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. Repom to the Council on the duratnon
of the tmnsntnonaﬂ period related to the mtmductmn of the
Euro

Following a proposal by the.'Belgién'Financc Minister, the Ecofin -Council of -

I8 January 1999 discussed the possibility of feducing the transitional period with a view
to bringing forward from 1st January 2002 the date for introducing euro notes and coins.

The Council considered ”tha! the transition period could most likelv not be shortened
! P .

hccause of technical reasons”. However, it invited the Commission to carry out a-final
review oI ‘this question. ' ' o

'l'his'rcporl ha‘s becn drawn“.ﬁp,in response 1o that request. It is the outcome of a nuinhcr_
* of contacts which have taken place either within official groups meeting periodically to

discuss aspects of the introduction of the euro or in the context of exchanges of views or
letters with representatives of the sectors concerned. The Commission has. therefore.
endeavoured to highlight the technical.issues which would act as a barrier to reducing the
transitional. period, as requested in the Council's mandate. This report is not, therefore,
exhaustive, but lt emphasnses the potentlal stumblmg blocks to a political dccmon

However, lhc entire .process leading up to the completion of the Imal stage of l]u, :

introduction of the euro, i.e.-the circulation of coins and notes, obvu)us!y assumes great

-political significance since it provides. European citizens in the 'plxrlicipatinb countrics
- with the most tangible.sign of their currency: euro notes and-coins. - It is. therefore, in
onc of thesé two areas - technical constraints and the adoption of the curo by the citizens
- that the Commission.considers a reduction in the three-year transitional period could .
give fise to technlcal problems of such severlty as to Jeopardxse thc smoolh tmnsumn to-

the euro. _ > oo
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L The‘tet:hnicél obstacles to reducing the transitional period
constitute a series of factors which militate heavily in
favour of adhering to a period of three years

This part covers four téchnical arcas in which the greatest difficulties would arise if the =
transitional period were reduced.:

1. The time required to produce euro coins and notes represents a
‘substantial technical obstacle to a significant reduction in the length
of the transitional period

.

The President of the European Central Bank (ECB)_ had an opportunity to define these
technical obstacles in his address to the European Parliament on 19 January 1999, The

cxisting timetable ‘provides for production of the 13 billion notes required to begin in

[February-March 1999 and be completed in September 2001. l_’roductlon could, according -
to the ECB, be speeded up by a few months, but not more, and that would substantially
increase the manufacturing: .costs. It would be technically impossible to reduce the perlod'
~ by an entire-year, which would leave only two years for the productlon process

The problem is even more acute in the case of coins, productlon of which is the
responsibility of the Member States. The manufacturing processes and logistics are in -
fact more complicated for coins than for notes. The-Working Party of Member States'
Mint Directors discussed this point on 23 February 1999 and concluded that, for
technical reasons, it was not possible to reduce the period scheduled tor producing euro
coins. Only three countries suggested that a limited reduction, of no more than two or
three months, might be possible. It'should be noted that the time required to produce
coins had strongly influenced the choice of a three-year transitional period, which was
- ddoptcd by the Madrid European Counc1| of 15 and 16 Dcc,ember 1995. '

The European Vending Association has mddc it thdr that it is strongly opposed to any
change in the date for introducing coins and notes. It considers. the three- -year period
to be necessary for adapting the several million coin-operated machines existing in
Europe, while traders in this sector are already exercising strong pressure to ensure
that the changes are made w:thm the time allowed.
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2 infwmai‘ién systems would constitute a bottleneck

‘Of all the technical aspects which-may be cited as obstacles to reducing the transitional -

period, information technology takes precedence. * This is true, first, from the point of
view of ‘the periods required for the design and adaptation of information systems.
Software houses indicate that, in any medium-sized or large organisation, the adaptation
of computing tools will take two years, i.e. six months for planning, twelve months for -
implementation and six months for testmg These periods cannot on the-whole, be'

reduced.-

Second, the extent of th_é deta-processi‘ng changes to be earried out is impreséive. The .

. experience of the changeover of the markets and large financial institutions, but also the.

examples of undertakings which decided to switch their accounting systems to the curo-in
1999, reveal that nearly 80% of an organisation's software has to be adapted to enable it

"0 "read euro”. It does not yet seem-possible to propose a type of software that is totally
* compatible w:th the-euro and ready: to use wnhoul specifically udmmmg the- (umuonuu_

of the organisation or undertakmg concerned. -

Lastly, the- millennium bug providu ‘a reason-not to channel information- technology
resources towards preparing for the euro. On the one hand, it is currently-obvi ious thiat
much energy and many IT resources are being- ‘concentrated on the year 2000. On the -
other, shortening the transitional period would result in an even more critical o_vqlap

. between the timeframe for coping with the millennium problem and that for adapting

sofiware to the euro. In view of the uncertainty still su:roundmb economic operators'

. state of preparation. for the year 2000, common sense dictates that the plesLnl timetable -

:>hould be mamtamed

\Acmrdmgly, the umescale for designing and introducing. mlormalmn sytems, th extent

of the .changes to- be' made and the millennium issuc are alu,ddy causing some 1T

- opérators to become alarmed about the p0551b|l|ty of a bottlencck in the availability of’
~-resources in‘the ‘year 2002. - Rcc,ourse to external resources might not suftice to guarantee
sound preparation for 2002 dccordmg to some experts. Lven if these claims prove to be

unfounded there is no doubt that a reductlon in the transitional perlod would rcsult
ina trade-off between the mlllenmum and the euro.

