conjunction with its partners. 
Further research into the anticipated effects of EMU on regions still undergoing restructuring 
would, however, be most welcome taking account of the various alternative scenarios presented in 
your paper regarding entry, opt out and pre-in accession. 



The Council will also be discussing with its partners the need to incorporate into regeneration 
strategies for the area, support for SMEs in terms of increasing exporting capacity and raising 
awareness of the effects of EMU. 

The development of these strategies will, however, require support both at Member State and EU 
levels, particularly in relation to EU regional policy and the support measures available therein. 
The Council would be pleased to participate in the advocacy of such an approach and will be taking 
on board the promotion of a reserve fbnd within the Structural Funds over the next budgetary period 
through its own policy position statement on the review of the Structural Funds, and those of its 
regional and pan European partner organisations with which it is working collaboratively on this 
issue. 

For areas such as North Lanarkshire undergoing restructuring, pressure should also be applied to 
ensure that opportunities exist within the Structural Fund mainstream programmes to apply for 
ERDF/ESF assistance to specifically support companies in terms of training infrastructure and 
general capacity to cope with the effects of EMU whether these regions retain assisted area status 
post 1999 or not. 

With regard to the high levels of inward investment which has been attracted to North Lanarkshire 
and the surrounding area, the Council feels it is important to influence the investment strategies for, 
and make representations wherever possible, to inward investors and multinationals through 
appropriate fora to ensure that, regardless of the decision of the UK in relation to EMU, the UK is 
still an attractive investment opportunity. Work also needs to be undertaken to minimise as far as 
possible negative effects on their locational decisions, and the Council would be keen to explore, in 
conjunction with COSLA, ways in which local authorities can work towards this objective in the 
run up to EMU. 

The Council recognises that a twofold approach requires to be taken to retain the investment of the 
small number of large companies in the area, whilst attracting more, but also to support indigenous 
SMEs in maximising the advantages and opportunities of EMU, and minimising potential detriment 
in particular in relation to the potential market instabilities that EMU may cause. 

The Council would also support the views of COSLA and the European Parliament in emphasising, 
in relation to the Growth and Stability Pact, the importance of taking into account, when assessing 
national budget deficits, the level of public investment and ensuring budgetary policy allows for 
adequate public investment. It is also essential that other factors other than limits on budget deficits 
and debt should be taken into account, in particular, work requires to be undertaken to establish the 
effects of fiscal policy on demand, economic growth, and employment. 

Finally, the council already has elected Member and officer representation on the COSLA EMU 
Task Group and would be pleased to continue playing a proactive role in relation to the further 
development and advocacy of the strategy outlined within the consultative report, and to work with 
our partners in the West of Scotland to raise awareness of its contents and the issues surrounding its 
development. 



In parallel with the continuing work, however, work needs to begin very soon on the expected 
impact on the systems and procedures of local government in relation to the UK’s engagement with 
EMU. By addressing both the macro and micro economic aspects in this way, as I know is your 
intention, I am confident that the work of COSLA and member Councils will remain at the forefront 
of the debates surrounding EMU. 

I hope you find these comments usehl.  

If you would like to discuss any of the above, please contact Heather Koronka, European Co- 
ordination Officer. 

Yours sincerely, 

Assistant Chief Executive (Policy) 