3. - The changeover to the euro by the public admtmstratlons was

. scheduled for the year 2002 from the outset in-order-to take accouht\
i of the complex:ty and extent of the changes requ:red in this sector

The Mddlld scenario had madu provision for the puhlu, administrations to switeh” over

unnplcldy to the curo only at the end of the transitional period. in view of the extent of

{hc adpuxlmuﬂs to be made in lhl\ seetor, - IhL administratons' plans were thus d]dWlLllp



in accordance with these deadlines, although all the participating Member States decided

* to. offer firms in- particular the. option of usmg the euro from '1 January 1999 in their
relations with the administration.

The adjustments carried out by 1 January 1999 were, therefore, limited in extent:
installation of "conversion" software to enable incoming and outgoing flows to be
processed in the national currency unit or the euro, adaptation of certain financial and
accounting procedures, adaptation of 1eglslat10n and trammg of speuallst staff in the
lmanc1al administrations. :

The bulk of the preparatory work in the public administrations has still, however,

to be carried out. . The administrations are responsible for some very extensive arcas

which will be affected by ‘the changeover to the euro. They must, therefore, adapt their
information systems and software, often by having recourse to the limited own resources
of their internal IT departments. The complexities involved in adapting information
systems are heightened by the very large volume of historical and statistical data that are
processed by the administrations. In addition to the legal arrangements established in
order to maintain the value of the euro against the' old national currency units. the
administrations have also, on the whole, chosen to adapt their legislation and references
to monetary amounts in such a way as to ensure that citizens" understand them clearly.
This substantial task is complicated by the problems of thresholds and prices which are

round sums in national currencies, but are not when converted to euro. Thousands of

documents must, therefore, be scrutinised by the national and local authoritics. The
administrations .will also have a considerable effort to make in terms of stall’ training,
particularly in the case of officials who have contact with the public.  The training
programmes, which involve several million people. are spread over a number of years.

- Finally, the administrations must ensure that all public services, including the smallest of
the authorities and local government bodies, have completed their preparations within

the time allowed. There is great concern about the absence of measures on llm part of the
local authormes particularly the smallest, aimed at mtroducmb y the euro.

The extent of these problems Ied the majorlty of national officials responsnble for

preparing the administrations for the introduction of the euro to recommend that

th_e three-year period be maintained during the consultation which the Commission
organised in this connection (meeting of the national coordinators responsible for their

.admlmstratlons preparations- for swntchmg to- thc euro, held on 5 March 1999 in

Brusqu)

ﬂ




i A e o e

K = O

4. The legal lmpllcatlons of a. "fa:lure to fulfil expectatlons" must not be '
underestimated ’ : T

) The Madrid scenario résulting from a European Council decision and the Regulations

- establishing the legal framework for the euro, particularly Council Regulation (EC)
_ No 1103/97 of 17 Jurie 1997 on certain provisions relating to the introduction of the euro

and Council Regulation (EC) No 974/98 of 3 May 1998 on the introduction of the-euro,
created substantive law situations. The European Cominission and Council might expose .
_ themselves to claims for damages for failure to fulfil legitimate expectations, e.g. on the

- part of firms-which had placed orders with their IT service suppliers for the year 2001 It

is obv10usly impossible to assess these legal I‘lSkS precxsely

A sector—by sector analysis thus reveals the real techmcal difficulties stemmm[, from a
reduction. An analysis based on the operators concumed conﬁrms that a three-year
pLI’lOd 1s probably adequate o T P : N

. The preparatlon of certaln economlc operators requires

mtens:flcatlon

The definition of a stage by-stage scenario culmmalmz, in the cham,w\u to the ¢uro of'a

. critical' mass of activities on 1 January 1999 and in the subsequent exploitation of this
- success in order to heighten awareness of the euro among other operators, especially

small and medium-sized firms, traders and the public at’ large, has alrcady ™ been
sanctioned by the success of the financial markets' transition to the euro. This technical -
success must'not cause one to lose sight of the fact that this phase was preceded by a

* very long preparatory phase, _whlch also spanned three years (Decembcr 1995 to :

Deccm ber 1998)

Wlthm even the sect_ors which have made the transition, the situation is not alwa&s
homogeneous. A significant number of large'European firms should 'switch their
accounts to the euro in 1999, but not all will do so, mainly because they preferred to carry
out first the changes required by ‘the millennjum bug. In the banking sector, the

. changeover of niillions of personal accounts could constitute an obstacle to reducmg the

transitional perlod

The prcparatmn of SMEs, traders and the general pubiic will also mean fulfillin;_, '
some technical quulrcments, which may be on a lower level, but will bc more’

: numcruuq.

thre small and medium-sized enterpﬁées and traders arc concerned, there is first of all -
a problem of numbers: the Community of FFifteen comprises no fewer than -18 million
SMF% or one-person businesses (including traders).  For these cconomic operators, -
“preparation for the euro resembles that required by larg. firms, insofar as all functions
‘and activities of a firm are affected. Computing, accounting or prlunb adjustments will
have to  be carried out  with far  fewer resources,  and  often



by one person acting alone. To grant these operators a preparation period equivalent to
that allowed the financial sector would appear to be the wisest solution. While it is still
difficult to gather indicators regarding the state of preparation of these economlc
operators, all the ev1dence suggests that it is far from complete.

In the case of the general public, technical data are less crucial. The importance of the
work already carried out in the communication sector should, however, be noted. The
transition to the euro is based on a communication policy which has already succeeded in
part of its task. The message that has been targeted for a number of years at the general |
public, small and medium-sized firms and traders consists in telling them that the
transitional period is designed to allow the gradual adoption of the’ euro and the
establishment of a changeover plan that is suited to the particular circumstances of the
firm or of each individual.. Communication is thus one.of the great successes of the
" transition to the euro: it has involved a information campaign on a very vast scale which
has made it possible to offer increasingly morc complex messages.  Changing, the
transitional period now would probably jeopardise the results of these decentralised
communication policies and would be costly: '

From the consumer's point of view, the transitional period has already produced one
success, namely double display: a number of administrations in the participating
Mcember States, large firms and a significant number of traders have adopted the practice
_of displaying prices. in both the euro and the national currency unit.  From this point of
view, the transitional period provides an opportunity to learn about the new euro prices
and scales of value. A reduction in this period would be contrary to the objective
established when the Madrid scenario was adopted. )

In addition to these technical obstacles, shortening thie transitional period would
undermine one of the strong points in the success of the euro, namely the confidence
of economic and social operators, which has been won as a result of adhering to a
strict timetable. A number of officials and managers consulted by the Commission
have peinted out that the success of the euro-to date has lain chiefly in the fact that
the deadlines set have been respected, despite thc cconomic situation of thc
partlclpatmg countries. ‘ o S :

ll. The advantages of reducmg the transmonal perlod cannot be
guaranteed

1. . The political argument for brmgmg forward the date loses :ts force if.
tlme involved is ms:gmﬁcant :

!

“The pmposdl for bringing forward the date for introducing curo coins and notes was
made in a specific context: in view of the popuLu stuceess of the curo in the carly days of
1999, it seemed desirable that the citizens should have access as quickly as possible to a
tangible European means of payment.. ‘ ‘ '
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However, the technical constraints described above show that, even by an optimistic

" reckoning, the transitienal period could not be reduced by more than a few m_onths.
. The main political advantage of this proposal thus loses some of its force: if the date

for introducing coins and- notes were not brought forward to’ a sufficient extent, the

‘move would be of less mterest to the citizen.

2. A d:scuss:on on reducing the trans:tlonal period would reopen the '
»debate on the opt:mum date for introducing coms and notes ‘

It was in Nov_emb’er 1997 that thé Commission held consultations on the choice of the
best possible date for introducing euro coins and notes. The discussions had revealed

decp divergences- between the different interest groups, but also between Member States,

some ‘of which- proposed dates other than -1 January 2002. This date was eventually
chosen because of its strong symbolic character, If the technical constraints do not allow
a significant reduction in the ‘transitional period of at least a full year. a reduction of a few

“months-would unquestlonably open up a debate that would be difficult to settlc since no
" argument would lead to a definitive decision. :

Concluslon

In view ol the technical arguments sct out in l’ml 1, the time uqumd by cconomic

- operators and ‘the psychological and political uncertainties mentioned in Part I1. the-

Commission considers that the transxtlonal period for the curo should not be
ruluced Adhering-to three years will constitute an essential element of stability in the

. process. of preparing economic operators and familiarising them with the curo.

However, this proposal has had the advantage of highlighting the efforts which
must be made in order to ensure that the transitional period is a period. of gradual
familiarisation with the euro, partlcularly for the citizen. Development of the use of
the euro in the form of scriptural money- during the transitional period is essential to the
success of the introduction of the single currency and the smooth transition to the euro.

- On 31 December 2001, citizens should be ready to use the euro, a long transitional period

is only meamngful if it is used for a progressive changeover by economic agents. -

Full use musl also be madc of llm lransmondl pulod 0. pmmotc the sound preparation of

_ economic operators, thuruby avmdmg a rush in the final year. In this conncction,
=unpha-.1s must be placed on making economic operators realise the extent of the work to

be carried out. As regards the sectors concerned, the Commission considers it necessary
to heighten the awareness of small and medium-sized firms, consumers and public.

ddmmlslratlons, particularly local authorities. <
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